UNITED STATES 
STATUTES AT LARGE 


CONTAINING THE 


LAWS AND CONCURRENT RESOLUTIONS 
ENACTED DURING THE SECOND SESSION OF THE 
NINETY-NINTH CONGRESS 
OF THE UNITED STATES OF AMERICA 


1986 


AND 


PROCLAMATIONS 


VOLUME 100 


IN FIVE PARTS 


PART 3 
PUBLIC LAWS 99-507 THROUGH 99-516 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1989 





PUBLISHED BY AUTHORITY OF LAW UNDER THE DIRECTION OF THE 
ARCHIVIST OF THE UNITED STATES BY THE OFFICE OF THE 
FEDERAL REGISTER, NATIONAL ARCHIVES AND RECORDS ADMINISTRATION 


“The United States Statutes at Large shall be legal evidence of 
laws, concurrent resolutions, ... proclamations by the President 
and proposed or ratified amendments to the Constitution of the 
United States therein contained, in all the courts of the United 
States, the several States, and the Territories and insular possessions 
of the United States.” (1 USC 112). 


For sale by the 
Superintendent of Documents 
U.S. Government Printing Office, Washington, DC 20402 
(5-part set; sold in sets only) 





CONTENTS 


PART 1 


List oF Bits ENACTED INTO Pusiic LAw 
List oF Pusiic Laws 

List oF BILts ENACTED INTO Private LAw 
List or Private Laws 


List OF PROCLAMATIONS 

Pusuic Laws (99-241 THrouGH 99-452) 
Sussect INDEX 

INDIVIDUAL INDEX 


List oF Bitts ENACTED INTo Pusiic Law 
List or Pusiic Laws 

List oF BiLts ENACTED INTO PRIVATE LAw 
List oF PrIvATE LAws 

List OF CONCURRENT RESOLUTIONS 

List OF PROCLAMATIONS 

Pusuic Laws (99-453 THrouGuH 99-506) 
SuBsEcT INDEX 

INDIVIDUAL INDEX 


List oF Bitts ENACTED INTo Pusiic LAw 
List oF Pusiic Laws 

List or Bitts ENACTED INTO PRIVATE LAW 
List oF PRIVATE LAWS 

List OF CONCURRENT RESOLUTIONS 

List OF PROCLAMATIONS 

Pusuic Laws (99-507 THrouGuH 99-516) 
SuBJEcT INDEX 

INDIVIDUAL INDEX 





CONTENTS 


PART 4 


List oF Bitts ENACTED INto PusBiic LAw 
List or Pusiic Laws 

List oF Bitts ENACTED INTO PRIVATE LAW 
List oF PrIvATE LAws 

List oF CONCURRENT RESOLUTIONS 

List OF PROCLAMATIONS 

Pustic Laws (99-517 THrouGH 99-628) 
SuBJEcT INDEX 

INDIVIDUAL INDEX 


List oF Bitts ENACTED INtTo Pusiic LAw 
List oF PuBLic Laws 

List oF Brits ENACTED INTO Private Law 
List oF Private Laws 

List oF CONCURRENT RESOLUTIONS 

List OF PROCLAMATIONS 





LIST OF BILLS ENACTED 
INTO PUBLIC LAW 


THE NINETY-NINTH CONGRESS OF THE UNITED STATES 
SECOND SESSION, 1986 


PELERESERESSESER ERE 
BRSEERESGSESESSESEERE 


> ib im G9 Co Co C2 Co CO 
BaSRes 
SS pesaaee 
hore dS 


BILL 
H.R. 
H.R. 
H.R. 
H.R. 
H.R. 
H.R. 
H.R. 
H.R. 
H.R. 
H.R. 
H.R. 
H.R. 
H.R. 1 
E.R. 
H.R. 
H.R. 
H.R. 
H.R. 
H.R. 
H.R. 
H.R. 
E.R. 1 
H.R. 
H.R. 
H.R. 
H.R. 
H.R. 
H.R. 2 
H.R. 
H.R. 
H.R. 
H.R. 
FLR. 
H.R. 
H.R. 
H.R. 
E.R. 
H.R. 
H.R. 
H.R. 
ELR. 


St a a a a a 
Ee) bd EE) dE) dd ad ad ad ad dad a a ad a a 


SOS SS 
& 


Ee) dE) dE dd Ed a) ad ad dd ad a ad dd dd dd a 


~ 
wo 





LIST OF BILLS ENACTED INTO PUBLIC LAW 


BILL PUBLIC 
LAW 
99-631 


tT fb 
aE 


SE a a a 
Ee) dE a) ad dd ad ad a ad ad) a da 
o *) 


By Bey a By Sg i Sy Ss i Sy Sy Sg a Gy iy Sy Sag Sag a Say Say Sag Sy San Ey ay Say San San Sy Sa Son Sas Son Ean San Son Sn Sa Ea SS So a Sat SS tS Dg 


95 5 


H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
le 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H. 
H 
H. 
H. 
H. 
H. 
H 
H 
H. 
H. 
H. 
H. 
H 
H. 
H. 
H 
H 
H 
H 


BSS 


S. 2069 
S. 2095 


Cu 
Cy 





LIST OF BILLS ENACTED INTO PUBLIC LAW 


aa 


By Sg a Gy Gag Ga Gay Sag ag Say Ea Sag Eg Sy Sag Sa Say Easy Ea Ee 


S. 
S. 
S. 
S. 
S. 
S. 
S. 
S. 
S. 
S. 
Ss. 
S. 
S. 
Ss. 
S. 
S. 
S. 
S. 
S. 
Ss. 
S. 
Ss. 
S. 
Ss. 
S. 
S. 
Ss. 
S. 
S. 
S. 
S 


. Res. 43 


ra tn Tn TA EA La Ca TA 
Big By By Sy By By By Ey Ey Ey 
gn ca tan Ca Tan Ca Lan Ea Ga ga Ea YMG EA EA EM Ua Ea Ca aE Em Ea na Ea tn yan Ea eM yng ea en ep en eine B 


By Bag Gy Sy Gay Sy Sag Sy Sag Gag Sy Sg Sy Ba Bay Sy Gag Gag Sy Gay Eg Sy Sau Ea Eg Ea San Eau a San Eau Sy Ean Ea Son Sas Sou Sar Eas Soy Sas Sou Son 
maT ATA TA Tn ta Ca Ta TA CA tn Ca A TA Cn Ca TA CA TA cA cn Ca Ca Wa tn ta Ca Ca Ta cata ca ta ta ta ta tata ca ua tata eA 


Sag Sag Sg ag Gy Say Gg Gy ay Sy Sg Sg ay Sag Ea Sag Sg Ss Sy St St Ss StS 








LIST OF PUBLIC LAWS 


CONTAINED IN THIS VOLUME 


To delay the referendum with to the 1986 
through 1988 crops of Flue-cured and to delay 
the i of national marketing quotas for the 
1986 through 1988 crops of Burley tobacco. 

Extending the waiver authority of the District of Colum- 
bia Revenue Bond Act of 1985 to certain revenue bond 
acts of the District of Columbia, and for other purposes. 

an urgent es appropriation for the 

*o ending oo r 30, 1986. for the Depart- 
ment of Agricul: 

To provide for i ieee of the month of February, 
1886, ,, 28 “National Black (Afro-American) History 

onth 

To diulamate the week of February 9, 1986, through Feb- 
ruary 15, 1986, as “National Humanities Week, 1986”. 

To designate the week of February 9, 1986 through Feb- 
ruary 15, 1986 as “National Burn Awareness Week”. 

To amend ‘the Arms Export Control Act to require that 
congressional vetoes of certain arms export proposals 
be enacted into law. 


To designate the month of March 1986 as “National He- Feb. 18, 1986 
mophilia Month”. 


To designate the period commencing Jan 1, 1986, Feb. 18, 1986 
and ending December 31, 1986, as the ‘ ntennial 
Year of the Gasoline Powered Actomobile”. 


To amend the Act establishing the Petrified Forest Na- 
tional Park. 


Federal Employees Benefits Improvement Act of 1986 Feb. 27, 1986 
oo Smokeless Tobacco Health Education Act Feb. 27, 1986 
0 ; 


To make certain technical corrections to amendments Feb. 28, 1986 
made by the Food Security Act of 1985, and for other 
purposes. 


aes i the week gponing March 2, 1986, as 
aoe History Week’ 


To establish, for the _- of implementing any order 


issued by the President for fiscal 1 under any 
law providing for sequestration of new loan guarantee 
commitments, a guaranteed loan limitation amount 
applicable to ~ r 37 of title 38, United States Code, 
for fiscal year 1 

To direct the oma to issue a proclamation d 
Dey February 16, 1986, as “Lithuanian baesene en = 


To a March 16, 1986, as “Freedom of Information 
e. 


To amend section 901 of the Alaska National Interest 
Lands Conservation Act. 





x LIST OF PUBLIC LAWS 


PUBLIC LAW 


To designate March 1986, as “Music in Our Schools 
Month”. 


Food Security Improvements Act of 1986 


To designate March 21, 1986, as “National Energy Edu- 
cation Day”. 

To authorize and request the President i issue a procla- 
mation designating March 21, 1986, “Afghanistan 
Day”, a day to commemorate the struggle of the people 
of a against the occupation of their country 
by Soviet forces. 


Making an urgent supplemental appropriation for the 
Department of Agriculture for the fiscal year ending 
September 30, 1986, and for other purposes. 

White Earth Reservation Land Settlement Act of 1985 

To designate the year of 1987 as the “National Year of 
Thanksgiving”. 


To designate the Federal building located in Jamai 
Queens, New York, as the “Joseph P. ‘Addabbo Federal 
Building”. 

To provide for the temporary extension of certain - 
grams relating to housing and community develop- 
ment, and for other purposes. 

To designate the _— me April Ss _ —— April 12, 
1986, as “World H eek’’, and to designate April 
1, 1986, as “World Heelth Day”. 

Older Americans Act Amendments of 1986 


ee a a advance to the Hazardous Substance 


ou aanidied and request the President to issue a procla- 
mation Se Sar 2 through June 8, 1986, as 
“National Fishing 

Consolidated Omnibus Budget Reconciliation Act of 1985. 


To designate the month of April 1986 as “National 
School Library Month”. 


To designate the week of April 14, 1986 Gro 2s April 20, 
1986 as “National Mathematics Awareness 

To authorize and request the President ag issue a procla- 
mation designating the calendar week 
Sunday, April 13, 1986, as “National Garden Week”. 

To designate April 20, 1986, as “Education Day U.S.A.”.... 

Designating May 1986 as “Older Americans Month” 

To extend for 3 months the emergency uisition and 
net worth guarantee provisions of the Garn-St Ger- 
main Depository Institutions Act of 1982. 

Commemorating the twenty-fifth anniversary of the Bay 
of Pigs invasion to liberate Cuba from Communist tyr- 
anny. 

Health Services Amendments Act of 1986 

To designate the week of A ril 20, 1986, through April 

26, 1986, as “National Is Fun Week”. 

To designate April 1986, as “Fair Housing Month” 

To declare that the United States holds certain Chilocco 
Indian School lands in trust for the Kaw, Otoe-Mis- 
souria, Pawnee, Ponca, and Tonkawa Indian Tribes of 
Cklahoma. 

To 67 for the continuation of the Martin Luther 
King, Federal Holiday Commission until 1989, and 
for ake purposes. 

Providing for reappointment of Carlisle H. Hummelsine 


as a citizen regent of the Board of Regents of the 
Smithsonian Institution. 


DATE 


Mar. 24, 1986 
Mar. 25, 1986 


Mar. 27, 1986 


Mar. 27, 1986 


Apr. 7, 1986 
Apr. 9, 1986 


Apr. 


Apr. 
Apr. 
Apr. 


Apr. 
Apr. 
Apr. 


Apr. 24, 1986 
May 1, 1986 


May 1, 1986 


May 1, 1986 





LIST OF PUBLIC LAWS 


vongpeanent of William G. Bowen as a 

citizen regent of the Board of Regents of the Smithso- 
nian Institution. 

Designating Ma , 11 through May 17, 1986, as “Jewish 
Heritage Week’ 

To designate October 16, 1986, as “World Food Day” 

To authorize the Federal Housing Administration and 
the Government National Mortgage Association to 
enter into additional commitments to insure loans and 
guarantee mortgage-backed securities during fiscal 
year 1986, and for other purposes. 

To reaffirm Co: ’ recognition of the vital role played 
by members of the National Guard and Reserve in the 
national defense, and for other purposes. 


To nae May 7, 1986, as National Barrier Awareness 
y. 


To designate May 8, 1986, as “Naval Aviation Day” May 8, 1986 

Designating April 28, 1986, as “National Nursing Home May 8, 1986 
Residents Day”. 

Garrison Diversion Unit Reformulation Act of 1986 

Young Astronaut Program Medal Act 


Designating Patrick Henry’s last home and burial place, 
known as Red Hill, in the Commonwealth of Virginia, 
as a National Menterial to Patrick Henry. 

To designate the week of May 11, 1986, through May 17, 
oo as “National Osteoporosis Awareness Week of 

To authorize the President of the United States to award 
congressional gold medals to Natan (Anatoly) and 
Avital Shcharansky in ition of their dedication 
to human rights, and to authorize the Secretary of the 
Treasury to sell bronze duplicates of those medals. 

To a S the month of May 1986 as “National Child May 13, 1986 

ety M 

To release restrictions on certain property located in Cal- May 14, 1986 
casieu Parish, Louisiana, and for other purposes. 

To designate the week of May 11 through May 17, 1986, May 14, 1986 
as “Senior Center Week”. 

by 7 ate the month of May 1986 as “Better Hearing May 14, 1986 

id Speech Month”. 

To amend section 1153 of title 18, United States Code, to May 15, 1986 
make felonious sexual molestation of a minor an of- 
fense within Indian country. 

To designate 1988 as the “Year of New Sweden” and to May 15, 1986 
recognize the New Sweden 1988 American Committee. 

To designate the month of May 1986, as “National Birds May 19, 1986 
of Prey Month 

To designate the weil beginning May 18, J3*6, as “Na- May 19, 1986 

tional Digest Digestive Diseases Awareness Wee 


on make miscellaneous changes in laws re the May 19, 1986 
United States Coast Guard, and for other purposes. 


Firearms Owners’ Protection Act May 19, 1986 
Deinatine May 18-24, 1986 as “Just Say No to Drugs May 20, 1986 


Ss the week beginning on May 11, 1986, as 
ational Asthma and Allergy Awareness Week”. 


To a a special gold medal to the family of Harry 
pin. 


To designate the week of -_ 1 through June 7, 1986, as 
“National Theatre Week’ 





xii LIST OF PUBLIC LAWS 


PUBLIC LAW 


99-313 To designate the week of oom, Ba 1986, poo May 17, 


1986, as “National Science Week, 1986 

To designate May 21, 1986, as “National Andrei Sak- 
harov Day”. 

To deauthorize the project for improvements at Racine 
Harbor, Wisconsin. 

Desegning the week of May 26, 1986, thro 
1986. ‘Older Americans Melanoma/Skin 
tection and Prevention Week”. 

Deg ae the week of May 18, 1986, through May 24, 
1986, ‘National Food Bank Week”. 

To grant a Federal charter to the Vietnam Veterans of 
America, Inc. 

ae and Advocacy for Mentally Ill Individuals Act 
0 i 


ee Pane Assistance Technical Corrections Act 


To designate May 25, 1986 as “Hands Across America 
Day”, for the purpose of Lone tg people to help them- 
selves, and commending United Support of Artists for 
Africa and all participants for their efforts toward 
combating domestic hunger with a four thousand mile 
human chain from coast to coast. 

To revise further the limitation a — to chaj 
= title 38, be y= — Code, fe or — _—? ~ fr 
the purpose of implementing any order issu y the 

President for such fiscal year under any law providing 
for the sequestration of new loan guarantee commit- 
ments, and for other purposes. 

Presidential Libraries Act of 1986 


To authorize and request the President to designate the 
month of June 1986 as “Youth Suicide Prevention 
Month”. 

Providence Hospital Commemorative Plaque Act 


To designate the week on June 1, 1986, as 
“National Neighborhood Housing Services Week”. 

To designate the week of May 25, 1986, through May 31, 
1986, as “Critical Care Wee ”. 

Allowing qualified persons representing all the States to 
be naturalized on Ellis Island on July 3 or 4, 1986. 

Designating “Baltic Freedom Day” 

Tehran American Schooi Claim Act of 1985 

To extend until June 30, 1986, the date on which certain 
limitations become effective with respect to obligations 
that may be made from the Military Personnel ac- 
Pg of the Department of Defense for fiscal year 


a. June 26, 1986, as “National Interstate High- 
way Da 


To desi eae the week beginning June 8, 1986, as “Na- 
tional Children’ ’s Accident Prevention Week”. 


To amend the Communications Act of 1934 to provide for 
reduction in the term of office of members of the Fed- 
eral Communications Commission, and for other pur- 


h June 1, 
cer De- 


poses. 
Federal Employees’ Retirement System Act of 1986 
Judicial Improvements Act of 1985 


To designate the week i June 15, 1986, as “Na- 
tional Safety in the Workplace Week”. 
To authorize the continued use of certain lands within 


the uoia National Park by portions of an existing 
hydroelectric project. 


DATE PAGE 


466 


470 
471 


May 23, 1986 472 


May 23, 1986 474 
May 23, 1986 478 
May 23, 1986 491 


May 23, 1986 492 


494 


495 


May 28, 1986 


May 28, 1986 503 


June 5, 1986 
June 5, 1986 
June 6, 1986 


June 6, 1986 
June 19, 1986....... 
June 19, 1986 


June 19, 1986 





LIST OF PUBLIC LAWS 


DATE 
Safe Drinking Water Act Amendments of 1986 June 19, 1986 
To. rovide for the designation of September 19, 1986, as June 19, 1986 
ational P.O.W./M.L.A. Recognition Day”. 
we roclaim June 15, 1986, jerg af June 21, 1986, as June 19, 1986 
ational Agricul tural Export 


™ : te the week eet Sane 22, 1986, as “Na- June 19, 1986 
Homelessness Awareness Week 


To a October 8, 1986, as “National Fire Fighters 


3 nate October 1986 as “National Down Syndrome 
on 


To wove for the temporary extension of certain od 
grams relating to housing and community develop- 
ment, and for other purposes. 


Ww Ww: ti 
on lanl Fonds ie. Tribe of Michigan Distribution 
To designate June 21, 1986, as “National Save American 

Industry and Jobs Day’ Pe 
Military Retirement Reform Act of 1986 
Urgent pa ae Act, 1986 


te the w k beginning July 27, 1986, as “Na- 
Nuclear Medicine Week”. 
To rere July 2, 1986, as “National Literacy Day” July 2, 1986 
To designate July 3, 1986, as “Let Freedom Ring Day”, July 2, 1986 
and to request the President to issue a proclamation 
encouraging the people of the United States to ring 
bells on such day immediately following the relighting 
of the torch of the Statue of Liberty. 
To designate July 4, 1986, as “National Immigrants Day” July 2, 1986 
Welcoming the Afghan Alliance July 2, 1986 


To — July 6, 1986, “National Air Traffic Control July 3, 1986 


To ee 1987 as the “National Year of the Ameri- July 3, 1986 


wu ounvid the Carl D. Perkins Vocational Education Act July 8, 1986 
with respect to State allotments under the Act. 
To permit the use and | of certain public lands in July 8, 1986 
evada by the University of Nevada. 


To authorize appropriations for activities under the Fed- July 8, 1986 
eral Fire Prevention and Control Act of 1974. 


To amend title 18, United States Code July 8, 1986 

To a the Fair Debt Collection Practices Act to July 9, 1986 
vide tha‘ attorney who collects debts on bel 
a client shall be subject to the provisions of such _ 

To make technical corrections to the National Founda- July 9, 1986 
tion on the Arts and the Humanities Act of 1965. 

Sentencing Guidelines Act of 1986 July 11, 1986 


To org the weekend of August 1, 1986, thro h July 29, 1986 
3, 1986, as “National Family ‘Reunion Wee 


aug: 


To designate the month of October 1986, as “Lupus 
Awareness Month”. 
To ratify the February 1, 1986, sequestration order of the 
President for Fiscal Year 1986 issued under section 252 
of the Balanced Budget and Emergency Deficit Control 
Act of 1985. 
OCS Paperwork and Reporting Act July 31, 1986 


Panama Canal Commission Authorization Act, Fiscal Aug. 1, 1986 
Year 1987. 





xiv LIST OF PUBLIC LAWS 


PUBLIC LAW 


To authorize the distribution within the United States of 
the USIA film entitled “The March”. 


Bank Bribery Amendments Act of 1985 ... 
Education of the Deaf Act of 1986 
Handicapped Children’s Protection Act of 1986 


To authorize the designation of a calendar week in 1986 
and 1987 as National Infection Control Week. 


—— August 1, 1986, as “Helsinki Human Rights 
lay”. 


To authorize appropriations for nongame fish and wild- 
P= conservation during fiscal years 1986, 1987, and 

To amend the Act entitled “An Act granting a charter to 
the General Federation of Women’s Clubs”. 


To provide for the use and distribution of funds appropri- 
ated in satisfaction of judgments awarded to the Chip- 
was of the Mississippi in Docket Numbered 18-S 
fore the Indian Claims Commission, and for other 
purposes. 

To recognize and support the efforts of the United States 
Committee for the Battle of Normandy Museum to en- 
courage American awareness and participation in de- 
velopment of a memorial to the Battle of Normandy. 

Desi ing A t 12, 1986, as “National Neighborhood 
Crime Watch Day”. 

To direct the Secretary of the Interior to release a rever- 
sionary interest in certain lands in Orange County, 
Florida which were previously conveyed to Orange 
County, Florida. 

To exempt certain lands in the State of Mississippi from 
a restriction set forth in the Act of April 21, 1806. 


Japanese Technical Literature Act of 1986 


National Science Foundation Authorization Act for 
Fiscal Year 1987. 


To increase the statutory limit on the public debt 

To provide for a temporary prohibition of strikes or lock- 
outs with respect to the Maine Central Railroad Com- 
pany and Portland Terminal Company labor-manage- 
ment dispute. 

Congressional Reports Elimination Act of 1986 

To modify the boundary of the Humboldt National 
Forest in the State of Nevada, and for other purposes. 

To increase the development ceiling at Allegheny Por- 
tage Railroad National Historic Site and Johnstown 
Flood National Memorial in Pennsylvania, and for 
other purposes, and to provide for the preservation and 
interpretation of the Johnstown Flood Museum in the 
Cambria County Library Building, Pennsylvania. 

To declare that the United States holds certain lands in 
trust for the Reno Sparks Indian Colony. 


To provide for the exchange of land for the Cape Henry 
emorial site in Fort Story, Virginia. 


To designate December 5, 1986, as “Walt Disney Recogni- 


tion Day”. 

Designating the week of September 21, 1986, through 
— 27, 1986, as “Emergency Medical Services 

eek”. 

Designating the College of William and or as the offi- 
cial United States representative to the Tercentenary 
Celebration of the Glorious Revolution to be celebrated 
— in the United States, the Netherlands, and the 

nited Kingdom. 


DATE 
Aug. 
Aug. 
Aug. 
Aug. 
Aug. 
Aug. 


Aug. 


Aug. 


Aug. 


. 14, 1986 
. 21, 1986 


. 21, 1986 
. 21, 1986 


779 
781 


811 


819 





LIST OF PUBLIC LAWS 
PUBLIC LAW 


To designate the week rae May 17, 1987, as “Na- 
tio i Week’ 

To authorize the use of funds from rental of floating dry- 
dock and other marine equipment to support the Na- 
tional Maritime Museum in San Francisco, California, 
and for other purposes. 

To amend the Revised Organic Act of the Virgin Islands, 
to amend the Covenant to Establish a Commonwealth 
of the Northern Mariana Islands, to amend the Organ- 
ic Act of Guam, to provide for the governance of the 
insular areas of the United States, and for other pur- 
poses. 

To amend title 17, United States Code, to clarify the defi- 
nition of the local service area of a primary transmit- 
ter in the case of a low power television station. 

Klamath Indian Tribe Restoration Act 


— Diplomatic Security and Antiterrorism Act of 


To extend until September 15, 1986, the omer - 
— and net worth guarantee provisi the 
arn-St Germain Depository Institutions Act of 1982. 

Children’s Justice and Assistance Act of 1986 

Federal Lands Cleanup Act of 1985 

To proclaim October 23, 1986, as “A Time of Remem- 
— for all victims of terrorism throughout the 
world. 

To designate the week of October 5, 1986, through Octo- 
ber 11, 1986, as “Mental Illness Awareness Week”. 


To designate November 18, 1986, as “National Communi- 
ty Education Day”. 


To designate the month of cancel 1986 as “Adult Lit- 
eracy Awareness Month 


To designate October 6, 1986, as “National Drug Abuse 
Education Day”. 

To amend chapter 44, of title 18, United States Code, to 
regulate the manufacture, importation, and sale of 
armor piercing ammunition, and for other purposes. 

Rural Industrial Assistance Act of 1986 

Uniformed and Overseas Citizens Absentee Voting Act 

— a en advance to the Hazardous Substance 


oumniaes Service Bas Act of 1986 


To provide for a minimum price and an alternate produc- 
tion rate for petroleum produced from the naval petro- 
leum reserves, and for other purposes. 


To designate the week beginning September 7, 1986, as 
= Freedom of Information Act Awareness 
ee 
Anglo-Irish Agreement Support Act of 1986 


To nets SS the Closed Basin Conveyance Channel of 
en Eee, 2 oo Luis Valley Project, 
Colorado, as the “Franklin Ed ly Canal”. 
To designate the week needa 15, 1986, as 
“National School-Age Child Gee Awareness Week”. 


To provide for the awarding of a special gold medal to 
Aaron Copland. 

To designate the week of October 19, 1986, through Octo- 
ber 26, 1986, “National Housing Week”. 

To establish a permanent boundary for the Acadia Na- 
tional Park in the State of Maine, and for other pur- 
poses. 


Aug. 
Aug. 28, 1986 


Aug. 28, 1986 


Sept. 16, 1986 


Sept. 19, 1986 
Sept. 23, 1986 





LIST OF PUBLIC LAWS 


DATE PAGE 
Designating September 22, 1986, as “American Business Sept. 25, 1986 961 
Women’s Day”. 
To designate the week of September 15, 1986, through Sept. 25, 1986 
September 21, 1986, as “National Historically Black 
Colleges Week”, 
To authorize the Smithsonian Institution to plan and Sept. 30, 1986 
construct facilities for certain science activities of the 
Institution, and for other purposes. 


—— Exchange Program Voluntary Services Act of Sept. 30, 1986 


Human Services Reauthorization Act of 1986 Sept. 30, 1986 
To amend the Department of Defense Authorization Act, Sept. 30, 1986 

1985, to provide that members of the Commission on 

Merchant Marine and Defense shall not be considered 

to be Federal employees for certain purposes, to extend 

the deadline for = of the Commission, and to 

extend the availability of funds appropriated to the 

Commission. 


To direct the Secretary of the Interior to convey certain Sept. 30, 1986 980 
interests in lands in Socorro County, New Mexico, to 
the New Mexico Institute of Mining and Technology. 


Tribally Controlled Community College Assistance Sept. 30, 1986 982 
Amendments of 1986. 


To temporarily delay the repeal of the United States Sept. 30, 1986 985 
Trustee System. 
To provide for the extension of certain programs relating Sept. 30, 1986 986 
to housing and community development, and for other 
purposes. 
To provide for a settlement to the Maine Central Rail- 
Company and Portland Terminal Company labor- 
management dispute. 


To reauthorize the Atlantic Striped Bass Conservation 
Act, and for other purposes. 


Goldwater-Nichols Department of Defense Reorganiza- 
tion Act of 1986. 


Making continuing appropriations for the fiscal year 
1987, and for other purposes. 
Air Carrier Access Act of 1986 


To designate | November 15, 1986, as “National Philan- 
thropy Day’ 


To — — te Se ey 1986 as “National Independent 

onth” 

Designating duly 2 and 3, 1987, as the “United States- 

ys of Peace and Friendship”. 

Relating to telephone services for Senators 

Comprehensive Anti-Apartheid Act of 1986 

Defense Production Act Amendments of 1986 

To designate the month of November 1986 as “National 
Hospice Month”. 

To provide the Small Business Administration continu- 
ing authority to administer a program for small inno- 
vative firms, and for other purposes. 

To designate the week beginning October 12, 1986, as 
“National Children’s Television Awareness Week”. 

To amend the National Trails System Act by designating 


the Nez Perce (Nee-Me-Poo) il as a component of 
the National Trails System. 


To designate the week of October 5, 1986, through Octo- 


ber 11, 1986, as “National Drug Abuse Education and 
Prevention Week”. 





LIST OF PUBLIC LAWS 


DATE 


To designate the week of December 14, 1986, through De- 
cember 20, 1986, as aes Drunk and 
iving Awareness Week’ 


To designate September 1, 1987, as “9-1-1 Emergen: 
Number Day”. “g 


To designate the rose as the national floral emblem 
Colorado River Floodway Protection Act 
To amend the International Claims Settlement Act of 
1949 to provide that the value of claims be based on 
the fair market value of the property taken. 
To extend until October 13, 1986, the emergency acquisi 
tion and net worth guarantee provisions of _ Gast 
Germain Depository Teatitalions Act of 1982 
To ae nate October 1986 as “Polish Aomiewtinns Heritage Oct. 8, 1986. 
onth”. 
To designate the period of December 1, 1986, through De- Oct. 8, 1986 
cember 7, 1986, as “National Aplastic Anemia Aware- 
ness Week”. 
To ene tie the week of October 12, 1986, through Octo- 
1986, as “National Job Skills Week”. 
To designate the Cumberland terminus of the Chesa- 
= and Ohio Canal National Historical Park in 
onor of J. Glenn Beall, Sr. 
Education of the Handicapped Act Amendments of 1986... 


ting October 1986 as “American Liver Founda- 
tion National Liver Awareness Month”. 


Deenetne “National Epidermolysis Bullosa Awareness 
eek”. 


Delonas November 1986 as “National Diabetes 

onth” 

To designate the month of October 1986, as “National 
Spina Bifida Month”. 


To designate October 4, 1986, as “National Outreach to 
the Hare Rural Disabled Day”. 


Waiving the printing on parchment of certain enrolled 
bills and joint resolutions during the remainder of the 
second session of the Ninety-ninth Congress. 
Making further continuing appropriations for the fiscal 
year 1987, and for other purposes. 
Making further continuing appropriations for the fiscal 
year ending September 30, 1987, and for other pur- 
poses. 
To amend title 28 of the United States Code to make cer- 
tain changes with respect to the participation of ju 
of the Court of International Trade in judicial confer- 
ences and for other purposes. 
To amend title 13, United States Code, to require the col- . 14, 1986 1192 
lection of statistics on domestic apparel and textile in- 
dustries. 
Granting the consent of the Congress to the amendments . 14, 1986 1193 
to the Susquehanna River Basin Compact. 
Tohono O’odham Tat Momolikot Dam Settlement Act. . 14, 1986 


To authorize Sppro priations for the Administrative Con- . 14, 1986 1198 
ference of the United States, and for other purposes. 
To authorize and request the President to proclaim the 
week of November 23, 1986, to November 30, 1986, as 
“American Indian Week”. 
Export-Import Bank Act Amendments of 1986 
To authorize appropriations for the American Folklife 
Center for fiscal years 1987, 1988, and 1989, and for 
other purposes. 





xviii LIST OF PUBLIC LAWS 


PUBLIC LAW 
Computer Fraud and Abuse Act of 1986 


To authorize the release to museums in the United 
States of certain objects owned by the United States 
Information Agency. 


Designating the Study Center for Trauma and Emergen- 
Medical Systems at the Maryland Institute for 
mergency Medical Services Systems at the University 
of land as the “Charles McC. Mathias, Jr., Na- 
tional Study Center for Trauma and Emergency Medi- 
cal Systems”. 
To designate the week November 24, 1986, as 
“National Family Caregivers Week”. 
Commemorating January 28, 1987, as a National Day of 
Excellence in honor of the crew of the space shuttle 
Challenger. 


To designate the week beginning Se; pose 21, 1986, as 
“National Adult Day Care Center 


To designate the school year of Sai 1986 through 
May 1987 as “National Year of the Teacher” and Janu- 
ary 28, 1987, as “National Teacher Appreciation Day”. 


To =" October 1986 as “Crack/Cocaine Awareness 
Month”. 


— August 12, 1987, as “National Civil Rights 
lay”. 


To designate March 1987, as “Developmental Disabilities 
Awareness Month”. 

To aie the Federal Building and United States 
Courthouse to be constructed and located in Newark, 
New Jersey, as the “Martin Luther King, Jr. Federal 
Building and United States Courthouse”. 

To designate the Federal building located in San Di 
— as the “Jacob Weinberger Federal Bui d- 


To amend the Fair Labor Standards Act of 1938 to re- 
quire that wages based on individual Lee be 
paid to nares workers employed under certifi- 
cates issued by the Secretary of { Labor. 


Designating the month of November 1986 as “National 
yeaa Disease Month”. 


ate October 23, 1986, as “National Hungarian 
Fron om Fighters Day’ 


To oy te the period Once 1, 1986, through Septem- 
, 1987, as P National Institutes of Health Centen- 
a Voor” 


Tennessee Wilderness Act of 1986 


Making further continuing contributions for the fiscal 
year ending September 30, 1987, and for other pur- 
poses. 


To extend the authority of the Supreme Court Police to 
— protective services for Justices and Court per- 
sonnel. 


To amend the Gila River Pima-Maricopa Indian Commu- 
nity judgment distribution plan. 

Designating 1987 as the “Year of the Reader” 

Electric Consumers Protection Act of 1986 

Job Training Partnership Act Amendments of 1986 


To authorize the inclusion of certain additional lands 
within the Apostle Islands National Lakeshore. 


Higher Education Amendments of 1986 
Superfund Amendments and Reauthorization Act of 1986 


DATE 


Oct. 
Oct. 


Oct. 


gREE 288-8 


16, 1986 
16, 1986 


16, 1986 


. 16, 1986 


. 16, 1986 


. 16, 1986. 
. 16, 1986. 


. 17, 1986, 
. 17, 1986 


1221 


1242 


1267 
1268 





LIST OF PUBLIC LAWS 


DATE 
continuing appropriations for the fiscal year 
oe and for other purposes. 
~ rovide for the settlement of certain claims respecting 
e San Carlos Apache Tribe of Arizona. 

ae Technology Transfer Act of 1986 

Gila Bend Indian Reservation Lands Replacement Act 

Nebraska Wilderness Act of 1985 

To amend the Immigration and Nationality Act to 
permit no t alien crewmen on fishing vessels 
to stop temporarily at ports in Guam. 

Rehabilitation Act Amendments of 1986 Oct. 21, 1986 

Deep Seabed Hard Mineral Resources Reauthorization Oct. 21, 1986 
Act of 1986. 

Electronic Communications Privacy Act of 1986 

Omnibus Budget Reconciliation Act of 1986 

Providing for ge gg mer of David C. Acheson as a 
citizen regent of the Board of Regents of the Smithso- 
nian Institution. 

Expressing the sense of Congress in support of a com- 
memorative structure within the National Park 
System dedicated to the promotion of understanding, 
knowledge, opportunity and equality for all people. 

To designate December 11, 1986, as “National SEEK and 
College Discovery Day”. 

R.MS. Titanic Maritime Memorial Act of 1986 ..:................ 

Tax Reform Act of 1986 

To direct the Secretary of the Interior to release on 
behalf of the United States certain restrictions in a 
previous conveyance of land to the town of Jerome, Ar- 
izona. 

To amend the Natural Gas Pipeline Safety Act of 1968 
and the Hazardous Liquid Pipeline Safety Act of 1979 
to authorize appropriations for fiscal year 1987, and for 
other purposes. 

To direct the Secretary of the Interior to convey certain 
lands, withdrawn by - — oe tion for 
townsite purposes, to the Huntle ject Irrigation 
District, Ballantine, Montana. . 

To _ the transfer of certain airport property in 

ona, Iowa. 

Asbestos Hazard Emergency Response Act of 1986 

To designate October 31, 1986, as “National Child Identi- 
fication and Safety Information Day”. 

Surface Freight Forwarder Deregulation Act of 1986 

National Forest Ski Area Permit Act of 1986 

To commemorate the bicentennial anniversary of the 
first patent and the first copyright laws. 

To designate the week of December 7, 1986, through De- 
cember 13, 1986, as “National Alopecia Areata 
ness Week”. 


To designate the week of November 16, 1986, through 
November 22, 1986, as “National Arts Week”. 

To designate the week beginning November 23, 1986, as 

“National Adoption Week”. 
Desi ting the week beginning November — 1986, as 
ational Women Veterans Recognition W: 

To designate the week of October 26, 1986, aan No- 
vember 1, 1986, as “National Adult Immunization 
Awareness Week”. 


Special Foreign Assistance Act of 1986 





LIST OF PUBLIC LAWS 


DATE PAGE 
To amend the Wild and Scenic Rivers Act by soieoelinn 3021 
a ent of the Horsepasture River in the State of 
North Carolina as a component of the National Wild 
and Scenic Rivers System. 
To authorize the Francis Scott Key Park Foundation, b 3022 
Inc. to erect a memorial in the District of Columbia. 
To designate March 25, 1987, as “Greek Independence 3024 
Day: A National Day of Celebration of Greek and 


, 


American Democracy”. 


To designate October 6, 1986, through October 10, 1986, Oct. 27, 1986 3025 
as “National Social Studies Week”. 

To designate December 7, 1986, as “National Pearl Oct. 27, 1986 3026 
Harbor Remembrance Day” on the occasion of the an- 
niversary of the attack on Pearl Harbor. 

To designate the week of November 30, 1986, through ; 3027 
December 6, 1986, as “National Home Care Week”. 

To designate the week inning October 19, 1986, as 3028 
“Gaucher’s Disease Awareness Week”. 

Designating November 12, 1986, as “Salute to School Vol- 
unteers Day”. 


To designate the period commencing February 9, 1987, 3031 
and ending February 15, 1987, as “National Burn 
Awareness Week”. 

To Se gp March 16, 1987, as “Freedom of Information 3032 

jay”. 

To designate February 4, 1987, as “National Women in 
Sports Day”. 

Commemorating the 100th anniversary of the birth of 3035 


the first Prime Minister of the State of Israel, David 
Ben-Gurion. 


To authorize additional long-term leases in the El Portal Oct. 27, 1986 3037 
administrative site adjacent to Yosemite National 
Park, California, and for other purposes. 


= Right-of-Way Conveyance Validation Act of Oct. 27, 1986 3040 


To amend title 18, United States Code, to eliminate the Oct. 27, 1986 3046 
requirement relating to decennial censuses of drainage. 

To authorize the Secretary of Agriculture to issue perma- Oct. 27, 1986 3047 
nent easements for water conveyance systems in order 
to resolve title claims arising under Acts repealed 7 
the Federal Land Policy and Management Act of 1976, 
and for other purposes. 

To implement the Coordinated Operations Agreement, : 3050 
the Suisun Marsh Preservation Agreement, and to 
amend the Small Reclamation Projects Act of 1956, as 
amended, and for other purposes. 


Consolidated Federal Funds Report Amendments of 1985. Oct. 27, 1986 3057 
To transfer certain real property to the City of Mesquite, Oct. 27, 1986. 
Nevada. 
To amend the Act establishing a Commission on the Bi- 
centennial of the Constitution of the United States to 
clarify the status of employees of the Commission, to 
raise the limits on private contributions, and for other 
purposes. 
To restrict the use of government vehicles for transporta- 
tion of officers and employees of the Federal Govern- 
ment between their residences and places of employ- 
ment, and for other purposes. 
Domestic Volunteer Service Act Amendments of 1986 Oct. 27, 1986 


To provide for the restoration of the fishery resources in Oct. 27, 1986 3080 
the Klamath River Basin, and for other purposes. 





LIST OF PUBLIC LAWS 


PUBLIC LAW 

To permit registered public utility holding companies to 
own certain interests in qualifying suutdeatinn tnalll 
ties. 

Bankruptcy Judges, United States Trustees, and Family 
Farmer Banktoptcy Act of 1966. 

Georgia Wilderness Act of 1986 

Federal Employees’ Retirement System Technical Cor- 
rections Act of 1986. 

To consent to an amendment enacted by the legislature 
of the State of Hawaii to the Hawaiian Homes Com- 
mission Act, 1920. 

To authorize the erection of a memorial on Federal land 
in the District of Columbia and its environs to honor 
the estimated five thousand courageous slaves and free 
black persons who served as soldiers and sailors or pro- 
vided civilian assistance during the American Revolu- 
tion and to honor the countless black men, women, 
and children who ran away from slavery or filed = 
-_ with courts and legislatures seeking their 

om. 

Providing for furloughed employees compensation 

Granting the consent of Congress to the Arkansas-Missis- 
sippi Great River Bridge Construction Compact. 

To enhance the a pe. out of fish and wildlife conser- 
vation and nat resource management programs on 
military reservations, and for other purposes. 

False Claims Amendments Act of 1986 

Risk Retention Amendments of 1986 

To amend an Act to add certain lands on the Island of 
Hawaii to Hawaii Volcanoes National Park, and for 
other purposes. 

Great Basin National Park Act of 1986 

Houlton Band of Maliseet Indians Supplementary Claims 
Settlement Act of 1986. 

To extend ancy fiscal year 1988 SBA Pilot Programs 
under section 8 of the Small Business Act. 

To designate the month of December 1986 as “Made in 
America Month”. 

Intelligence Authorization Act for Fiscal Year 1987 

Anti-Drug Abuse Act of 1986 

Government Securities Act of 1986 

To authorize the erection of a memorial on Federal land 
in the District of Columbia and its environs to honor 
members of the Armed Forces of the United States 
who served in the Korean war. 

District of Columbia Judicial Efficiency and Improve- 
ment Act of 1986. 

National Bureau of Standards Authorization Act for 
Fiscal Year 1987. 

To authorize certain transfers affecting the Pueblo of 
Santa Ana in New Mexico, and for other purposes. 

Veterans’ Benefits Improvement and Health-Care Au- 
thorization Act of 1986. 

To provide for the transfer of the Coast Guard cutter 
“Taney” to the city of Baltimore, Maryland, for use as 
a maritime museum and display. 

To amend section 3718 of title 31, United States Code, to 
authorize contracts retaining private counsel to fur- 
nish legal services in the case of indebtedness owed the 
United States. 

Truth in Mileage Act of 1986 


Oct. 27, 1986 
Oct. 27, 1986 


Oct. 27, 1986 


Oct. 27, 1986 
Oct. 27, 1986. 


Oct. 27, 1986 
Oct. 27, 1986 


3145 
3146 


3149 





LIST OF PUBLIC LAWS 


DATE PAGE 

To designate October 23, 1986, as “National Kidney Pro- Oct. 28, 1986. 3312 

gram Day”. 
To amend the District of Columbia Stadium Act of 1957 Oct. 29, 1986 

to direct the Secretary of the Interior to convey title to 

the Robert F. Kennedy Memorial Stadium to the Dis- 

trict of Columbia. 
Bicentennial of the Constitution Coins Act Oct. 29, 1986. 


Relating to the Indiana Dunes National Lakeshore, and Oct. 29, 1986 
for other purposes. 

Texas Wilderness Act Amendments of 1986 

To designate the United States Courthouse at 68 Court 
Street, Buffalo, New York, as the “Michael J. Dillon 
Memorial United States Courthouse”. 

To amend title 5, United States Code, to provide that cer- 
tain individuals be accorded competitive status for pur- 
poses of transferring to the competitive service. 

To direct the release, on behalf of the United States, of 
certain conditions and reservations contained in a con- 
veyance of land to the State of Utah, and for other 
purposes. 

To designate the United States Courthouse for the East- 
ern District of Vi in Alexandria, Virginia, as the 
“Albert V. Bryan United States Courthouse”. 

Designating the week besineing January 4, 1987, as “Na- 
tional Bowling Week’ 

To amend the Wild tnd Scenic Rivers Act, and for other 
purposes. 

Making continuing appropriations for the fiscal year 
1987, and for other purposes. 

Age Discrimination in Employment Amendments of 1986 Oct. 31, 1986. 

To designate the United States Attorney’s i for Oct. 31, 1986 
the Southern District of New York as the “Silvi 
James Mollo Federal Building”. 

To authorize the construction by the Receetney Soee 
culture of a salinity laboratory at Riverside, 

To extend the exclusion from Federal unemployment tase 
of wages paid to certain alien farmworkers. 

To authorize the Secretary of the Navy to make a cer- 
tain conveyance of real property. 

To authorize the President to promote posthumously the 
late Lieutenant Colonel Ellison S. Onizuka to the 
grade of Colonel. 

To amend title 28, United States Code, relating to quiet 
title actions against the United States, with respect to 
actions brought by States. 

To Sulgeae the building commonly known as the Old 
Post Office in Worcester, Massachusetts, as the 
‘Harold D. Donohue Federal Building”’. 

To declare that the United States holds certain public 
domain lands in trust for the Pueblo of Zia. 

To amend the National Housing Act to provide for the 
eligibility of certain property for single family mort- 
gage insurance. 


To oe ee i as the “National Year of Friendship 
wit! 


tesiniovation 1 a and Control Act of 1986 


To recognize the Army and Navy Union of the United 
States of America. 


Refugee Assistance Extension Act of 1986 . 6, 1986 


To withdraw certain public lands for military purposes, . 6, 1986 
and for other purposes. 





LIST OF PUBLIC LAWS 


To authorize appropriations for the Patent and Trade- 
mark Office in the Department of Commerce, and for 
other purposes. 


To authorize funds to preserve the official papers of 
Joseph W. Martin, Jr. 


Community Development Credit Union Revolving Loan 
Fund Transfer Act. 


To authorize the establishment of a memorial on Federal 

d in the District of Columbia and its environs to 

honor women who have served in the Armed Forces of 
the United States. 


To designate the week beginning ing May 3, 1987 as “Nation- 
al Correctional Officers Week”. 


Calling for recognition of United Way’s one hundredth 
anniversary. 
Providing for the convening of the first session of the 
e hun ith Congress. 


To confirm a conveyance of certain real property by the 
Southern Pacific Transportation Company to Ernest 
Pritchett and his wife, Seems Pritchett, and for other 
purposes. 

To change the name of the Loxahatchee National Wild- 
life Refuge, Florida, to the Arthur R. Marshall Loxa- 
hatchee National Wildlife Refuge. 


To amend the patent laws implementing the Patent Co- 
operation Treaty. 

To authorize the Board of Regents of the Smithsonian In- 
stitution to construct the Charles McC. Mathias, Jr. 
Laboratory for Environmental Research in Edgewater, 
Maryland, and to designate the United States Court- 
house and Customhouse in Louisville, Kentucky, as the 
Pca Snyder United States Courthouse and Custom- 

ouse”’. 


To authorize the Secretary of Transportation to release 
restrictions on the use of certain property conveyed to 
the Peninsula Airport Commission, Virginia, for air- 
port purposes. 

Department of Labor Executive Level Conforming 

endments of 1986. 


Authorizing establishment of a memorial to honor the 
American Armored Force. 


Providing for reappointment of Murray Gell-Mann as a 
citizen regent of the Board of Regents of the Smithso- 
nian Institution. 

To express the sense of Congress on recognition of the 
contributions of the seven Challenger astronauts by 
supporting establishment of a ildren’s Challenge 
Center for Space Science. 


ae our friendship and sympathy with the 
people of El Salvador following the devastating earth- 
quake of October 10, 1986. 


To establish a commission for the purpose of encouraging 
and providing for the commemoration of the centenni- 
al of the birth of President Dwight David Eisenhower. 


To improve the operation of certain fish and wildlife pro- 
grams. 


Recreational Boating Safety Act of 1986 





LIST OF PUBLIC LAWS 


DATE 

To amend section 3726 of title 31, United States Code, re- Nov. 7, 1986 
lating to payment for transportation, to permit prepay- 
ment audits for selected transportation bills, to perma- 
nently authorize payment of transportation audit con- 
tractors from carrier overpayments collected, to au- 
thorize net overpayments collected to be transferred to 
the Treasury, and for other purposes. 


Child Sexual Abuse and Pornography Act of 1986 Nov. 7, 1986 3510 
To designate the week begin: _ January 19, 1987, as Nov. 7, 1986 3513 
“Shays’ Rebellion Week” and Sunday, January 25, 
1987, as “Shays’ Rebellion Day”. 
Calling for a wildlife sanctuary for humpback whales in Nov. 
the West Indies. 
To make corrections in the Comprehensive Anti-Apart- Nov. 
heid Act of 1986. 


To ee for the transfer of certain lands in the State Nov. 
of Arizona, and for other purposes. 


To authorize a to carry out the Export Ad- 
ministration Act of 1979 and export promotion activi- 
ties. 

Anti-Kickback Enforcement Act of 1986 


To revise the boundaries of Olympic National Park and 
Olympic National Forest in the State of Washington, 
and for other purposes. 


To provide for the naming or renaming of certain build- 
ings of the United States Postal Service. 

To authorize the acquisition and development of a main- 
land tour boat facility for the Fort Sumter National 
Monument, South Carolina, and for other purposes. 

To amend title 5, United States Code, to credit time 
spent in the Cadet Nurse Corps during World War II 
as creditable service for civil service retirement; and to 
provide civil service retirement credit for certain em- 
ployees and former ae of es fund 
instrumentalities under the jurisdiction of the Armed 
Forces. 

Immigration Marriage Fraud Amendments of 1986 

Coast Guard Authorization Act of 1986 

Futures Trading Act of 1986 


To designate the Federal Building at 111 W. Huron 
Street, Buffalo, New York, as the “Thaddeus J. Dulski 
Federal Building”. 
Employment Opportunities for Disabled Americans Act... . 10, 1986 3574 
To amend the Alaska National Interest Lands Conserva- . 10, 1986 
tion Act of 1980 to clarify the treatment of submerged 
a and ownership by the Alaskan Native Corpora- 
ion. 
Emergency Wetlands Resources Act of 1986 . 10, 1986 3582 


oo Law and Procedure Technical Amendments Act . 10, 1986 3592 
0 i 
To establish the Blackstone River Valley National Herit- . 10, 1986 

age Corridor in Massachusetts and Rhode Island. 


To clarify the exemptive authority of the Securities and 
Exchange Commission. 


Injury Prevention Act of 1986 . 10, 1986 
District of Columbia Jury System Act . 14, 1986 


To amend section 3006A of title 18, United States Code, . 14, 1986 
to improve the an of legal services in the crimi- 
t 


nal — system to those persons financially unable 
to obtain adequate representation, and for other pur- 
poses. 





LIST OF PUBLIC LAWS 


To provide standards for placement of commemorative 
works on certain Federal lands in the District of Co- 
lumbia and its environs, and for other purposes. 

Immigration and Nationality Act Amendments of 1986 .... 

Sexual Abuse Act of 1986 

Entitled the “Lower Colorado Water Supply Act” 

To amend the interest provisions of the Declaration of 
Taking Act. 


Judicial Housekeeping Act of 1986 


To approve the “Compact of Free Association” between 
the United States and the Government of Palau, and 
bo other purposes. 


To amend certain provisions cf the law regarding the 
lheries of the United States, and for other purposes. 


To require States to develop, establish, and implement 
State comprehensive mental health plans. 


National Defense Authorization Act for Fiscal Year 1987. 
Water Resources Development Act of 1986 

Columbia River Gorge National Scenic Area Act 

Haida Land Exchange Act of 1986 
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LIST OF PRIVATE LAWS 


CONTAINED IN THIS VOLUME 


For the relief of Mishleen Earle 

. For the relief of Ms. Chang Ai Bae 
For the relief of Kenneth David Franklin 
For the relief of Betsy L. Randall 


For the relief of Edwin Marcos Rios (also known as 
Marcos Edwin Rios) and Geovanna Rios. 


For the relief of Enrique Montano Ugarte....,..........ssss000 
For the relief of Leonard Leslie Gambie 
For the relief of Juan Ricardo McRae 
For the relief of John Patrick Brady, Ann M. Brady, and 
Mark P. Brady. 
For the relief of Alexander Lockwood 
For the relief of Mountaha Bou-Assali Saad 
For the relief of Milanie C. Escobal Norman 
For the relief of Joe Herring 
. For the relief of Mary E. Stokes 
For the relief of Gerald M. Hendley 


~—> relief of Cirilo Raagas Costa and Wilma Raagas 
ita. 


For the relief of Catherine and Robert Fossez. 

For the relief of Steven McKenna 

For the relief of Sueng Ho Jang and Sueng II Jang 
For the relief of Elga Bouilliant-Linet 


For the relief of Marlboro County General Hospital 
Charity, of Bennettsville, South Carolina. 


For the relief of Audrey O. Lewis and Emerson B. 
Vereen. 


For the relief of the survivors of Christopher Eney 
For the relief of Ramzi Sallomy and Marie Sallomy 
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LIST OF CONCURRENT RESOLUTIONS 


CONTAINED IN THIS VOLUME 


DATE 

. Joint meeting 

Joint meeting 

Adjournment—House of Representatives and Senate 

Indian students—Department of Education mere 

Enrollment corrections—H.R. 1614........... 

National TRIO Day 

Adjournment—House of Representatives and Senate 

Enrollment corrections—H.R. 3128 

Commercial tied aid credits—Restrictions 

Australia bicentennial celebration 


John McMahon—Honoring upon retirement from 
hed public service. 


Days of Remembrance of Victims of the Holocaust— 
pitol rotunda ceremony. 


Natan (Anatoly) Shcharansky—Welcoming 
ceremony and continued freedom efforts for all 
Soviet Jews. 
Adjournment—House of Representatives and Senate May 21, 1986 
— of Columbia Special Olympics Torch May 21, 1986 
ay 
Consumers Union of United States, Inc.— 
Recognition. 
Enrollment corrections—H.R. 2672 
Enrollment corrections—H.R. 3570 
Enrollment corrections—S. 124 és 
Enrollment correction—S. 2414 June 24, 1986.... 
Statue of Liberty ceremony—Moment of silence for June 26, 1986.... 
American captives in Le! e 
Adjournment—House of Representatives and Senate June 26, 1986.... 
Federal budget—Fiscal years 1987-1989 June 27, 1986.... 


Berlin—Continued U.S. commitment and July 15, 1986 
commendation on fiftieth anniversary celebration 
of Jesse Owens’ 1936 Olympic games victories. 


Berlin—U.S. commitment to i ple and 
condemnation of the Berlin ‘Wall 


Enrollment corrections—H.J. Res. 672 
Enrollment correction—H.R. 3511 


Adjournment limitations—House of Representatives 
and Senate. 


Enrollment correction—H.R. 4329 Aug. 15, 1986... 


“U.N. Conference to Review and Appraise the U.N. Aug. 15, 1986.... 
Decade for Women: Report of Congressional Staff 
Advisors to the Nairobi Conference”—Printing. 


President’s message—Rescissions, deferrals, and Aug. 15, 1986.... 
revised deferrals of budget authority. 


Adjournment—House of Representatives and Senate Aug. 16, 1986.... 


XXxi 





LIST OF CONCURRENT RESOLUTIONS 


“We The People”—Official congressional calendar 
for Constitution bicentennial. 


Enrollment corrections—S. 1965 
Grandparents’ rights—Visitation with 
grandchildren. 


United Nations Orderly Departure Program for 
Vietnam —Resumption. 


Soviet Union—Incarceration of Ukrainian and other 
Helsinki monitoring groups. 

Enrollment correction—H.R. 4021 

Enrollment corrections—S. 2069 


Voice of America and RFE/RL, Incorporated—Radio 
broadcast interference from Soviet Us nion, Poland, 
and Czechoslovakia. 


Dr. Naum Meiman and Inna Kitrosskaya-Meiman— 
Emigration from Soviet Union. 


Enrollment correction—S. 475 

Enrollment correction—S. 2250 

Enrollment corrections—H.J. Res. 626... 

Enrollment correction—S. 1200 

Enrollment corrections—S. 1200 

Enrollment correction—H.R. 5300. 
Adjournment—House of Representatives and Senate 


DATE 


Sept. 24, 1986.... 


Sept. 25, 1986.... 
Sept. 29, 1986.... 


Sept. 30, 1986.... 


4385 


4386 





LIST OF PROCLAMATIONS 


CONTAINED IN THIS VOLUME 


Made in America Month, 1985. 


To Amend the Quantitative Limitations on Imports of 
Certain Cheeses. 


National Fetal Alcohol Syndrome Awareness Week, 1986 

Save Your Vision Week, 1986 Jan. 
National Poison Prevention Week, 1986 Jan. 
National Day of Prayer, 1986 

National Sanctity of Human Life Day, 1986 Jan. 
Martin Luther King, Jr. Day, 1986 Jan. 
National Jaycee Week, 1986 Jan. 
Truck and Bus Safety Week, 1986 Jan. 


Death of American Astronauts on Board Space Shuttle Jan. 
Challenger. 


American Heart Month, 1986 Jan. 


Sesquicentennial Year of the National Library of Medi- Jan. 
cine, 1986. 


Suspending Most-Favored-Nation Status for Afghanistan. Jan. 
National Safe Boating Week, 1986 
Small Business Week, 1986 
National Burn Awareness Week, 1986 ne 
National Humanities Week, 1986 .. Feb. 11, 1986.. 
National Hemophilia Month, 1986 Feb. 21, 1986.. 
National Black (Afro-American) History Month, 1986 Feb. 24, 1986 
Hugo Lafayette Black Day, 1986 .. Feb. 24, 1986 
Red Cross Month, 1986 .. Feb..28, 1986.. 
Women’s History Week, 1986 .. Mar. 4, 1986... 
Freedom of Information Day, 1986 
eee in the Rates of Duty on Certain Articles From 

japan. 


National Energy Education Day, 1986 


To Withdraw Preferential Treatment Under the General- 


ized System of Preferences for Certain Ethanol Mix- 
tures. 


Amending the Generalized System of Preferences 

World Health Week and World Health Day, 1986.... 
Cancer Control Month, 1986 

National Organ and Tissue Donor Awareness Week, 1986 


— Year of the Gasoline Powered Automobile, 


To Designate Aruba as a Benefici Country for Pur- 
_ of the Generalized System of Preferences and the 
ibbean Basin Economic Recovery Act. 


Pan American Day and Pan American Week, 1986 Apr. 14, 1986 
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LIST OF PROCLAMATIONS 


DATE 
Law Day U.S.A., 1986 Apr. 16, 1986 
National Mathematics Awareness Week, 1986 . 17, 1986.... 
National Garden Week, 1986 . 18, 1986... 
... Education Day, U.S.A., 1986 . 19, 1986... 
... National School Library Month, 1986 
... Asian/Pacific American Heritage Week, 1986 
.... Mother’s Day, 1986 
. Father’s Day, 1986 
Older Americans Month, 1986 
National Reading Is Fun Week, 1986 
Fair Housing Month, 1986 
Loyalty Day, 1986 
National Barrier Awareness Day, 1986 
Naval Aviation Day, 1986 
National Fishing Week, 1986 
Year of the Flag May 12, 1986... 
Flag Day and National Flag Week, 1986 May 12, 1986 
ee Osteoporosis Awareness Week, 1986 May 13, 1986 


ition of ae Restrictions on Imports of May 15, 1986 
rtain Articles From the European Economic Com- 
munity. 
Jewish Heritage Week, 1986 May 15, 1986 


National Defense tn Day and National May 15, 1986 
Transportation Week, 1986 


National Digestive Diseases Awareness Week, 1986 

World Trade Week, 1986 

Just Say No To Drugs Week, 1986.... 

Andrei Sakharov Day 

National Maritime Day, 1986 = 

Better Hearing and Speech Month, 1986 .. May 21, 1986 
National Tourism Week, 1986 May 21, 1986 


Older Americans pee ais Cancer Detection and May 21, 1986 
Prevention Week, 198 


National Farm Safety ie: 1986 

Prayer for Peace, Memorial Day, 1986.... 

National Birds of Prey Month, 1986 

National Food Bank Week, 1986 

Hands Across America Day, 1986 .... 

Critical Care Week, 1986 

National Child Safety Month, 1986 
.. National Neighborhood Housing Services Week, 1986 
. National Theatre Week, 1986 


"United Be Duty Increase on the Importation Into the June 6, 1986 
United States nt Wood Shingles and Shakes of Western 


iateaat te Children’ s Accident Prevention Week, 1986 June 7, 1986 
Youth Suicide Prevention Month, 1986 June 10, 1986 
Baltic Freedom Day, 1986 June 12, 1986 
National Agricultural Export Week, 1986. June 19, 1986 
National Interstate Highway Day, 1986 
... National Safety in the Workplace Week, 1986 

. National Save American Industry and Jobs Day, 1986 

. National Homelessness Awareness Week, 1986 
National Literacy Day, 1986 
Minority Enterprise Development Week, 1986.... 
Let Freedom Ring Day, 1986 





LIST OF PROCLAMATIONS 


National Immigrants Day, 1986 
National Air Traffic Control Day, 1986 
Captive Nations Week, 1986 
National Family Reunion Weekend, 1986 
National Nuclear Medicine Week, 1986 
Helsinki Human Rights Day, 1986 
National Neighborhood Crime Watch Day, 1986 
Suspension of Cuban Immigration 
Women’s Equality Day, 1986 
Adult Literacy Awareness Month, 1986 
National P.O.W./M.LA. Recognition Day, 1986.. 
Federal Lands Cleanup Day, 1986 
National Hispanic Heritage Week, 1986 
Lupus Awareness Month, 1986 
National Employ the Handicapped Week, 1986 
National Infection Control Week, 1986 and 1987 
Citizenship Day and Constitution Week, 1986 
.. World Food Day, 1986 
.. National Historically Black Colleges Week, 1986 
. National School-Age Child Care Awareness Week, 1986.... 
Ethnic American Day, 1986 bed 
Emergency Medical Services Week, 1986... 
American Business Women’s Day, 1986 
Child Health Day, 1986 
Veterans Day, 1986 
Fire Prevention Week, 1986 
National Outreach to the Rural Disabled Day, 1986 


National Drug Abuse Education and Prevention Week 
and National Drug Abuse Education Day, 1986. 


Mental Illness Awareness Week, 1986 
National Fire Fighters Day, 1986 
General Pulaski Memorial Day, 1986 
Columbus Day, 1986 


American Liver Foundation National Liver Awareness Oct. 8, 1986 
Month, 1986. 


National Down Syndrome Month, 1986 
National Spina Bifida Month, 1986 
National Job Skills Week, 1986 
. National School Lunch Week, 1986 
Leif Erikson Day, 1986 
Polish American Heritage Month, 1986 
National Children’s Television Awareness Week, 1986 
White Cane Safety Day, 1986 
Thanksgiving Day, 1986 
National Institutes of Health Centennial Year... 
National Forest Products Week, 1986 
Gaucher’s Disease Awareness Week, 1986. 
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Public Law 99-507 
99th Congress 
An Act 


To provide for the reauthorization of the Deep Seabed Hard Mineral Resources Act, 
and for other purposes. 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, 


SECTION 1. SHORT TITLE. 


This Act may be cited as the “Deep Seabed Hard Mineral Re- 
sources Reauthorization Act of 1986”. 


SEC. 2. AUTHORIZATION OF APPROPRIATIONS. 


Section 310 of the Deep Seabed Hard Mineral Resources Act (30 
U.S.C. 1470) is amended— 
(1) by striking out “and” immediately after “1984,” and 
(2) by inserting “, and $1,500,000 for each of the fiscal years 
ending September 30, 1987, September 30, 1988, and Septem- 
ber 30, 1989” immediately before the period at the end thereof. 


Approved October 21, 1986. 


LEGISLATIVE HISTORY—H.R. 4212: 


HOUSE REPORTS: No. 99-609, Pt. 1 (Comm. on Interior and Insular Affairs) and Pt. 2 
(Comm. on Merchant Marine and Fisheries). 
SENATE REPORTS: No. 99-460 (Comm. on Energy and Natural Resources). 
CONGRESSIONAL RECORD, Vol. 132 (1986): 
July 21, considered and passed House. 
Oct. 8, considered and passed Senate. 


Oct. 21, 1986 
(H.R. 4212] 


Deep Seabed 
Hard 

Mineral 
Resources 
Reauthorization 
Act 


of 1986. 
30 USC 1401 
note. 
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Public Law 99-508 
99th Congress 
An Act 


Oct. 21, 1986 To amend title 18, United States Code, with respect to the interception of certain 
[H.R. 4952] communications, other forms of surveillance, and for other purposes. 


Electronic Be it enacted by the Senate and House (A Representatives of the 

Communications United States of America in Congress assembled, 

Privacy Act of 

1 a. SC 2510 SECTION 1. SHORT TITLE. 

note. This Act may be cited as the “Electronic Communications Privacy 
Act of 1986”. 


TITLE I—INTERCEPTION OF COMMUNICATIONS AND 
RELATED MATTERS 


SEC. 101. FEDERAL PENALTIES FOR THE INTERCEPTION OF COMMUNICA- 
TIONS. 


(a) Derinrtions.—(1) Section 2510(1) of title 18, United States 
Code, is amended— 

(A) by striking out “any communication” and inserting “any 
aural transfer” in lieu thereof; 

(B) by inserting “(including the use of such connection in a 
switching station)” after “reception”’. 

(C) by striking out “as a common carrier” and 

(D) by inserting before the semicolon at the end the following: 

“or communications affecting interstate or foreign commerce 

and such term includes any electronic storage of such commu- 
nication, but such term does not include the radio portion of a 
cordless telephone communication that is transmitted between 
the cordless telephone handset and the base unit”. 

(2) Section 2510(2) of title 18, United States Code, is amended b 
inserting before the semicolon at the end the following: “, but suc 
term does not include any electronic communication”. 

(3) Section 2510(4) of title 18, United States Code, is amended— 

(A) by inserting “or other” after “aural”; an 
B) by inserting “, electronic,” after “wire”. 

(4) Section 2510(5) of title 18, United States Code, i is amended i hen 
clause (aXi) by inserting before the semicolon the following: “ 
furnished by such subscriber or user for connection to the facilities 
of such service and used in the ordinary course of its business”. 

(5) Section 2510(8) of title 18, United States Code, is amended by 
striking out “identity of the parties to such communication or the 
existence,”. 

(6) “oe 2510 of title 18, roe ee Code, - — 

y striking out “an * at the end o paragrap 
(B) by striking out the period at the end of paragraph (11) and 
inserting a semicolon in lieu thereof; and 
(C) by, adding at the end the following: 
“(12) ‘electronic communication’ means any transfer of signs, 
signals, writing, images, sounds, data, or intelligence of any 
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nature transmitted in whole or in part by a wire, radio, electro- 
magnetic, photoelectronic or photooptical system that affects 
interstate or oe commerce, but does not include— 

“(A) the 0 portion of a cordless telephone communica- 
tion that is transmitted between the cordless telephone 
handset and the base unit; 

“(B) any wire or oral communication; 

‘“(C) any communication made through a tone-only 
paging device; or 

“(D) any communication from a tracking device (as de- 
fined in onlians 3117 of this title); 18 USC 3117. 

“(13) ‘user’ means any person or entity who— 

“(A) uses an electronic communication service; and 

“(B) is duly authorized by the provider of such service to 
engage in such use; 

“(14) ‘electronic communications system’ means any wire, 
radio, electromagnetic, photooptical or photoelectronic facilities 
for the transmission of electronic communications, and any 
computer facilities or related electronic equipment for the elec- 
tronic storage of such communications; 

“(15) ‘electronic communication service’ means any service 
which provides to users thereof the ability to send or receive 
wire or electronic communications; 

“(16) ‘readily accessible to the general public’ means, with 
respect to a radio communication, that such communication is 
not— 

“(A) scrambled or encrypted; 

“(B) transmitted using modulation techniques whose 
essential parameters have been withheld from the public 
with the intention of preserving the privacy of such commu- 
nication; 

“(C) carried on a subcarrier or other signal subsidiary to a 
radio transmission; 

“(D) transmitted over a communication system provided 
by a common carrier, unless the communication is a tone 
only paging system communication; or 

“(E) transmitted on frequencies allocated under part 25, 
subpart D, E, or F of part 74, or part 94 of the Rules of the 
Federal Communications Commission, unless, in the case of 
a communication transmitted on a frequency allocated 
under part 74 that is not exclusively allocated to broadcast 
auxiliary services, the communication is a two-way voice 
communication by radio; 

(17) ‘electronic storage’ means— 

“(A) any temporary, intermediate storage of a wire or 
electronic communication incidental to the electronic trans- 
mission thereof; and 

“(B) any storage of such communication by an electronic 
communication service for purposes of backup protection of 
such communication; and 

(18) ‘aural transfer’ means a transfer containing the human 
voice at any point between and including the point of origin and 
the point of reception.”. 

(b) Exceptions WITH Respect To ELECTRONIC COMMUNICATIONS.— 

(1) = 2511(2MaXii) of title 18, United States Code, is 
amended— 
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(A) by striking out “violation of this:‘subparagraph by a 
communication common carrier or an officer, employee, or 
agent thereof” and inserting in lieu thereof “such disclo- 
sure”; 

(B) ‘by striking out “the carrier” and inserting in lieu 
thereof “such person”; and 

(C) by striking out “an order or certification under this 
subparagraph” and inserting in “% thereof “a court order 
or certification under this cha 

(2) Section 2511(2\(d) of title 18, United States Code, is amended by 
oeiking out “or for the purpose of committing any other injurious 


a3) person 2511(2Xf) of title 18, United States Code, is amended— 

(A) by inserting “or chapter 121” after “this chapter”; and 

(B) by striking out “by. the second place it appears and 

inserting in lieu thereof “, or foreign intelligence activities 

conducted in accordance with otherwise applicable Federal 

law involving a foreign electronic communications system, 
utilizing”. 

(4) Section 2511(2) of title 18, United States Code, is amended by 

adding at the end the follo ae 
“(g) It shall not be unla under this chapter or chapter 121 of 
Post, p. 1860. this title for any person— 

“(i) to intercept or access an electronic communication made 
through an electronic communication system that is configured 
so that such electronic communication is readily accessible to 
the > general public; 

“Gi) to intercept any radio communication which is 
transmitted— 

“() by any station for the use of the general public, 
or that relates to ships, aircraft, vehicles, or persons in 
distress; 

“(II) by any governmental, law enforcement, civil defense, 
private land mobile, or public safety communications 
system, including police and fire, readily accessible to the 
ay pene - haiie 

“ y a station operating on an authorized uency 
within the bands allocated to the amateur, citizens band, or 
general mobile radio services; or 

“(IV) by any marine or aeronautical communications 
system; 
“(iii) to engage in any conduct which— 
* rohibited by section 633 of the Communications 
47 USC 553. Act of 19 4; or 
“ID is excepted from the application of section 705(a) of 
47 USC 605. the Communications Act of 1934 by section 705(b) of that 


ct; 

“(iv) to intercept any wire or electronic communication the 
transmission of which is causing harmful interference to any 
lawfully operating station or consumer electronic equipment, 
to the extent necessary to identify the source of such inter- 
ference; or 

“(v) for other users of the same frequency to intercept any 
radio communication made through a system that utilizes fre- 
quencies monitored by individuals engaged in the provision or 
the use of such system, if such communication is not scrambled 
or encrypted. 





PUBLIC LAW 99-508—OCT. 21, 1986 100 STAT. 1851 


“(h) It shall not be unlawful under this chapter— 

“(i) to use a pen register or a trap and trace device (as those 
terms are defined for the purposes of chapter 206 (relating to 
pen registers and trap and trace devices) of this title); or 

“(ii) for a provider of electronic communication service to 
record the fact that a wire or electronic communication was 
initiated or completed in order to protect such provider, another 
provider furnishing service toward the completion of the wire or 
electronic communication, or a user of that service, from 
fraudulent, unlawful or abusive use of such service.”’. 

(c) TECHNICAL AND CONFORMING AMENDMENTS.—(1) Chapter 119 of 
title 18, United States Code, is amended— 18 USC 2510 et 

(A) in each of sections 2510(5), 2510(8), 2510(9X(b), 2510(11), and = °°% 
2511 through 2519 (except sections 2515, 2516(1) and 2518(10)), 
by striking out “wire or oral” each place it appears (including in 
any section heading) and inserting “wire, oral, or electronic” in 
lieu thereof; and 

(B) in section 2511(2\b), by inserting “or electronic” after 
wire”. 
(2) The heading of chapter 119 of title 18, United States Code, is 
amended by inserting “and electronic communications” after 
wi 


(3) The item relating to chapter 119 in the table of chapters at the 
inning of part I of title 18 of the United States Code is amended 
by inserting “and electronic communications” after “Wire”. 

(4) Section 2510(5Xa) of title 18, United States Code, is amended by 
striking out “communications common carrier” and inserting “pro- 
vider of wire or electronic communication service” in lieu thereof. 

(5) Section 2511(2XaXi) of title 18, United States Code, is 
amended— 

(A) by striking out “any communication common carrier” and 
inserting “a provider of wire or electronic communication serv- 
ice” in lieu thereof; 

(B) by striking out “of the carrier of such communication” 
and inserting “of the provider of that service” in lieu thereof; 


and 

(C) by striking out “: Provided, That said communication 
common carriers” and inserting “, except that a provider of 
wire communication service to the public” in lieu thereof. 

(6) Section 2511(2XaXii) of title 18, United States Code, is 
amended— 

(A) by striking out “communication common carriers” and 
inserting “providers of wire or electronic communication serv- 
ice’ in lieu thereof; 

(B) by striking out “communication common carrier” each 
place it appears and inserting “provider of wire or electronic 
communication service” in lieu thereof; and 

(C) by striking out “if the common carrier” and inserting “if 
such provider’ in lieu thereof. 

(7) Section 2512(2Xa) of title 18, United States Code, is amended— 

(A) by striking out “a communications common carrier” the 
first place it appears and inserting “a provider of wire or 
electronic communication service” in lieu thereof; and 

(B) by striking out “a communications common carrier” the 
second place it appears and inserting “such a provider” in lieu 
thereof; and 


6s 
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(C) by striking out “communications common carrier’s busi- 
ness” and inserting “business of providing that wire or elec- 
tronic communication service” in lieu thereof. 

(8) Section 2518(4) of title 18, United States Code, is amended— 

(A) by striking out “communication common carrier” in both 
places it appears and inserting “provider of wire or electronic 
communication service” in lieu thereof; and 

(B) by striking out “carrier” and inserting in lieu thereof 
“service provider’. 

(d) Penattires Mopirication.—(1) Section 2511(1) of title 18, 
United States Code, is amended by striking out “shall be” and all 
that follows through “or both” and inserting in lieu thereof “shall 
be punished as provided in subsection (4) or shall be subject to suit 
as provided in subsection (5)’”. 

(2) Section 2511 of title 18, United States Code, is amended by 
adding after the material added by section 102 the following: 

“(4Xa) Except as provided in paragraph (b) of this subsection or in 
subsection (5), whoever violates subsection (1) of this section shall be 
a under this title or imprisoned not more than five years, or 


th. 

“(b) If the offense is a first offense under paragraph (a) of this 
subsection and is not for a tortious or illegal purpose or for purposes 
of direct or indirect commercial advantage or private commercial 
gain, and the wire or electronic communication with respect to 
which the offense under paragraph (a) is a radio communication 
that is not scrambled or encrypted, then— 

“(i) if the communication is not the radio portion of a cellular 
telephone communication, a public land mobile radio service 
communication or a ing service communication, and the 
conduct is not that deaceiaed in subsection (5), the offender shall 
be fined under this title or imprisoned not more than one year, 
or both; and 

“(ii) if the communication is the radio portion of a cellular 
telephone communication, a public land mobile radio service 
communication or a paging service communication, the offender 
shall be fined not more than $500. 

“(c) Conduct otherwise an offense under this subsection that 
consists of or relates to the interception of a satellite transmission 
that is not encrypted or scrambled and that is transmitted— 

“(i) to a broadcasting station for purposes of retransmission to 
the general public; or 

“(ii) as an audio subcarrier intended for redistribution to 
facilities open to pose a but not including data trans- 
missions or telephone calls, 

is not an offense under this subsection unless the conduct is for the 
purposes of direct or indirect commercial advantage or private 
financial gain. 

“(5\aXi) If the communication is— 

“(A) a private satellite video communication that is not 
scrambled or encrypted and the conduct in violation of this 
chapter is the private viewing of that communication and is not 
for a tortious or illegal purpose or for purposes of direct or 
indirect commercial advantage or private commercial gain; or 

“(B) a radio communication that is transmitted on frequencies 
allocated under subpart D of part 74 of the rules of the Federal 
Communications Commission that is not scrambled or 
encrypted and the conduct in violation of this chapter is not for 
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a tortious or illegal purpose or for purposes of direct or indirect 
commercial advantage or private commercial _ 
then the person who engages in such conduct shall be subject to suit 
by the Federal Government in a court of competent jurisdiction. 
“(ii) In an action under this subsection— 
“(A) if the violation of this chapter is a first offense for the 
—_ under paragraph (a) of su ion (4) and such person 
not been found liable in a civil action under section 2520 of 
this title, the Federal Government shall be entitled to appro- 
priate injunctive relief; and 
“(B) if the violation of this chapter is a second or subsequent 
offense under ph (a) of dehaasiien (4) or such person has 
been found liable in any prior civil action under section 2520, 
the person shall be subject to a mandatory $500 civil fine. 

“(b) The court may use any means within its authority to enforce 
an injunction issued under paragraph (iiXA), and shall impose a civil 
fine of not less than $500 for each violation of such an injunction.”’. 

(e) Exctustviry oF Remepies Wirn RESPECT TO INIC 
CoMMUNICATIONS.—Section 2518(10) of title 18, United States Code, 
is amended by adding at the end the following: 

“(c) The remedies and sanctions described in this chapter with 
respect to the interception of electronic communications are the 
only judicial remedies and sanctions for nonconstitutional violations 
of this chapter involving such communications.”’. 

(f) STATE OF ee a ea (a), (b), (c), and (d) of subsection (1) 
of section 2511 of title 18, United States Code, are amended by 
striking out “willfully” and inserting in lieu thereof “intentionally”. 

(2) Subsection (1) of section 2512 of title 18, United States Code, is 
amended in the matter before paragraph (a) by striking out “will- 
fully” and inserting in lieu thereof “intentionally”. 


SEC. 102. REQUIREMENTS FOR CERTAIN DISCLOSURES. 


Section 2511 of title 18, United States Code, is amended by adding 
at the end the following: 

“(3Xa) Except as provided in pazeereph (b) of this subsection, a 
person or entity providing an electronic communication service to 
the public shall not intentionally divulge the contents of any 
communication (other than one to such person or entity, or an agent 
thereof) while in transmission on that service to any person or 
entity other than an addressee or intended recipient of such commu- 
nication or an agent of such addressee or intended recipient.  __ 

“(b) A person or entity providing electronic communication 
service to the public may divulge the contents of any such 
communication— 

_ (i) as otherwise authorized in section 2511(2Xa) or 2517 of this 


title; 

“(ii) with the lawful consent of the originator or any addressee 
or intended recipient of such communication; 

“(iii) to a person employed or authorized, or whose facilities 
are used, to forward such communication to its destination; or 

“(iv) which were inadvertently obtained by the service pro- 
vider and which appear to pertain to the commission of a crime, 
if such divulgence is made to a law enforcement agency.”. 


SEC. 103. RECOVERY OF CIVIL DAMAGES. 


i ae 2520 of title 18, United States Code, is amended to read as 
ollows: 
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“§ 2520. Recovery of civil damages authorized 


“(a) IN GENERAL.—Except as provided in section 2511(2\a\Xii), any 
person whose wire, oral, or electronic communication is intercepted, 
disclosed, or intentionally used in violation of this chapter may in a 
civil action recover from the person or entity which engaged in that 
violation such relief as may be oe x 

“(b) Reuier.—In an action under this section, appropriate relief 
includes— 

“(1) such preliminary and other equitable or declaratory relief 
as may be appropriate; ’ 

“(2) damages under subsection (c) and punitive damages in 
appropriate cases; and ’ 

“(8) a reasonable attorney’s fee and other litigation costs 
reasonably incurred. 

“(c) COMPUTATION OF DaMAGES.—(1) In an action under this sec- 
tion, if the conduct in violation of this chapter is the private viewing 
of a private satellite video communication that is not scrambled or 
encrypted or if the communication is a radio communication that is 
transmitted on frequencies allocated under subpart D of part 74 of 
the rules of the Federal Communications Commission that is not 
scrambled or encrypted and the conduct is not for a tortious or 
illegal purpose or for purposes of direct or indirect commercial 
advantage or private commercial gain, then the court shall assess 
damages as follows: 

“(A) If the person who engaged in that conduct has not 
previously been enjoined under section 2511(5) and has not been 
found liable in a prior civil action under this section, the court 
shall assess the greater of the sum of actual damages suffered 
by the plaintiff, or statutory damages of not less than $50 and 
not more than $500. 

“(B) If, on one prior occasion, the person who engaged in that 
conduct has been enjoined under section 2511(5) or has been 
found liable in a civil action under this section, the court shall 
assess the greater of the sum of actual damages suffered by the 
plaintiff, or statutory damages of not less than $100 and not 
more than $1000. 

“(2) In any other action under this section, the court may assess as 
damages whichever is the greater of— 

“(A) the sum of the actual damages suffered by the plaintiff 
and any profits made by the violator as a result of the violation; 


or 
“(B) statutory damages of whichever is the greater of $100 a 
day for each day of violation or $10,000. 
“(d) DEFENSE.—A good faith reliance on— 
“(1) a court warrant or order, a grand jury subpoena, a 
legislative authorization, or a statutory authorization; 
“(2) a request of an investigative or law enforcement officer 
under section 2518(7) of this title; or 
“(3) a good faith determination that section 2511(8) of this 
_ title permitted the conduct complained of; 
is a complete defense against any civil or criminal action brought 
under this chapter or any other law. 
“(e) LimrraTion.—A civil action under this section may not be 
commenced later than two years after the date upon which 


the claimant first has a reasonable opportunity to discover the 
violation.”. 
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SEC. 104. CERTAIN APPROVALS BY JUSTICE DEPARTMENT OFFICIALS. 


Section 2516(1) of title 18 of the United States Code is amended by 
striking out “or any Assistant Attorney General” and inserting in 
lieu thereof “any Assistant Attorney General, any acting Assistant 
Attorney General, or any Deputy Assistant Attorney General in the 
Criminal Division’ 


SEC. 105. ADDITION OF OFFENSES TO CRIMES FOR WHICH INTERCEPTION 
IS AUTHORIZED. 


(a) WirE AND ORAL INTERCEPTIONS.—Section 2516(1) of title 18 of 
the United States Code is amended— 
(l)i = a (c)— 
by inserting ‘ ‘section 751 (relating to escape),” after 
“wagering information),”; 
(B) by striking out “9314” and inserting “2312, 2313, 
2314, ” os lieu thereof; 
& by inserting “the second section 2320 (relating to Motor vehicles. 
rafficking in certain motor vehicles or motor vehicle Aircraft and 
wath section 1203 (relating to hostage taking), section 1029 ™* c@rmiers. 
— to fraud and related activity in connection with 
evices), section 3146 (relating to penalty for failure 
to to Saneeek section 3521(bX3) (relating to witness relocation 
and assistance), section 32 (relating to destruction of air- 
craft or aircraft facilities),” after “stolen property),”; 
(D) by inserting “section 1952A (relating to use of inter- 
state commerce facilities in the commission of murder for 
hire), section 1952B (relating to violent crimes in aid of 
racketeering activity),” r “1952 (interstate and 
foreign travel or transportation in aid of racketeering 
"e) var 115 (rela’ hrea 
'y inserting “, section relating to t tening or 
retaliating against a Federal official), the section in chapter Mail 
65 relating to destruction of an energy facility, and section 
1341 (relating to mail fraud),” after “section 1963 (violations 
ee yospest to racketeer influenced and corrupt organiza- 
ions 
se ee iking out “or” before “section 351” and insert- 
i) s out “or ‘ore ion 351” and inse: 
ing in fleet Chaveed a comma; and Motor vehicles. 
(ii) inserting before the semicolon at the end thereof 
the following: “, section 831 (relating to prohibited 
transactions involving nuclear materials), section 33 
(relating to destruction of motor vehicles or motor 
er facilities), or section 1992 (relating to wrecking 
® ~ striking out “or” at the od ofp ae ph (g); 
y inserting r paragrap: the following: 

“(h) any felony violation of sections 2511 and 2512 (relating to 
interception and disclosure of certain communications and to cer- 
tain intercepting devices) of this title; 

“(i) any violation of section 1679a(c\2) (relating to destruction of a Natural gas. _ 
natural gas pipeline) or subsection (i) or (n) of section 1472 (relating Aircraft and air 
to a= piracy) of title 49, of the United States Code; — 

y criminal violation of section 2778 of title 22 (relating to 
the ome Export Control Act); or’; 22 USC 2751 

“(k) the location of any fugitive from justice from an offense n°Xe. 

described in this section; 





100 STAT. 1856 PUBLIC LAW 99-508—OCT. 21, 1986 


18 USC 1361 et 


18 USC 2271 et 
seq. 
Maritime 

airs. 
18 USC 1651 et 
seq. 


18 USC app. 


(4) by redesignating paragraph (h) as paragraph (1); and 
(5) in paragraph (a) by— 

(A) inserting after “Atomic Energy Act of 1954),” the 
following: “section 2284 of title 42 of the United States Code 
(relating to sabotage of nuclear facilities or fuel),”; 

(B) striking out “or” after “(relating to treason),”; and 

(C) inserting before the semicolon at the end thereof the 
following: ‘“‘chapter 65 (relating to malicious mischief), 
chapter 111 (relating to destruction of vessels), or chapter 
81 (relating to piracy)”. 

(b) INTERCEPTION OF ELECTRONIC COMMUNICATIONS.—Section 2516 
of title 18 of the United States Code is amended by adding at the end 
the following: 

“(3) Any attorney for the Government (as such term is defined for 
the purposes of the Federal Rules of Criminal Procedure) may 
authorize an application to a Federal judge of competent jurisdiction 
for, and such judge may grant, in conformity with section 2518 of 
this title, an order authorizing or approving the interception of 
electronic communications by an investigative or law enforcement 
officer having responsibility for the investigation of the offense as to 
which the application is made, when such interception may provide 
or has provided evidence of any Federal felony.”’. 


SEC. 106. APPLICATIONS, ORDERS, AND IMPLEMENTATION OF ORDERS. 


(a) PLace OF AUTHORIZED INTERCEPTION.—Section 2518(3) of title 
18 of the United States Code is amended by inserting “(and outside 
that jurisdiction but within the United States in the case of a mobile 
interception device authorized by a Federal court within such juris- 
diction)” after “within the territorial jurisdiction of the court in 
which the judge is sitting’. 

(b) REIMBURSEMENT FOR AsSISTANCE.—Section 2518(4) of title 18 of 
the United States Code is amended by striking out “‘at the prevail- 
ing rates” and inserting in lieu thereof “for reasonable expenses 
incurred in providing such facilities or assistance”’. 

(c) COMMENCEMENT OF THIRTY-DAy PERIOD AND POSTPONEMENT OF 
MINIMIZATION.—Section 2518(5) of title 18 of the United States Code 
is amended— 

(1) by inserting after the first sentence the following: “Such 
thirty-day period begins on the earlier of the day on which the 
investigative or law enforcement officer first begins to conduct 
an interception under the order or ten days after the order is 
entered.”; and 

(2) by adding at the end the following: “In the event the 
intercepted communication is in a code or foreign language, and 
an expert in that foreign language or code is not reasonably 
available during the interception period, minimization may be 
accomplished as soon as practicable after such interception. An 
interception under this chapter may be conducted in whole or in 
part by Government personnel, or by an individual operating 
under a contract with the Government, acting under the super- 
vision of an investigative or law enforcement officer authorized 
to conduct the interception.”. 

(d) ALTERNATIVE TO DESIGNATING SPECIFIC FACILITIES From WHICH 
CoMMUNICATIONS ARE TO BE INTERCEPTED.—(1) Section 2518(1)(b\ii) 
of title 18 of the United States Code is amended by inserting “except 
as provided in subsection (11),” before “a particular description”. 
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(2) Section 2518(3Xd) of title 18 of the United States Code is 
— by inserting “except as provided in subsection (11),” before 
“there is’ 

(3) Section 2518 of title 18 of the United States Code is amended by 
adding at the end the following: 

“(11) The requirements of subsections (1b\ii) and (3Xd) of this 
section relating to the specification of the facilities from which, or 
= on where, the communication is to be intercepted do not 

“(a) in the case of an application with respect to the intercep- 
tion of an oral communication— 

“(i) the application is by a Federal investigative or law 
enforcement officer and is approved by the Attorney Gen- 
eral, the Deputy Attorney General, the Associate Attorney 
General, an Assistant Attorney General, or an acting 
Assistant Attorney General; 

“(ii) the application contains a full and complete state- 
ment as to why such specification is not practical and 
identifies the person committing the offense and whose 
communications are to be intercepted; and 

“(iii) the judge finds that such specification is not prac- 
tical; and 

“(b) in the case of an application with respect to a wire or 
electronic communication— 

“(i) the application is by a Federal investigative or law 
enforcement officer and is approved by the Attorney Gen- 
eral, the Deputy Attorney General, the Associate Attorney 
General, an Assistant Attorney General, or an acting 
Assistant Attorney General; 

“(ii) the application identifies the person believed to be 
committing the offense and whose communications are to 
be intercepted and the applicant makes a showing of a 
purpose, on the part of that person, to thwart interception 
by changing facilities; and 

“(iii) the judge finds that such purpose has been ade- 
quately shown. 

“(12) An interception of a communication under an order with 
respect to which the requirements of subsections (1b\ii) and (3d) 
of this section do not apply by reason of subsection (11) shall not 
begin until the facilities from which, or the place where, the 
communication is to be intercepted is ascertained by the person 
implementing the interception order. A provider of wire or elec- 
tronic communications service that has received an order as pro- 
vided for in subsection (11)(b) may move the court to modify or quash 
the order on the ground that its assistance with respect to the 
interception cannot be performed in a timely or reasonable fashion. 
The court, upon ee to the government, shall decide such a 
motion expeditious 

(4) Section 2519 xb) ‘of title 18, United States Code, is amended by 
inserting “(including whether or not the order was an order with 
respect to which the requirements of sections 2518(1\bXii) and 
2518(3\d) of this title did not apply by reason of section 2518(1:) of 
this title)” after “applied for”. 
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SEC. 107. INTELLIGENCE ACTIVITIES. 


(a) In GENERAL.—Nothing in this Act or the amendments made by 
this Act constitutes authority for the conduct of any intelligence 
activity. 

(b) Certain Activities UNDER PROCEDURES APPROVED BY THE 
ATTORNEY GENERAL.—Nothing in chapter 119 or chapter 121 of title 
18, United States Code, shall affect the conduct, by officers or 
employees of the United States Government in accordance with 
other applicable Federal law, under procedures approved by the 
Attorney General of activities intended to— 

(1) intercept encrypted or other official communications of 
United States executive branch entities or United States 
Government contractors for communications security purposes; 

(2) intercept radio communications transmitted between or 
among foreign powers or agents of a foreign power as defined by 
the Foreign Intelligence Surveillance Act of 1978; or 

(3) access an electronic communication system used exclu- 
sively by a foreign power or agent of a foreign power as defined 
by the Foreign Intelligence Surveillance Act of 1978. 

SEC. 108. MOBILE TRACKING DEVICES. 


(a) In GENERAL.—Chapter 205 of title 18, United States Code, is 
amended by adding at the end the following: 


“§ 3117. Mobile tracking devices 


“(a) In GENERAL.—If a court is empowered to issue a warrant or 
other order for the installation of a mobile tracking device, such 
order may authorize the use of that device within the jurisdiction of 
the court, and outside that jurisdiction if the device is installed in 
that jurisdiction. 

“(b) DeFIniTION.—As used in this section, the term ‘tracking 
device’ means an electronic or mechanical device which permits the 
tracking of the movement of a person or object.”. 

(b) CLERICAL AMENDMENT.—The table of contents at the beginning 
of chapter 205 of title 18, United States Code, is amended by adding 
at the end the following: 


“3117. Mobile tracking devices.’’. 
SEC. 109. WARNING SUBJECT OF SURVEILLANCE. 


Section 2232 of title 18, United States Code, is amended— 
(1) by inserting ‘(a) PHysicaL INTERFERENCE WITH SEARCH.—” 
before ‘“‘Whoever” the first place it appears; 
(2) by inserting “(b) Notice or SEARCH.—” before “Whoever” 
the second _— it appears; and 
(3) by adding at the end the following: 


“(c) Notice OF CERTAIN ELECTRONIC SURVEILLANCE.— Whoever, 
having knowledge that a Federal investigative or law enforcement 
officer has been authorized or has applied for authorization under 
chapter 119 to intercept a wire, oral, or electronic communication, 
in order to obstruct, impede, or peovent such interception, gives 


notice or attempts to give notice of the possible interception to any 
person shall be fined under this title or imprisoned not more than 
five years, or both. 

“Whoever, having knowledge that a Federal officer has been 
authorized or has applied for authorization to conduct electronic 
surveillance under the Foreign Intelligence Surveillance Act (50 
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U.S.C. 1801, et seq.), in order to obstruct, impede, or prevent such 
activity, gives notice or attempts to give notice of the possible 
activity to any person shall be fined under this title or imprisoned 
not more than five years, or both.”. 


SEC. 110. INJUNCTIVE REMEDY. 


(a) In GeneRAL.—Chapter 119 of title 18, United States Code, is 
amended by adding at the end the following: 


“§ 2521. Injunction against illegal interception 18 USC 2521. 


“Whenever it shall appear that any person is engaged or is about 
to engage in any act which constitutes or will constitute a felony 
violation of this chapter, the Attorney General may initiate a civil 
action in a district court of the United States to enjoin such viola- 
tion. The court shall proceed as soon as practicable to the hearing 
and determination of such an action, and may, at any time before 
final determination, enter such a restraining order or prohibition, or 
take such other action, as is warranted to prevent a continuing and 
substantial injury to the United States or to any person or class of 
persons for whose protection the action is brought. A proceeding 
under this section is governed by the Federal Rules of Civil Proce- 
dure, except that, if an indictment has been returned against the 28 USC app. 
respondent, discovery is governed by the Federal Rules of Criminal 
ure.”. 18 USC app. 
(b) CLen1cAL AMENDMENT.—The table of sections at the beginning 
of chapter 119 of title 18, United States Code, is amended by adding 
at the end thereof the following: 


“2521. Injunction against illegal interception.”. 
SEC. 111. EFFECTIVE DATE. 18 USC 2510 


(a) IN GENERAL.—Except as provided in subsection (b) or (c), this sas 
title and the amendments made by this title shall take effect 90 days 
after the date of the enactment of this Act and shall, in the case of 
conduct pursuant to a court order or extension, apply only with 
= to court orders or extensions made after this title takes 
effect. 
(b) SpeciaL RULE For StaTE AUTHORIZATIONS OF INTERCEPTIONS.— 
Any interception pursuant to section 2516(2) of title 18 of the United 
States Code which would be valid and lawful without regard to the 
amendments made by this title shall be valid and lawful notwith- 
standing such amendments if such interception occurs during the 
period beginning on the date such amendments take effect and 
ending on the earlier of— 
(1) the day before the date of the taking effect of State law 
conforming the applicable State statute with chapter 119 of title 
18, United States Code, as so amended; or 18 USC 2510 et 
. (2) the date two years after the date of the enactment of this %¢9- 
ct 


(c) EFFECTIVE DATE FOR CERTAIN APPROVALS BY JUSTICE DEPART- 
MENT OFFICIALS.—Section 104 of this Act shall take effect on the 
date of enactment of this Act. 
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TITLE II—STORED WIRE AND ELECTRONIC COMMUNICA- 
TIONS AND TRANSACTIONAL RECORDS ACCESS 


SEC. 201. TITLE 18 AMENDMENT. 


Title 18, United States Code, is amended by inserting after chap- 
ter 119 the following: 


“CHAPTER 121—STORED WIRE AND ELECTRONIC 
COMMUNICATIONS AND’ -TRANSACTIONAL 
RECORDS ACCESS 


Sec. 
“2701. Unlawful access to stored communications. 
“2702. Disclosure of contents. 
“2703. Requirements for governmental access. 
“2704. Backup preservation. 
“2705. Delayed notice. 
“2706. Cost reimbursement. 
“2707. Civil action. 
“2708. Exclusivity of remedies. 
“2709. Counterintelligence access to telephone toll and transactional records. 
“2710. Definitions. 


18 USC 2701. “§ 2701. Unlawful access to stored communications 


“(a) OFFENSE.—Except as provided in subsection (c) of this section 
whoever— 

“(1) intentionally accesses without authorization a — 

through which an electronic communication service is provided; 


r 
' ao intentionally exceeds an authorization to access that 
acility; 

and thereby obtains, alters, or prevents authorized access to a wire 
or electronic communication while it is in electronic storage in such 
system shall be punished as provided in subsection (b) of this section. 
“(b) PUNISHMENT.—The punishment for an offense under subsec- 

tion (a) of this section is— 

“(1) if the offense is committed for purposes of commercial 
adenine. malicious destruction or damage, or private commer- 
cial gain— 

“(A) a fine of not more than $250,000 or imprisonment for 
not more than one year, or both, in the case of a first 
offense under this subparagraph; and 

“(B) a fine under this title or imprisonment for not more 
than two years, or both, for any subsequent offense under 
this subparagraph; and i 

“(2) a fine of not more than $5,000 or imprisonment for not 
more than six months, or both, in = other case. 

“(c) ExceptTions.—Subsection (a) of this section does not apply 
with respect to conduct authorized— 

“(1) by the person or entity providing a wire or electronic 
communications service; 

“(2) by a user of that service with respect to a communication 
of or intended for that user; or 

“(3) in section 2703, 2704 or 2518 of this title. 


18 USC 2702. “§ 2702. Disclosure of contents 
“(a) PROHIBITIONS.—Except as provided in subsection (b)— 
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“(1) a person or ee pies an electronic communication 
service to the public s not knowingly divulge to any person 
or entity the contents of a communication while in electronic 
storage by that service; and 

“(2) a person or entity providing remote computing service to 
the public shall not knowingly divulge to any person or entity 
the contents of any communication which is carried or main- 
tained on that service— 

“(A) on behalf of, and received by means of electronic 
transmission from (or created by means of computer 
processing of communications received by means of elec- 
tronic transmission from), a subscriber or customer of such 
service; and 

“(B) solely for the purpose of providing storage or com- 
puter processing services to such subscriber or customer, if 
the provider is not authorized to access the contents of any 
such communications for purposes of providing any services 
other than storage or computer ot 

“(b) Exceptions.—A person or entity may divulge the contents of 

a communication— 

“(1) to an addressee or intended recipient of such communica- 
tion or an agent of such addressee or intended recipient; 

“(2) as otherwise authorized in section 2516, 2511(2Xa), or 2703 
of this title; 18 USC 2516, 

“(3) with the lawful consent of the originator or an addressee 2511; infra. 
or intended recipient of such communication, or the subscriber 
in the case of remote computing service; 

“(4) to a person employed or authorized or whose facilities are 
used to forward such communication to its destination; 

“(5) as may be necessarily incident to the rendition of the 
service or to the protection of the rights or property of the 
provider of that service; or 

“(6) to a law enforcement agency, if such contents— 

Yas were inadvertently obtained by the service provider; 
an 

“(B) appear to pertain to the commission of a crime. 


“§ 2703. Requirements for governmental access State and local 


ts. 
“(a) CONTENTS OF ELECTRONIC COMMUNICATIONS IN EtEcTRONIC {3\Usc 2703 


Srorace.—A governmental entity may require the disclosure by a 
provider of electronic communication service of the contents of an 
electronic communication, that is in electronic storage in an elec- 
tronic communications system for one hundred and —— days or 
less, = —_ to a warrant issued under the Federal Rules of 
Crimin rocedure or equivalent State warrant. A governmental 18 USC app. 
entity may require the disclosure by a provider of electronic commu- 
nications services of the contents of an electronic communication 
that has been in electronic storage in an electronic communications 
system for more than one hundred and eighty days by the means 
available under subsection (b) of this section. 

“(b) CoNTENTS OF ELECTRONIC COMMUNICATIONS IN A REMOTE 
CompPuTING Service.—(1) A governmental entity may require a 
provider of remote computing service to disclose the contents of any 
electronic communication to which this paragraph is made ap- 
plicable by paragraph (2) of this subsection— 

“(A) without required notice to the subscriber or customer, if 
the governmental entity obtains a warrant issued under the 
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Federal Rules of Criminal Procedure or equivalent State war- 
rant; or 

“(B) with prior notice from the governmental entity to the 
subscriber or customer if the governmental entity— 

“(i) uses an administrative subpoena authorized by a 
Federal or State statute or a Federal or State grand jury 
subpoena; or 

“(ii) obtains a court order for such disclosure under 
subsection (d) of this section; 

except that delayed notice may be given pursuant to section 
2705 of this title. 
“(2) Paragraph (1) is applicable with respect to any electronic 
communication that is held or maintained on that service— 

“(A) on behalf of, and received by means of electronic trans- 
mission from (or created by means of computer processing of 
communications received by means of electronic transmission 
from), a subscriber or customer of such remote computing serv- 


ice; and 

“(B) solely for the purpose of providing storage or computer 
processing services to such subscriber or customer, if the pro- 
vider is not authorized to access the contents of any such 
communications for purposes of providing any services other 
than storage or computer oe 

“(c) Recorps CONCERNING ELECTRONIC COMMUNICATION SERVICE 
or Remote CompuTiING SERvice.—(1A) Except as provided in 
subparagraph (B), a provider of electronic communication service or 
remote computing service may disclose a record or other informa- 
tion pertaining to a subscriber to or customer of such service (not 
including the contents of communications covered by subsection (a) 
or (b) of this section) to any person other than a governmental 
entity. 

“(B) A provider of electronic communication service or remote 
computing service shall disclose a record or other information 
pertaining to a subscriber to or customer of such service (not 
including the contents of communications covered by subsection (a) 
or (b) of this section) to a governmental entity only when the 
governmental entity— 

“(j) uses an administrative subpoena authorized by a Federal 
or State statute, or a Federal or State grand jury subpoena; 

“(ii) obtains a warrant issued under the Federal Rules of 
Criminal Procedure or equivalent State warrant; 

“(iii) obtains a court order for such disclosure under subsec- 
tion (d) of this section; or 

“(iv) has the consent of the subscriber or customer to such 
disclosure. 

“(2) A governmental entity receiving records or information under 
this subsection is not required to provide notice to a subscriber or 
customer. 

“(d) REQUIREMENTS FOR Court OrDER.—A court order for disclo- 
sure under subsection (b) or (c) of this section shall issue only if the 
governmental entity shows that there is reason to believe the 
contents of a wire or electronic communication, or the records or 
other information sought, are relevant to a legitimate law enforce- 
ment inquiry. In the case of a State governmental authority, such a 
court order shall not issue if prohibited by the law of such State. A 
court issuing an order pursuant to this section, on a motion made 
promptly by the service provider, may quash or modify such order, if 
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the information or records requested are unusually voluminous in 
nature or compliance with such order otherwise would cause an 
undue burden on such provider. 

“(e) No Cause or Action AGAINST A Provider DISCLOSING 
INFORMATION UNDER THIS CHAPTER.—No cause of action shall lie in 
any court against any provider of wire or electronic communication 
service, its officers, employees, agents, or other specified persons for 
providing information, facilities, or assistance in acco: ce with 
the terms of a court order, warrant, subpoena, or certification under 
this chapter. 


“§ 2704. Backup preservation 18 USC 2704. 


“(a) Backup PRESERVATION.—(1) A governmental entity acting 
under section 2703(b\2) may include in its subpoena or court order a 
requirement that the service provider to whom the request is 
directed create a backup copy of the contents of the electronic 
communications sought in order to preserve those communications. 
Without notifying the subscriber or customer of such subpoena or 
court order, such service provider shall create such backup copy as 
soon as practicable consistent with its regular business ss and 
shall confirm to the governmental entity that such backup copy has 
been made. Such backup copy shall be created within two business 
~~ after receipt by the service provider of the subpoena or court 
order. 

“(2) Notice to the subscriber or customer shall be made by the 
governmental entity within three days after receipt of such con- 
firmation, unless such notice is delayed pursuant to section 2705(a). 

“(3) The service provider shall not destroy such backup copy until 
the later of— 

“(A) the delivery of the information; or 

“(B) the resolution of any proceedings (including appeals of 
any proceeding) concerning the government’s subpoena or court 
order. 

“(4) The service provider shall release such backup copy to the 
requesting governmental entity no sooner than fourteen days after 
the governmental entity’s notice to the subscriber or customer if 
such service provider— 

“(A) has not received notice from the subscriber or customer 
that the subscriber or customer has challenged the govern- 
mental entity’s request; and 

“(B) has not initiated proceedings to challenge the request of 
the governmental entity. 

“(5) A governmental entity may seek to require the creation of a 
backup copy under subsection (aX1) of this section if in its sole 
discretion such entity determines that there is reason to believe that 
notification under section 2703 of this title of the existence of the 
subpoena or court order may result in destruction of or ee 
with evidence. This determination is not subject to challenge by the 
subscriber or customer or service provider. 

“(b) CustoMER CHALLENGES.—(1) Within fourteen days after notice 
by the governmental entity to the subscriber or customer under 
subsection (a)(2) of this section, such subscriber or customer may file 
a motion to quash such subpoena or vacate such court order, with 
copies served upon the governmental entity and with written notice 
of such challenge to the service provider. A motion to vacate a court 
order shall be filedin the court which issued such order. A motion to 
quash a subpoena shall be filed in the appropriate United States 


- = ~" ‘ 
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State and local 
governments. 


district court or State court. Such motion or application shall con- 
tain an affidavit or sworn statement— 

“(A) stating that the applicant is a customer or subscriber to 
the service from which the contents of electronic communica- 
tions maintained for him have been sought; and 

‘“(B) stating the applicant’s reasons for believing that the 
records sought are not relevant to a legitimate law enforcement 
inquiry or that there has not been substantial compliance with 
the provisions of this chapter in some other respect. 

“(2) Service shall be made under this section upon a governmental 
entity by delivering or mailing by registered or certified mail a copy 
of the papers to the person, office, or department specified in the 
notice which the customer has received pursuant to this chapter. 
For the purposes of this section, the term ‘delivery’ has the meaning 
given that term in the Federal Rules of Civil Procedure. 

“(3) If the court finds that the customer has complied with para- 
graphs (1) and (2) of this subsection, the court shall order the 
governmental entity to file a sworn response, which may be filed in 
camera if the governmental entity includes in its response the 
reasons which make in camera review appropriate. If the court is 
unable to determine the motion or application on the basis of the 
parties’ initial allegations and response, the court may conduct such 
additional proceedings as it deems appropriate. All such proceedings 
shall be completed and the motion or application decided as soon as 
practicable after the filing of the governmental entity’s response. 

“(4) If the court finds that the applicant is not the subscriber or 
customer for whom the communications sought by the eo 
mental entity are maintained, or that there is a reason to believe 
that the law enforcement inquiry is legitimate and that the commu- 
nications sought are relevant to that inquiry, it shall deny the 
motion or application and order such process enforced. If the court 
finds that the applicant is the subscriber or customer for whom the 
communications sought by the governmental entity are maintained, 
and that there is not a reason to believe that the communications 
sought are relevant to a legitimate law enforcement inquiry, or that 
there has not been substantial compliance with the provisions of 
this chapter, it shall order the process quashed. 

“(5) A court order denying a motion or application under this 
section shall not be aac a final order and no interlocutory 
appeal may be taken therefrom by the customer. 


“§ 2705. Delayed notice 


“(a) DeLay or Notirication.—(1) A governmental entity acting 
under section 2703(b) of this title may— 
“(A) where a court order is sought, include in the aa 
a request, which the court shall grant, for an order de aving the 
notification required under section 2703(b) of this title for a 
period not to exceed ninety days, if the court determines that 
there is reason to believe that notification of the existence of the 
court order may have an adverse result described in paragraph 
(2) of this subsection; or 
“(B) where an administrative subpoena authorized by a Fed- 
eral or State statute or a Federal or State grand jury subpoena 
is obtained, delay the notification required under section 2703(b) 
of this title for a period not to exceed ninety days upon the 
execution of a written certification of a supervisory official that 
there is reason to believe that notification of the existence of the 
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subpoena may have an adverse result described in paragraph (2) 
of this subsection. 

“(2) An adverse result for the purposes of paragraph (1) of this 
subsection is— 

“(A) endangering the life or physical safety of an individual; 

“(B) flight from prosecution; 

“(C) destruction of or tampering with evidence; 

“(D) intimidation of potential witnesses; or 

“(E) otherwise seriously jeopardizing an investigation or 
unduly delaying a trial. 

“(3) The governmental entity shall maintain a true copy of certifi- 
cation under paragraph (1\B). 

“(4) Extensions of the delay of notification provided in section 
2703 of up to ninety days each may be granted by the court upon 
application, or by certification by a governmental entity, but only in 
accordance with subsection (b) of this section. 

“(5) Upon expiration of the period of delay of notification under 
paragraph (1) or (4) of this subsection, the governmental entity shall 
serve upon, or deliver by registered or first-class mail to, the cus- 
tomer or subscriber a copy of the process or request together with 
notice that— 

“(A) states with reasonable specificity the nature of the law 
enforcement inquiry; and 
“(B) informs such customer or subscriber— 

“(i) that information maintained for such customer or 
subscriber by the service provider named in such process or 
request was supplied to or requested by that governmental 
authority and the date on which the supplying or request 
took place; 

“(ii) that notification of such customer or subscriber was 
delayed; 

“(ii) what governmental entity or court made the certifi- 
cation or determination pursuant to which that delay was 
made; and 

“(iv) which provision of this chapter allowed such delay. 

“(6) As used in this subsection, the term ‘supervisory official’ 
means the investigative agent in charge or assistant investiga- 
tive agent in charge or an equivalent of an investigating agen- 
cy’s headquarters or regional office, or the chief prosecuting 
attorney or the first assistant prosecuting attorney or an 

uivalent of a prosecuting attorney’s headquarters or regional 
office. 

“(b) PrEcLUSION oF Notice To SusBsect OF GOVERNMENTAL 
Access.—A governmental entity acting under section 2703, when it 
is not required to notify the subscriber or customer under section 
2703(bX1), or to the extent that it may delay such notice pursuant to 
subsection (a) of this section, may apply to a court for an order 
commanding a provider of electronic communications service or 
remote computing service to whom a warrant, subpoena, or court 
order is directed, for such period as the court deems appropriate, not 
to notify any other person of the existence of the warrant, subpoena, 
or court order. The court shall enter such an order if it determines 
that there is reason to believe that notification of the existence of 
the warrant, subpoena, or court order will result in— 

“(1) endangering the life or physical safety of an individual; 

“(2) flight from prosecution; 

“(3) destruction of or tampering with evidence; 
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(4) intimidation of potential witnesses; or 


“(5) otherwise seriously jeopardizing an investigation or 
unduly delaying a trial. 


“§ 2706. Cost reimbursement 


“(a) ee as otherwise provided in subsection (c), a 
governmental entity obtaining the contents of communications, 
records, or other information under section 2702, 2703, or 2704 of 
this title shall pay to the person or entity assembling or providing 
such information a fee for reimbursement for such costs as are 
reasonably n and which have been directly incurred in 
searching for, assembling, reproducing, or otherwise providing such 
information. Such reimbursable costs shall include any costs due to 
necessary disruption of normal operations of any electronic commu- 
nication service or remote computing service in which such informa- 
tion may be stored. 

“(b) AMouNT.—The amount of the fee provided by subsection (a) 
shall be as mutually agreed by the governmental entity and the 
person or entit shire + | the information, or, in the absence of 
agreement, shall be as determined by the court which issued the 
order for production of such information (or the court before which a 
criminal prosecution relating to such information would be brought, 
if no court order was issued for production of the information). 

“(c) The requirement of subsection (a) of this section does not 
apply with respect to records or other information maintained by a 
communications common carrier that relate to telephone toll 
records and telephone listings obtained under section 2703 of this 
title. The court may, however, order a payment as described in 
subsection (a) if the court determines the information required is 
unusually voluminous in nature or otherwise caused an undue 
burden on the provider. 


“§ 2707. Civil action 


“(a) Cause oF Action.—Except as provided in section 2703(e), any 
provider of electronic communication service, subscriber, or cus- 
tomer aggrieved by any violation of this chapter in which the 
conduct constituting the violation is engaged in with a knowing or 
intentional state of mind may, in a civil action, recover from the 
egpees or entity which engaged in that violation such relief as may 

appropriate. 

“ob Reuer.—In a civil action under this section, appropriate 
relief includes— 

“(1) such preliminary and other equitable or declaratory relief 
as may be appropriate; 

“(2) damages under subsection (c); and 

“(3) a reasonable attorney’s fee and other litigation costs 
reasonably incurred. 

“(c) DAMAGES.—The court may assess as damages in a civil action 
under this section the sum of the actual damages suffered by the 
plaintiff and any profits made by the violator as a result of the 
violation, but in no case shall a person entitled to recover receive 
less than the sum of $1,000. 

“(d) Derense.—A good faith reliance on— 

“(1) a court warrant or order, a grand jury subpoena, a 
legislative authorization, or a statutory authorization; 

“(2) a request of an investigative or law enforcement officer 
under section 2518(7) of this title; or 
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“(3) a good faith determination that section 2511(3) of this 
title permitted the conduct complained of; 
is a complete defense to any civil or criminal action brought under 
this chapter or any other law. 

“(e) Limrration.—A civil action under this section may not be 
commenced later than two years after the date upon which the 
claimant first discovered or had a reasonable opportunity to dis- 
cover the violation. 


“§ 2708. Exclusivity of remedies 


“The remedies and sanctions described in this chapter are the 
only judicial remedies and sanctions for nonconstitutional violations 
of this chapter. 


“§ 2709. Counterintelligence access to telephone toll and trans- 18 USC 2709. 
actional records 


“(a) Duty To Provine.—A wire or electronic communication serv- 
ice provider shall comply with a request for subscriber information 
and toll billing reco information, or electronic communication 
transactional records in its custody or possession made by the 
Director of the Federal Bureau of Investigation under subsection (b) 
of this section. 

“(b) RequireD CERTIFICATION.—The Director of the Federal 
Bureau of Investigation (or an individual within the Federal Bureau 
of Investigation designated for this purpose by the Director) may 
request any such information and records if the Director (or the 
Director’s designee) certifies in oe to the wire or electronic 
communication service provider to which the request is made that— 

“(1) the information sought is relevant to an authorized for- 
eign counterintelligence investigation; and 

“(2) there are specific and articulable facts giving reason to 
believe that the person or entity to whom the information 
sought pertains is a foreign power or an agent of a foreign 

wer as defined in section 101 of the Foreign Intelligence 

urveillance Act of 1978 (50 U.S.C. 1801). 

“(c) PROHIBITION OF CERTAIN DiscLosuRE.—No wire or electronic 
communication service provider, or officer, employee, or agent 
thereof, shall disclose to any person that the Federal Bureau of 
Investigation has sought or obtained access to information or 
records under this section. 

“(d) DIssEMINATION BY BurREAU.—The Federal Bureau of Inves- 
tigation may disseminate information and records obtained under 
this section only as provided in guidelines approved by the Attorne 
General for foreign intelligence collection and foreign counterintel- 
ligence investigations conducted by the Federal Bureau of Investiga- 
tion, and, with respect to dissemination to an agency of the United 
States, only if such information is clearly relevant to the authorized 
responsibilities of such agency. 

“(e) REQUIREMENT THAT CERTAIN CONGRESSIONAL BopiEs BE IN- 
FORMED.—On a semiannual basis the Director of the Federal Bureau 
of Investigation shall fully inform the Permanent Select Committee 


18 USC 2708. 
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18 USC 2710. 


18 USC 2701 
note. 


18 USC 3121. 


on Intelligence of the House of Representatives and the Select 
Committee on Intelligence of the Senate concerning all requests 
made under subsection (b) of this section. 


“§ 2710. Definitions for chapter 


“As used in this chapter— 

“(1) the terms defined in section 2510 of this title have, 
we the definitions given such terms in that section; 
an 

“(2) the term ‘remote computing service’ means the provision 
to the public of computer storage or processing services by 
means of an electronic communications system.”’. 

(b) CLERICAL AMENDMENT.—The table of chapters at the beginning 
of part I of title 18, United States Code, is amended by adding at the 
end the following: 


“121. Stored Wire and Electronic Communications and Transactional 
Records Access 


SEC. 202. EFFECTIVE DATE. 


This title and the amendments made by this title shall take effect 
ninety days after the date of the enactment of this Act and shall, in 
the case of conduct pursuant to a court order or extension, apply 


only with respect to court orders or extensions made after this title 
takes effect. 


TITLE III—PEN REGISTERS AND TRAP AND TRACE 
DEVICES 


SEC. 301. TITLE 18 AMENDMENT. 


(a) IN GENERAL.—Title 18 of the United States Code is amended by 
inserting after chapter 205 the following new chapter: 


“CHAPTER 206—PEN REGISTERS AND TRAP AND 
TRACE DEVICES 


“3121. General prohibition on pen register and trap and trace device use; exception. 
“3122. Application for an order for a pen register or a trap and trace device. 
“3123. Issuance of an order for a pen register or a trap or trace device. 


“3124. — in installation and use of a pen register or a trap and trace 
levice 


“3125. Reports concerning pen registers and trap and trace devices. 
“3126. Definitions for chapter. 


“§ 3121. General prohibition on pen register and trap and trace 
device use; exception 


“(a) In GENERAL.—Except as provided in this section, no person 
may install or use a pen register or a trap and trace device without 
first obtaining a court order under section 3123 of this title or under 
the oe Intelligence Surveillance Act of 1978 (50 U.S.C. 1801 et 


seq.). 
“(b) ExcePTION.—The ane of subsection (a) does not apply 


with respect to the use of a pen register or a trap and trace device by 
a provider of electronic or wire communication service— 
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“(1) relating to the operation, maintenance, and testing of a 
wire or electronic communication service or to the protection of 
the rights or property of such provider, or to the protection of 
users of that service from abuse of service or unlawful use of 
service; or 
“(2) to record the fact that a wire or electronic communication 

was initiated or completed in order to protect such provider, 
another provider furnishing service toward the completion of 
the wire communication, or a user of that service, from fraudu- 
lent, unlawful or abusive use of service; or (3) where the consent 
of the user of that service has been obtained. 

“(c) PENALTY.—Whoever eaee violates subsection (a) shall be 
fined under this title or imprisoned not more than one year, or both. 


“§ 3122. Application for an order for a pen register or a trap and 18 USC 3122. 
trace device 


“(a) APPLICATION.—(1) An attorney for the Government may make 
application for an order or an extension of an order under section 
3123 of this title authorizing or approving the installation and use of 
a pen register or a trap and trace device under this chapter, in 
writing under oath or equivalent affirmation, to a court of com- 
petent jurisdiction. 

“(2) Unless prohibited by State law, a State investigative or law State and local 
enforcement officer may make application for an order or an exten- governments. 
sion of an order under section 3123 of this title authorizing or 
approving the installation and use of a pen register or a trap and 
trace device under this chapter, in writing under oath or equivalent 
affirmation, to a court of competent jurisdiction of such State. 

“(b) CONTENTS OF APPLICATION.—An application under subsection 
(a) of this section shall include— 

“(1) the identity of the attorney for the Government or the 
State law enforcement or investigative officer making the ap- 
plication and the identity of the law enforcement agency 
conducting the investigation; and 

“(2) a certification by the applicant that the information 
likely to be obtained is relevant to an ongoing criminal inves- 
tigation being conducted by that agency. 


“§ 3123. — of an order for a pen register or a trap and trace 
evice 


“(a) IN GENERAL.—Upon an application made under section 3122 
of this title, the court shall enter an ex parte order authorizing the 
installation and use of a pen register or a trap and trace device 
within the jurisdiction of the court if the court finds that the 
attorney for the Government or the State law enforcement or 
investigative officer has certified to the court that the information 
likely to be obtained by such installation and use is relevant to an 
ongoing criminal investigation. 

“(b) ConTENTs OF OrpER.—An order issued under this section— 

“(1) shall a : 
“(A) the identity, if known, of the person to whom is 
leased or in whose name is listed the telephone line to 
which the pen register or trap and trace device is to be 
attached; 
“(B) the identity, if known, of the person who is the 
subject of the criminal investigation; 
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“(C) the number and, if known, physical location of the 
telephone line to which the pen register or trap and trace 
device is to be attached and, in the case of a trap and trace 
Ts the geographic limits of the trap and trace order; 
an 

“(D) a statement of the offense to which the information 
likely to be obtained by the pen register or trap and trace 
device relates; and 

“(2) shall direct, upon the request of the applicant, the fur- 
nishing of information, facilities, and technical assistance nec- 
essary to accomplish the installation of the pen register or trap 
and trace device under section 3124 of this title. 

“(c) TimE PERIOD AND ExTENSIONS.—(1) An order issued under this 
section shall authorize the installation and use of a pen register or a 
trap and trace device for a period not to exceed sixty days. 

“(2) Extensions of such an order may be granted, but only upon an 
application for an order under section 3122 of this title and upon the 
judicial finding required by subsection (a) of this section. The period 
of extension shall be for a period not to exceed sixty days. 

“(d) NONDISCLOSURE OF EXISTENCE OF PEN REGISTER OR A TRAP AND 
Trace Device.—An order authorizing or approving the installation 
= use of a pen register or a trap and trace device shall direct 
that— 

tr the order be sealed until otherwise ordered by the court; 
an 

“(2) the person owning or leasing the line to which the pen 
register or a trap and trace device is attached, or who has been 
ordered by the court to provide assistance to the applicant, not 
disclose the existence of the pen register or trap and trace 
device or the existence of the investigation to the listed 
subscriber, or to any other person, unless or until otherwise 
ordered by the court. 


“§ 3124. Assistance in installation and use of a pen register or a 
trap and trace device 


“(a) Pen Recisters.—Upon the request of an attorney for the 
Government or an officer of a law enforcement agency authorized to 
install and use a pen register under this chapter, a provider of wire 
or electronic communication service, landlord, custodian, or other 
person shall furnish such investigative or law enforcement officer 
forthwith all information, facilities, and technical assistance nec- 
essary to accomplish the installation of the pen register unobtru- 
sively and with a minimum of interference with the services that 
the person so ordered by the court accords the party with respect to 
whom the installation and use is to take place, if such assistance is 
a by a court order as provided in section 3123(b\(2) of this 
title. 

“(b) TRAP AND TRACE Device.—Upon the request of an attorney 
for the Government or an officer of a law enforcement agency 
authorized to receive the results of a trap and trace device under 
this chapter, a provider of a wire or electronic communication 
service, landlord, custodian, or other person shall install such device 
forthwith on the appropriate line and shall furnish such investiga- 
tive or law enforcement officer all additional information, facilities 
and technical assistance including installation and operation of the 





PUBLIC LAW 99-508—OCT. 21, 1986 100 STAT. 1871 


device unobtrusively and with a minimum of interference with the 
services that the person so ordered by the court accords the party 
with respect to whom the installation and use is to take place, if 
such installation and assistance is directed by a court order as 

rovided in section 3123(b\2) of this title. Unless otherwise ordered 

y the court, the results of the trap and trace device shall be 
furnished to the officer of a law enforcement agency, designated in 
the court, at reasonable intervals during regular business hours for 
the duration of the order. . 

“(c) COMPENSATION.—A provider of a wire or electronic commu- 
nication service, landlord, custodian, or other person who furnishes 
facilities or technical assistance pursuant to this section shall be 
reasonably compensated for such reasonable expenses incurred in 
providing such facilities and assistance. 

“(d) No Cause or AcTION AGAINST A PrRovIDER DISCLOSING 
INFORMATION UNDER THis CHAPTER.—No cause of action shall lie in 
any court against any provider of a wire or electronic communica- 
tion service, its officers, employees, agents, or other specified per- 
sons for providing information, facilities, or assistance in accordance 
with the terms of a court order under this chapter. 

“(e) DEFENSE.—A good faith reliance on a court order, a legislative 
authorization, or a statutory authorization is a complete defense 
against any civil or criminal action brought under this chapter or 
any other law. 


“§ 3125. Reports concerning pen registers and trap and trace 18 USC 3125. 
devices 


“The Attorney General shall annually report to Congress on the 


number of pen register orders and orders for oe and trace devices 
applied for by law enforcement agencies of the Department of 
ustice. 


“§ 3126. Definitions for chapter 


“As used in this chapter— 

“(1) the terms ‘wire communication’, ‘electronic communica- 
tion’, and ‘electronic communication service’ have the meanings 
set forth for such terms in section 2510 of this title; 

“(2) the term ‘court of competent jurisdiction’ means— 

“(A) a district court of the United States (including a 
magistrate of such a court) or a United States Court of 
Appeals; or 

“(B) a court of general criminal jurisdiction of a State 
authorized by the law of that State to enter orders authoriz- 
ing the use of a pen ister or a trap and trace device; 

“(3) the term ‘pen register’ means a device which records or 
decodes electronic or other impulses which identify the numbers 
dialed or otherwise transmitted on the telephone line to which 
such device is attached, but such term does not include any 
device used by a provider or customer of a wire or electronic 
communication service for billing, or recording as an incident to 
billing, for communications services provided by such provider 
or any device used by a provider or customer of a wire commu- 
nication service for cost accounting or other like purposes in the 
ordinary course of its business; 
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“(4) the term ‘trap and trace device’ means a device which 
captures the incoming electronic or other impulses which iden- 
tify the originating number of an instrument or device from 
which a wire or electronic communication was transmitted; 

“(5) the term ‘attorney for the Government’ has the meaning 
given such term “ the purposes of the Federal Rules of Crimi- 
nal Procedure; and 

“(6) the term ‘State’ means a State, the District of Columbia, 
ae Rico, and any other possession or territory of the United 

tates 
(b) CLERICAL AMENDMENT.—The table of chapters for part II of 
title 18 of the United States Code is amended by inserting after the 
item relating to chapter 205 the following new item: 


“206. Pen Registers and Trap and Trace Devices 
SEC. 302. EFFECTIVE DATE. 


(a) In GENERAL.—Except as provided in subsection (b), this title 
and the amendments made by this title shall take effect ninety days 
after the date of the enactment of this Act and shall, in the case of 
conduct pursuant to a court order or extension, apply only with 
— to court orders or extensions made after this title takes 
effect. 

(b) SpectaL RuLE For STATE AUTHORIZATIONS OF INTERCEPTIONS.— 
Any pen register or trap and trace device order or installation which 
would be valid and lawful without regard to the amendments made 
by this title shall be valid and lawful notwithstanding such amend- 
ments if such order or installation occurs during the period begin- 
ning on the date such amendments take effect and ending on the 
earlier of— 

(1) the day before the date of the taking effect of changes in 
State law required in order to make orders or installations 
under Federal law as amended by this title; or 
i (2) the date two years after the date of the enactment of this 

ct. 


SEC. 303. INTERFERENCE WITH THE OPERATION OF A SATELLITE. 


(a) OrrENsSE.—Chapter 65 of title 18, United States Code, is amend- 
ed by inserting at the end the following: 


“§ 1367. Interference with the operation of a satellite 


“(a) Whoever, without the authority of the satellite operator, 
intentionally or maliciously interferes with the authorized operation 
of a communications or weather satellite or obstructs or hinders any 
satellite transmission shall be fined in accordance with this title or 
imprisoned not more than ten years or both. 

“(b) This section does not prohibit any lawfully authorized inves- 
tigative, protective, or intelligence activity of a law enforcement 
agency or of an intelligence agency of the United States.” 





PUBLIC LAW 99-508—OCT. 21, 1986 100 STAT. 1873 


(b) CONFORMING AMENDMENT.—The table of sections for chapter 
65 of title 18, United States Code, is amended by adding at the end 
the following new item: 


“1367. Interference with the operation of a satellite.”. 
Approved October 21, 1986. 


LEGISLATIVE HISTORY—H.R. 4952 (S. 2575): 


HOUSE REPORTS: No. 99-647 (Comm. on the Judiciary). 
CONGRESSIONAL RECORD, Vol. 132 (1986): 
June 23, considered and passed House. 
Oct. 1, considered and passed Senate, amended. 
Oct. 2, House concurred in Senate amendments. 
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*Public Law 99-509 
99th Congress 
An Act 


_ Oct. 21,1986 = J provide for reconciliation pursuant to section 2 of the concurrent resolution on the 
[H.R. 5300] budget for fiscal year 1987. 


Omnibus Budget Be it enacted by the Senate and House of Representatives of the 
Reconciliation United States of America in Congress assembled, 


Act of 1986. 
SECTION 1. SHORT TITLE AND TABLE OF CONTENTS. 


(a) SHortT TiTLE.—This Act may be cited as the “Omnibus Budget 
Reconciliation Act of 1986”. 
(b) TABLE OF CONTENTS.— 
Title I. Agriculture programs. 
Title II. Banking and housing programs. 
Title III. Energy and environmental programs. 
Title IV. Transportation and related programs. 
Title V. Maritime programs. 
Title VI. Civil service, Postal Service, and governmental affairs generally. 
Title VII. Fiscal procedures. 
Title VIII. Revenues, trade, and related programs. 
Title IX. Income security, medicare, medicaid, and maternal and child health 
programs. 


TITLE I—AGRICULTURAL PROGRAMS 
Subtitle A—Sale of Notes 


SEC. 1001. SALE OF RURAL DEVELOPMENT NOTES. 


7 USC 1929a (a) SALes ReEquireD.—The Secretary of Agriculture, under such 
note. terms as the Secretary may prescribe, shall sell notes and other 
obligations held in the Rural Development Insurance Fund estab- 
lished under section 309A of the Consolidated Farm and Rural 
7 USC 1929a. Development Act in such amounts as to realize net proceeds to the 
Government of not less than— 
(1) $1,000,000,000 from such sales during fiscal year 1987, 
(2) $552,000,000 from such sales during fiscal year 1988, and 
(3) $547,000,000 from such sales during fiscal year 1989. 
(b) NonrEcouRSE SALEs.—The second sentence of section 309A(e) 
of the Consolidated Farm and Rural Development Act (7 U.S.C. 
1929a(e)) is amended by— 
(1) inserting “and other obligations” after “Notes”; and 
(2) striking out the period at the end thereof and inserting in 
lieu thereof the following: “, including sale on a nonrecourse 
basis. The Secretary and any subsequent purchaser of such 
notes or other obligations sold by the Secretary on a 
nonrecourse basis shall be relieved of any responsibilities that 
might have been imposed had the borrower remained indebted 
to the Secretary.”. 
7 USC 1929a (c) Contract Provisions.—Consistent with section 309A(e) of the 
note. Consolidated Farm and Rural Development Act, as amended by 
subsection (b), any sale of notes or other obligations, as described in 


*Note: This is a subsequently eer ee of the hand enrollment which was signed by 
the President on October 21, 1986. - 
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subsection (a), shall not alter the terms specified in the note or other 
obligation, except that, on sale, a note or other obligation shall not 
be subject to the provisions of section 333(c) of the Consolidated 
Farm and Rural Development Act. 

(d) Evicrpiuity TO PurcHase Notes.—Notwithstanding any other 
provision of law, each institution of the Farm Credit System shall be 
eligible to purchase notes and other obligations held in the Rural 
Development Insurance Fund and to service (including the exten- 
sion of additional credit and all other actions necessary to preserve, 
conserve, or protect the institution’s interest in the purchased notes 
or other obligations), collect, and dispose of such notes and other 
obligations, subject only to such terms and conditions as may be 
agreed to by the Secretary of Agriculture and the purchasing 
institution and as may be approved by the Farm Credit 
Administration. 

(e) Loan SErvicinc.—Prior to selling any note or other obligation, 
as described in subsection (a), the Secretary of Agriculture shall 
require persons offering to purchase the note or other obligation to 
demonstrate— 

(1) an ability or resources to provide such servicing, with 
respect to the loans represented by the note or other obligation, 
that the Secretary deems necessary to ensure the continued 
performance on the loan; and 

(2) the ability to generate capital to provide the borrowers of 
the loans such additional credit as may be necessary in proper 
servicing of the loans. 


SEC. 1002. LIMITATION ON SALES FROM THE AGRICULTURAL CREDIT 
INSURANCE FUND. 


During fiscal years 1987 through 1989, no note shall be sold out of 
the Agricultural Credit Insurance Fund, except in connection with 
transactions with the Secretary of the Treasury, without prior 
approval by Congress. 


Subtitle B—Prepayment of Loans 


SEC. 1011. PREPAYMENT OF REA GUARANTEED LOANS. 


(a) AMENDMENT TO RURAL ELECTRIFICATION AcT oF 1936.—The 
Rural Electrification Act of 1936 is amended by inserting after 
section 306 (7 U.S.C. 936) the following new sections: 


“SEC. 306A. PREPAYMENT OF LOANS. 


“(a) Except as provided in subsection (c), a borrower of a loan 
made by the Federal Financing Bank and guaranteed under section 
306 of this Act may prepay such loan (or any loan advance there- 
under) by paying the outstanding principal balance due on the loan 
(or advance), if— 

“(1) the loan is outstanding cn July 2, 1986; 

“(2) private capital, with the existing loan guarantee, is used 
to replace the loan; and 

“(3) the borrower certifies that any savings from such prepay- 
ment will be passed on to its customers or used to improve the 
financial strength of the borrower in cases of financial hardship. 

“(b) No sums in addition to the payment of the outstanding 
principal balance due on the loan may be charged as the result of 


7 USC 1983. 
7 USC 1929a 
note. 


7 USC 1929 note. 


7 USC 1729 note. 


7 USC 936a. 
Banks and 


banking. 
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Effective date. 


Ante, p. 710. 


Securities. 
7 USC 936. 


7 USC 936b. 


Effective date. 


7 USC 936 note. 


Ante, p. 710. 


7 USC 936a note. 


Ante, p. 1875. 


Utilities. 


such prepayment against the borrower, the fund, or the Rural 
Electrification Administration. 

“(c(1) A borrower will not qualify for prepayment under this 
section if, in the opinion of the Secretary of the Treasury, to prepay 
in such borrower’s case would adversely affect the operation of the 
Federal Financing Bank. 

“(2) Paragraph (1) shall be effective in fiscal year 1987 only for any 
loan the prepayment of the principal amount of which will cause the 
cumulative amount of net proceeds from all such prepayments made 
during such year to exceed $2,017,500,000. 

“(d1) The Administrator shall permit, subject to subsection (a), 
prepayments of principal on loans in fiscal year 1987 under this 
section or Public Law 99-349 in such amounts as to realize net 
proceeds from all such prepayments in fiscal year 1987 in an 
amount not less than $2,017,500,000. 

“(2) The Administrator shall establish— 

“(A) eligibility criteria to ensure that any loan prepayment 
activity required to be carried out under this subsection will be 
directed to those cooperative borrowers in greatest need of the 
benefits associated with prepayment, as determined by the 
Administrator; and 

“(B) such other eligibility criteria as the Administrator deter- 
mines are necessary to carry out this subsection. 

“(e) Any guarantee of a loan prepaid under this section shall be 
fully assignable under the provisions of section 306 of this Act and 
transferable. However, the Administrator may require that any 
such guarantee, if transfered or assigned, be transferred or assigned 
to a loan or security that, if sold, will be grouped with 
nonguaranteed loans or securities and sold in a manner to ensure 
that such sale will not unreasonably compete with the marketing of 
obligations of the United States. 


“SEC. 306B. SALE OR PREPAYMENT OF DIRECT OR INSURED LOANS. 


“A direct or insured loan made under this Act shall not be sold or 
prepaid at a value less than the face value of any outstanding 
principal balance on such loan, except when sold to or prepaid by 
the borrower at the lesser of the outstanding principal balance due 
on the loan or the loan’s present value discounted from the face 
value at maturity at the rate set by the Administrator. The excep- 
tion contained in the preceding sentence shall be effective for the 
period ending September 30, 1987.”. 

(b) CONFORMING AMENDMENT.—Chapter I of the Act entitled “An 
Act making urgent supplemental appropriations for the fiscal year 
ending September 30, 1986, and for other purposes” (Public Law 99- 
349), approved July 2, 1986, is amended by striking out the undesig- 
nated paragraph relating to the prepayment of loans by Rural 
Electrification and Telephone Systems. 

(c) REGuULATIONS.—The Secretary of Agriculture shall issue regula- 
tions to implement this section within 60 days after the date of 
enactment of this Act. Such regulations— 

(1) shall facilitate prepayment of loans under section 306A of 
the Rural Electrification Act of 1936, as added by subsection (a); 
and : 

(2) may not require any rural utility that is a borrower of 
loans subject to section 306A to make unreasonable reductions 
in rates to its customers as a condition of such prepayment. 
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Subtitle C—Advance Deficiency Payments 


SEC. 1021. ADVANCE DEFICIENCY PAYMENTS. 7 USC 1445b-2 


Notwithstanding any other provision of law, the Secretary of -_ 

Agriculture, in accordance with the criteria in section 107C of the 

Agricultural Act of 1949, shall make advance deficiency payments 7 USC 1445b-2. 
available for the 1987 crops of wheat, feed grains, upland cotton, and 

rice. The percentage of the projected payment rate used in comput- 

ing such payments shall not be less than (1) 40 percent in the case of 

wheat and feed grains, and (2) 30 percent in the case of rice and 

upland cotton. 


Subtitle D—Farm Credit Institutions Farm Credit Act 
Amendments of 


1986. 
SEC. 1031. SHORT TITLE. 12 USC 2001 


This subtitle may be cited as the “Farm Credit Act Amendments — 
of 1986”. 


SEC. 1032. POLICY. 


Section 1.1 of the Farm Credit Act of 1971 (12 U.S.C. 2001) is 
amended by adding at the end thereof the following new subsection: 
“(c) It is declared to be the policy of Congress that the credit needs 
of farmers, ranchers, and their cooperatives are best served if the 
institutions of the Farm Credit System provide equitable and 
competitive interest rates to eligible borrowers, taking into consider- 
ation the creditworthiness and access to alternative sources of credit 
for borrowers, the cost of funds, including any costs of defeasance 
under section 4.8(b), the operating costs of the institution, including 12 USC 2159. 
the costs of any loan loss amortization under section 5.19(b), the cost Post., p. 1878. 
of servicing loans, the need to retain earnings to protect borrowers’ 
stock, and the volume of net new borrowing. Further, it is declared 
to be the policy of Congress that Farm Credit System institutions 
take action in accordance with the Farm Credit Act Amendments of 
1986 in such manner that borrowers from the institutions derive the 
greatest benefit practicable from that Act: Provided, That in no case 
is any borrower to be charged a rate of interest that is below 
competitive market rates for similar loans made by private lenders 
to borrowers of equivalent creditworthiness and access to alter- 
native credit.”. 


SEC. 1033. TERMINATION OF FARM CREDIT ADMINISTRATION APPROVAL 
OF INTEREST RATES CHARGED BY SYSTEM INSTITUTIONS. 


(a) FEDERAL LAND Banxks.—The first sentence of section 1.7 of the 
Farm Credit Act of 1971 (12 U.S.C. 2015) is amended by striking out 
“. with the approval of the Farm Credit Administration as provided 
in section 4.17 of this Act”. 

(b) FEDERAL INTERMEDIATE CREDIT BANKS.—The second sentence of 
section 2.4 of the Farm Credit Act of 1971 (12 U.S.C. 2075) is 
amended by striking out “with the approval of the Farm Credit 
Administration as provided in section 4.17 of this Act”. 

(c) BANKS FOR COOPERATIVES.—The first sentence of section 3.10(a) 
of the Farm Credit Act of 1971 (12 U.S.C. 2131(a)) is amended by 
striking out “, with the approval of the Farm Credit Administration 
as provided in section 4.17 of this Act”. 
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Contracts. 


12 USC 2211. 


Loans. 
State and local 
goveriments. 


SEC. 1034. CERTAIN TRANSACTIONS WITH RESPECT TO SYSTEM OBLIGA- 
TIONS. 


Section 4.8 of the Farm Credit Act of 1971 (12 U.S.C. 2159) is 
amended by— 

(1) inserting the designation ‘(a)” after the heading; and 
(2) adding at the end thereof the following: 

“(b) Through December 31, 1988, each bank of the System, in 
addition to purchasing obligations as authorized by this Act, may, 
with the prior approval of the Farm Credit Administration and 
subject to such conditions as it may establish, (1) reduce the cost of 
its borrowings by doing one or more of the following: (A) contracting 
with a third party, or an entity that is established as a limited 
purpose System institution under section 4.25 and that is not to be 
included in the combined financial statements of other System 
institutions, with respect to the payment of interest on the bank’s 
obligations and the obligations of other banks incurred before Janu- 
ary 1, 1985, in consideration of the payment of market interest rates 
on such obligations, plus a premium, or (B) for the period July 1, 
1986, through December 31, 1988, capitalizing interest costs on 
obligations incurred before January 1, 1985, in excess of the esti- 
mated interest costs on an equivalent amount of Farm Credit 
System obligations at prevailing market rates on such obligations of 
similar maturities as of the date of the enactment of this subsection, 
or (C) taking other similar action; and (2) amortize, over a period of 
not to exceed 20 years, the capitalization of the premium, capitaliza- 


tion of interest expense, or like costs of any action taken under 
clause (1).’’. 


SEC. 1035. DETERMINATION OF INTEREST RATES. 


Section 4.17 of the Farm Credit Act of 1971 (12 U.S.C. 2205) is 
amended by striking out the first sentence and inserting in lieu 
thereof the following: “Interest rates on loans from institutions of 
the Farm Credit System shall not be subject to any interest rate 
limitation imposed by any State constitution or statute or other 
laws. Such limitation is preempted for purposes of this Act.”’. 


SEC. 1036. TERMINATION OF FARM CREDIT ADMINISTRATION APPROVAL 
OF INTEREST RATES CHARGED ON DIRECT AND DISCOUNTED 
LOANS. 


Section 5.17(aX5A) of the Farm Credit Act of 1971 (12 U.S.C. 
2252(aX(5\A)) is amended by striking out “and on loans made or 
discounted by such institutions”. 


SEC. 1037. ACCOUNTING. 


Section 5.19(b) of the Farm Credit Act of 1971 (12 U.S.C. 2254(b)) is 
amended by striking out the second sentence and inserting in lieu 
thereof the following: “Each such report shall contain financial 
statements prepared in accordance with generally accepted account- 
ing principles, except with respect to any actions taken by any 
banks of the System under section 4.8(b), and contain such addi- 
tional information as the Farm Credit Administration by regulation 
may require. Notwithstanding the provisions of the preceding sen- 
tence and any other provision of this Act, for the period July 1, 1986, 
through December 31, 1988, the institutions of the Farm Credit 
System may, on the prior approval of the Farm Credit Administra- 
tion and subject to such conditions as it may establish, capitalize 
annually their provision for losses that is in excess of one-half of 1 
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percent of loans outstanding and amortize such capitalized amounts 
over a period not to exceed 20 years.”’. 


TITLE II—BANKING AND HOUSING 
PROGRAMS 


SEC. 2001. SALE OF RURAL HOUSING LOANS. 42 USC 1487 


(a) RequireD SALES To Pusiic.—The Secretary of Agriculture a 
shall take such actions as may be necessary to ensure that loans 
made under title V of the Housing Act of 1949 are sold to the public 42 USC 1471. 
in amounts sufficient to provide a net reduction in outlays of not 
_ than $1,715,000,000 in fiscal year 1987 from the proceeds of such 
sales. 

(b) PROCEDURES AND TERMS OF SALES.— 

(1) ESTABLISHMENT OF GUIDELINES.—The Secretary of Agri- 
culture shall establish specific guidelines for the sale of loans 
under subsection (a). The guidelines shall address the proce- 
dures and terms applicable to the sale of the loans, including 
the kind of protections that should be provided to borrowers and 
terms that will ensure that the sale of the loans will be made at 
the lowest practicable cost to the Federal Government. 

(2) ASSISTANCE BY FEDERAL FINANCING BANK.—In selling loans 
to the public under subsection (a), the Secretary of Agriculture 
shall use the Federal Financing Bank as an agent to sell the 
loans, unless the Secretary determines that the sale of loans 
directly by the Secretary will result in a higher rate of return to 
the Federal Government. If the Secretary determines to sell 
loans directly under this paragraph, the Secretary shall notify 
the Federal Financing Bank of such determination and the 
loans involved and, to the extent practicable, shall implement 
any reasonable recommendations that may be made by the 
Federal Financing Bank with respect to the procedures and 
terms applicable to the sale. 

(c) REPorts TO CONGRESS.— 

(1) NoTIFICATION OF INITIAL LOAN SALE.—Not less than 20 days 
before the initial sale of loans under subsection (a), the Sec- 
retary of Agriculture shall submit a report to the Committee on 
Banking, Housing, and Urban Affairs of the Senate and the 
Committee on Banking, Finance and Urban Affairs of the 
House of Representatives containing an estimate of the amount 
of the discount at which loans will be sold at such initial sale 
and an estimate of the discount at which loans will be sold at 
each subsequent sale during fiscal year 1987. 

(2) REPORTS BY SECRETARY.—The Secretary of Agriculture 
shall submit periodic reports to the Committee on Banking, 
Housing, and Urban Affairs of the Senate and the Committee 
on Banking, Finance and Urban Affairs of the House of Rep- 
resentatives setting forth the activities of the Secretary under 
this section. Each report shall include the guidelines established 
under subsection (b)\(1), a description of the loans sold under 
subsection (a), and an analysis of the net reduction in outlays 
provided by the sale of the loans. The Secretary shall submit the 
first report under this paragraph not later than 60 days after 
the date of the enactment of this Act, and shall submit subse- 
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42 USC 1487. 


12 USC 635i-4. 


quent reports each 60 days thereafter through the end of fiscal 
year 1987. 

(3) REPORTS BY COMPTROLLER GENERAL.—The Comptroller Gen- 
eral of the United States shall conduct an audit and evaluation 
of the activities of the Secretary of Agriculture described in 
each report submitted under paragraph (1) or (2), in accordance 
with such regulations as the Comptroller General may pre- 
scribe. The Comptroller General shall have access to such books, 
records, accounts, and other materials of the Secretary as the 
Comptroller General determines necessary to conduct each such 
audit and evaluation. The Comptroller General shall submit to 
the Committee on Banking, Housing, and Urban Affairs of the 
Senate and the Committee on Banking, Finance and Urban 
Affairs of the House of Representatives a report setting forth 
the results of each such audit and evaluation. 

(d) RELATION TO OTHER LAw.—The sale of loans under this section 
shall not be subject to paragraph (2) or (3) of section 517(d) of the 
Housing Act of 1949. 


SEC. 2002. SALE OF EXPORT-IMPORT BANK LOANS. 


The Export-Import Bank Act of 1945 (12 U.S.C. 635 et seq.) is 
amended by adding at the end the following new section: 


“SEC. 16. SALE OF BANK LOANS. 


“(a) REQUIRED SALES To Pusiic.—The Board of Directors shall 
take such actions as may be necessary to ensure that loans made by 
the Bank under this Act are sold to the public in amounts sufficient 
to provide a net reduction in outlays of not less than $1,500,000,000 
in fiscal year 1987 from the proceeds of such sales. 

“(b) PROCEDURES AND TERMS OF SALES.— 

“(1) ESTABLISHMENT OF GUIDELINES.—The Board of Directors 
shall establish specific guidelines for the sale of loans under 
subsection (a). The guidelines shall address the procedures and 
terms applicable to the sale of the loans, including terms that 
will ensure that the sale of the loans will bring the highest 
possible return to the Federal Government. 

“(2) ASSISTANCE BY FEDERAL FINANCING BANK.—In selling 
loans to the public under subsection (a), the Board of Directors 
shall use the Federal Financing Bank as an agent to sell the 
loans, unless the Board of Directors determines that the sale of 
loans directly by the Export-Import Bank will result in a higher 
rate of return to the Federal Government. If the Board of 
Directors determines to sell loans directly under this paragraph, 
the Board shall notify the Federal Financing Bank of such 
determination and the loans involved and, to the extent prac- 
ticable, shall implement any reasonable recommendations that 
may be made by the Federal Financing Bank with respect to the 
procedures and terms applicable to the sale. 

“(c) Reports TO CONGRESS.— 

“(1) NoTIFICATION OF INITIAL LOAN SALE.—Not less than 20 
days before the initial sale of loans under subsection (a), the 
Board of Directors shall submit a report to the Committee on 
Banking, Housing, and Urban Affairs of the Senate and the 
Committee on Banking, Finance and Urban Affairs of the 
House of Representatives containing an estimate of the amount 
of the discount at which loans will be sold at such initial sale 
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and an estimate of the discount at which loans will be sold at 
each subsequent sale during fiscal year 1987. 

“(2) REPORTS BY BANK.—The Board of Directors shall submit 
periodic reports to the Committee on Banking, Housing, and 
Urban Affairs of the Senate and the Committee on Banking, 
Finance and Urban Affairs of the House of Representatives 
setting forth the activities of the Board of Directors under this 
section. Each such report shall include the guidelines estab- 
lished under subsection (b\(1), a description of the loans sold 
under subsection (a), and an analysis of the net reduction in 
outline eee by the sale of such loans. The Board of Direc- 
tors shall submit the first report under this paragraph not later 
than 60 days after the date of the enactment of this Act, and 
shall submit subsequent reports each 60 days thereafter 
through the end of fiscal year 1987. 

“(3) REPORTS BY COMPTROLLER GENERAL.—The Comptroller 
General of the United States shall conduct an audit and evalua- 
tion of the activities of the Board of Directors described in each 
report submitted under paragraph (1) or (2), in accordance with 
such regulations as the Comptroller General may prescribe. The 
Comptroller General shall have access to such books, records, 
accounts, and other materials of the Board of Directors as the 
Comptroller General determines necessary to conduct each such 
audit and evaluation. The Comptroller General shall submit to 
the Committee on Banking, Housing, and Urban Affairs of the 
Senate and the Committee on Banking, Finance and Urban 
Affairs of the House of Representatives a report setting forth 
the results of each such audit and evaluation. 

“(d) Securities Laws Nort ApPLicABLE TO SALES.—The sale of any 
loan under this section shall be deemed to be a sale of exempted 
securities within the meaning of section 3(a\(2) of the Securities Act 
of 1933 (15 U.S.C. 77c(aX(2)) and section 3(a\(12) of the Securities 
Exchange Act of 1934 (15 U.S.C. 78c(a)\(12)). The Bank shall file with 
the Securities and Exchange Commission such annual and other 
reports with regard to such securities as the Commission shall 
determine to be appropriate in view of the special character of the 
Bank and its operations as may be necessary in the public interest 
or for the protection of investors.”’. 


TITLE ITI—ENERGY AND ENVIRONMENTAL 
PROGRAMS 


Subtitle A—Distribution of Petroleum Petroleum 


Overcharge 
Overcharge Funds Distribution and 


Restitution Act 
of 1986. 
SEC. 3001. SHORT TITLE. 15 USC 4501 
This subtitle may be cited as the “Petroleum Overcharge Distribu- noe 
tion and Restitution Act of 1986”. 


SEC. 3002. RESTITUTIONARY AMOUNTS COVERED. 15 USC 4501. 


(a) IN GENERAL—This subtitle (other than section 3005)— 
(1) specifies the procedure for the disbursement of funds 
collected, including interest thereon, by the Secretary or the 
courts pursuant to the Emergency Petroleum Allocation Act of 
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15 nt _ 1973 or the Economic Stabilization Act of 1970 (and the regula- 
= tions issued thereunder) as restitution for actual or alleged 
; violations of such Acts or regulations; and 

(2) subject to subsection (c), applies to— 

(A) any amount of such funds held in escrow by the 
Secretary through accounts administered by the Secretary 
of the Treasury on or after the date of enactment of this 
Act; and 

(B) any amount of such funds determined at any time, 
pursuant to judicial or administrative proceedings (includ- 
ing any settlement agreement or declaratory judgment) 
instituted by the Secretary to enforce such Acts and regula- 
tions, to be amounts paid for such actual or alleged viola- 
tions, including any such amounts held in escrow by any 
court. 

(b) SpEcIAL RuLE.—Amounts described in subsection (a2) and 
held in an escrow account by a court before the date of enactment of 
this Act may continue to be held by such court but shall be 
disbursed, together with any interest thereon, by the Secretary or, 
as appropriate, by the court only in accordance with the provisions 
of this subtitle. 

(c) ExcLusions.—Subsection (a)(2) does not apply to— 

(1) any amount actually disbursed before the date of enact- 
ment of this Act to any person or class of persons pursuant to 

96 Stat. 1919. section 155 of Public Law 97-377 or any final judicial or adminis- 
trative order or judgment (including any settlement agreement 
or declaratory judgment); 

(2) any amount to which any person or class of persons has an 
enforceable right, created or vested, or governed by the terms 
and conditions of the settlement approved on July 7, 1986, in In 
Re: the Department of Energy Stripper Well Exemption Litiga- 
tion, M.D.L. No. 378, in the United States District Court for the 
District of Kansas; and 

(3) any amount designated by judicial or administrative order 
or judgment (including any settlement agreement or declara- 
tory judgment) for disbursement at any time to any specific 
person or class of persons— 

(A) identified in such order or judgment as injured by the 
violation or alleged violation of the Acts described in 
subsection (a)(1) (including the regulations thereunder); or 

(B) identified in such order or judgment issued before the 
date of enactment of this Act for indirect restitution. 

(d) Escrow Accounts.—Subject to subsections (b) and (c), the 
amounts covered by subsection (a) shall be held in appropriate 
escrow accounts administered for the Secretary by the Secretary of 
the Treasury. 

(e) InTEREST.—Consistent with the disbursement requirements of 
this subtitle, the Secretary of the Treasury shall provide that 
amounts described in subsection (a) shall earn interest at the maxi- 
mum rate earned on investments of Federal trust funds by the 
Secretary of the Treasury in short-term and long-term securities 
issued by the Federal Government (including minority bank invest- 
ments). 


15 USC 4502. SEC. 3003. IDENTIFICATION AND DISBURSEMENT OF RESTITUTIONARY 
AMOUNTS. 


(a) IN GENERAL.—(1) Subject to paragraph (2)— 
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(A) all rulings, policies, or other statements (including any 
administrative order or settlement agreement) issued after the 
date of the enactment of this Act by any office, official, or 
employee of the Department of Energy; and 

(B) all orders, including declaratory judgments, issued by any 
court after the date of the enactment of this Act, 

shall be consistent with the provisions of this subtitle. 

(2) Nothing in this section shall affect the settlement approved on 
July 7, 1986, in In Re: the Department of Energy Stripper Well 
Exemption Litigation, M.D.L. No. 378, in the United States District 
Court for the District of Kansas. 

(b) DisBURSEMENT OF RESTITUTIONARY AMOUNTS AS D1rEcT REs- 
TITUTION TO INJURED PerRsons.—(1) The Secretary shall, through the 
Office of Hearings and Appeals of the Department of Energy, con- 
duct proceedings expeditiously in accordance with subpart V regula- 
tions for the purpose of, to the maximum extent senate 

(A) identifying persons or classes of persons injured by any 
actual or alleged violation of the petroleum pricing and alloca- 
tion regulations issued pursuant to the Emergency Petrdleum 
Allocation Act of 1973 or the Economic Stabilization Act of 1970; 

(B) establishing the amount of any injury incurred by such 
persons; and 

(C) making restitution, through the disbursement of amounts 
in the escrow accounts described in subsections (b) and (d) of 
section 3002, to such persons. 

(2) In conducting such proceedings, the Secretary shall take into 
consideration the reports released pursuant to several orders of the 
applicable Federal district court in In Re: the Department of Energy 
Stripper Well Exemption Litigation, M.D.L. No. 378, in the United 
States District Court for the District of Kansas. 

(c) DETERMINATION OF Excess AMOUNT To BE USED FoR INDIRECT 
RESTITUTION.—(1) Within 45 days after the date of the enactment of 
this Act in the case of fiscal year 1987, and within 45 days after the 
beginning of each fiscal year after fiscal year 1987, the Secretary 
shall, using the best information available to the Secretary, deter- 
mine and publish (along with a justification thereof) in the Federal 
Register the amount held in the escrow accounts described in 
subsections (b) and (d) of section 3002 that is in excess of the amount 
that will be needed to make restitution to persons or classes of 
persons in accordance with subsection (b)(1) of this section and to 
meet other commitments of such accounts (including the require- 
ments of section 155 of Public Law 97-377). In making such deter- 
mination, the Secretary shall give primary consideration to assuring 
that at all times sufficient funds (including a reasonable reserve) are 
set aside for making such restitution and meeting such other 
commitments. 

(2) The Secretary shall make public the information referred to in 
the first sentence of paragraph (1). 

(d) DisBURSEMENT OF Excess AMOUNT AS INDIRECT RESTITUTION 
FOR ENERGY CONSERVATION ProGraMs.—(1) After the publication of 
the determination of an excess amount under subsection (c) for a 
fiscal year, the Secretary shall promptly provide for the disburse- 
ment of a portion or all of such excess amount for use in energy 
conservation programs. The amount so disbursed for a fiscal year 
shall be the smaller of— 

(A) $200,000,000 minus the amount of Federal funds appro- 
priated for energy conservation programs for such fiscal year; or 


15 USC 751 note. 
12 USC 1904 
note. 


Federal 


r, 
publication. 


96 Stat. 1919. 
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State and local 
governments. 


15 USC 4503. 


15 USC 4504. 


15 USC 751 note. 


12 USC 1904 
note. 


15 USC 772. 


(B) the amount determined under subsection (c) to be the 
excess amount for such fiscal year. 

(2) After determining the amount to be made available under 
paragraph (1), the Secretary shall apportion such amount among 
each of the energy conservation programs in a manner that will 
provide funding under this subtitle for the fiscal year concerned for 
each of such programs in the same proportionate amount that was 
provided for each of the programs by the Congress for fiscal year 
1986. The Secretary shall then make available each amount appor- 
tioned for use under an energy conservation program in the same 
manner, to the same extent, under the same rulings and regula- 
tions, and for the same uses that Federal appropriated funds are 
made available and used under such program. 

(3) The Secretary shall require that amounts made available 
under this subsection are used to supplement, and not supplant, 
funds otherwise available for energy conservation activities under 
Federal or State law. 


SEC. 3004. DEPOSIT OF REMAINDER OF EXCESS AMOUNT INTO THE 
TREASURY AS INDIRECT RESTITUTION. 


The amount that remains from the excess amount described in 
section 3003(c) after all disbursements have been made for a fiscal 
year under section 3003(d) shall be deposited by the Secretary of the 
Treasury into the general fund of the Treasury. 


SEC. 3005. STATUTE OF LIMITATION. 


(a) IN GENERAL.—(1) Except as provided in subsection (b), the 
commencement of a civil enforcement action shall be barred unless 
such action is commenced before the later of— 

(A) September 30, 1988; or 

(B) six years after the date of the violation upon which the 
action is based. 

(2) For purposes of paragraph (1), the term “commencement of a 
civil enforcement action” means— 

(A) the signing and issuance of a proposed remedial order 
against any person for filing with the Office of Hearings 
and Appeals of the Department of Energy; or 

(B) the filing of a complaint with the appropriate district 
court of the United States. 

(3) For purposes of this section, the term “civil enforcement 
action” means an administrative or judicial civil action by the 
Secretary under the Emergency Petroleum Allocation Act of 1973 or 
the Economic Stabilization Act of 1970 (or the regulations issued 
thereunder) for the enforcement of any violation of such Acts or 
regulations. 

(b) Exceptions.—(1) In computing the periods established in sub- 
paragraphs (A) and (B) of subsection (a\(1), there shall be excluded 
any period— 

(A) during which any person who is or may become the 
subject of a civil enforcement action is outside the United 
States, has absconded or concealed himself, or is not subject to 
legal process; 

(B) during which facts material to the establishment and 
maintenance of a civil enforcement action could not be known; 

(C) occurring before full compliance with any subpoena or 
special report order issued to any person under section 13 of the 
Federal Energy Administration Act of 1974, and such additional 
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period (not to exceed 12 calendar months) after such compliance 
for the Secretary to consider the results thereof and commence 
a civil enforcement action; 

(D) during the pendency of any relevant criminal action 
under the Acts or regulations described in subsection (a)(1) 
during which a civil enforcement action is held in abeyance as a 
result of prosecutorial discretion and with or without a stay, 
and such additional period (not to exceed 12 calendar months) 
after a final judicial order or dismissal of such criminal action 
to commence a civil enforcement action; 

(E) before the issuance of an order that constitutes final 
agency action on a request for adjustment from any rule, regu- 
lation, or order under section 504 of the Department of Energy 
Organization Act, and such additional period (not to exceed 12 42 USC 7194. 
calendar months) to commence a civil enforcement action; or 

(F) of extension, to which the Secretary and the defendant 
have consented in writing, before the expiration of the time 
periods prescribed in subsection (a\(1). 

(2) The provisions of subsection (a) shall not affect or apply to any 
civil enforcement action commenced before, on, or after the date of 
enactment of this Act and remanded by the Office of Hearings and 
Appeals, the Federal Energy Regulatory Commission, or the court 
for further action of any kind. 

(3) The provisions of subsection (a) shall not apply to any agency 
orders issued under the Acts or regulations described in subsection 
(a1) or to regulations issued under this Act, other than a proposed 
remedial order subject to this section. 

Re EXPRESSION OF INTENT.—(1) It is the intent of the Congress 
that— 

(A) the Secretary and the Administrator of the Economic 
Regulatory Administration shall, to the greatest extent possible 
and within the time frames specified on September 12, 1986, by 
such Administrator to the Committee on Energy and Commerce 
of the House of Representatives, commence civil enforcement 
actions with respect to all cases known by such Administrator 
as of the date of the enactment of this Act and designated by 
such Administrator as “prelitigation cases’, unless such an 
action is found not to be warranted; 

(B) the Secretary and such Administrator not delay civil 
enforcement actions so as to cause the limitation in subsection 
(a\(1) to apply to any such case; 

(C) any negotiations for the purpose of settlement of alleged 
violations not delay the commencement of a civil enforcement 
action; and 

(D) the Department of Justice cooperate in ensuring that 
activities necessary, including the enforcement of subpoenas, to 
commence civil enforcement actions are carried out in a timely 
manner. 

(2) Any failure to comply with the time frames described in 
paragraph (1A) shall not be considered for any purpose in any 
administrative or judicial proceeding subsequently commenced. 

(d) Enp oF INVESTIGATIONS AND AupitTs.—Notwithstanding any 
other provision of law, the Secretary shall not initiate, after Janu- 
ary 1, 1987, any audit or investigation of alleged civil violations of 
the Acts or regulations described in subsection (a1) for the purpose 
of commencement of any civil enforcement action. Nothing in this 
subsection shall affect or apply to any audit or investigation con- 
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42 USC 7193, 
7194. 


15 USC 4505. 


ducted with respect to any civil enforcement action commenced 
(within the limitation established by subsection (a)(1)) before, on, or 
after the date of the enactment of this Act. Nothing in this subsec- 
tion shall limit the authority of the Secretary to continue any audit 
or investigation initiated before January 1, 1987. 

(e) LIMITATION ON REviEW.—Any review of a final agency action 
determined under section 503 or 504 of the Department of Energy 
Organization Act may not be initiated in any court by any person 
subject to such action after— 

(1) 60 days after the effective date of that action; or 

(2) 90 days after the date of the enactment of this Act, 

whichever occurs later. 

(f) OveRsIGHT.—(1) In order to ensure the expeditious, effective, 
and efficient resolution of all civil enforcement actions (whether or 
not in administrative or judicial litigation) and all cases pending at 
the Office of Hearings and Appeals under subpart V regulations, the 
Secretary shall— 

(A) maintain a personnel level for the compliance program of 
the Economic Regulatory Administration of 170 full-time 
equivalents for fiscal year 1987, subject to normal attrition and 
subject to the provisions of any appropriation Act enacted for 
such fiscal year concerning such program; and 

(B) maintain for the remainder of the program an adequate 
mix of lawyers, auditors, technical, clerical, and administrative 
personnel. 

(2) By July 1, 1987, and by July 1 of each year thereafter, the 
Administrator of the Economic Regulatory Administration shall 
provide to the Committee on Energy and Commerce of the House of 
Representatives and to the Committee on Energy and Natural 
Resources of the Senate the full-time equivalent level necessary for 
such compliance program for the next fiscal year and the basis for 
that level. 

(3) The Secretary shall, in any fiscal year, provide a notice of at 
least 30 days to such Committees before initiating any reduction of 
force at the Economic Regulatory Administration. Such notice shall 
provide at least— 

(A) the reasons for such reduction; 

(B) the impact on the mix of personnel and on all cases, 
whether or not in litigation, including the subpart V regulation 
proceedings; and 

(C) the expected costs and savings for the applicable fiscal 


year. 

(4) The Administrator of the Economic Regulatory Administration 
shall keep such Committees fully and currently informed about the 
status (including delays, settlement negotiations, and other perti- 
nent matters) of all enforcement cases (whether or not in litigation) 
and subpart V regulation proceedings. 


SEC. 3006. REPORTS. 


(a) REPORT ON RECEIPTS AND DISBURSEMENTS.—The Secretary shall 
transmit, not later than 60 days after the date of the enactment of 
this Act, a report to the committees referred to in subsection (d) 
containing a clear and complete statement of all receipts, disburse- 
ments, and commitments of restitutionary amounts, as of such date 
of enactment, by the Secretary pursuant to— 

(1) any judicial or administrative proceeding (including any 
settlement agreement or declaratory judgment) instituted at 
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any time by the Secretary to enforce the crude oil and petro- 
leum product pricing and allocation regulations issued under 
the Emergency Petroleum Allocation Act of 1973 or the Eco- 15 USC 751 note. 
nomic Stabilization Act of 1970; or 12 USC 1904 
(2) section 155 of Public Law 97-377. att tone 
(b) ReporT ON COLLECTION OF CERTAIN DEFICIENCY FuNDS.—The State and local 
Secretary shall transmit a report each fiscal year, beginning in governments. 
fiscal year 1987, to such committees on the status of collections by 
the Secretary of deficiency funds to be deposited into the M.D.L. No. 
378 escrow account established by the United States District Court 
for the District of Kansas until all such deficiency funds have been 
paid. The Secretary shall, in a manner substantially similar to that 
required by section 155 of Public Law 97-377 with respect to 
amounts disbursed under such section, monitor the disposition by 
the States of any funds disbursed to the States by the court pursuant 
to the opinion and order of such District Court, dated July 7, 1986, 
with respect to In Re: the Department of Energy Stripper Well 
Exemption Litigation, M.D.L. No. 378, including the use of such 
funds for administrative costs and attorneys fees. 
(c) REPORT ON AMOUNT ESTIMATED TO BE AVAILABLE FOR INDIRECT 
RESTITUTION.—The Secretary shall transmit, on March 1 of each 
year beginning with 1987 and continuing until all the restitutionary 
amounts to which section 3002(a) applies have been collected and 
disbursed as provided in this subtitle, a report to such committees 
containing an estimate of the amount that will be determined under 
section 3003(c) to be the excess amount for purposes of section 
3003(d)(1\B) for the fiscal year beginning the next October 1. 
(d) Receipt By CoMMITTEES.—The reports required by this subtitle 
shall be transmitted to the Committee on Energy and Commerce of 
the House of Representatives and the Committee on Energy and 
Natural Resources of the Senate. 


SEC. 3007. TERMINATION. 15 USC 4506. 


(a) In GENERAL.—(1) Except as provided in subsection (b), the 
provisions of this subtitle (other than section 3005) shall terminate 
90 days after the Secretary— 

(A) determines that all of the restitutionary amounts to which 
section 3002(a) applies have been collected and disbursed as 
provided in this subtitle; and 

(B) submits to Congress the final report required by section 
3006. 

(2) Such final report shall include the determination (and the Reporte 
justification thereof) described in paragraph (1A). Such report shall Federal 
also be published in the Federal Register in 

(b) Exception.—The requirements of section 3003(d) shall con- ; 
tinue to be applicable to the use of restitutionary amounts received 
under this subtitle as long as such funds remain available. 


SEC. 3008. DEFINITIONS. 15 USC 4507. 


For purposes of this subtitle: 
(1) The term “Secretary” means the Secretary of Energy. 
(2) The term “subpart V regulations” means the provisions of 
Subpart V—Special Procedures for Distribution of Refunds (10 
CFR 205.280-205.288) and any amendment made after the date 
of the enactment of this Act, and all precedents and decisions 
under such regulations, but only to the extent that such provi- 
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sions, precedents, decisions, and amendments are consistent 
with the provisions of this subtitle. 

(3) The term “energy conservation programs” means— 

(A) the program under part A of the Energy Conservation 
and Existing Buildings Act of 1976 (42 U.S.C. 6861 and 
following); 

(B) the programs under part D of title III of the Energy 
Policy and Conservation Act (relating to primary and 
supplemental State energy conservation programs; 42 
U.S.C. 6321 and following); 

(C) the program under part G of title III of the Energy 
Policy and Conservation Act (relating to energy conserva- 
= for schools and hospitals; 42 U.S.C. 6371 and following); 
an 

(D) the program under the National Energy Extension 
Service Act (42 U.S.C. 7001 and following). 

(4) The term “person” includes refiners, retailers, resellers, 
farmer cooperatives, transportation entities, public and private 
utilities, school districts, Federal, State, and local governmental 
entities, farmers, and other individuals and their successors. 

(5) The term “State” means each of the several States, the 
District of Columbia, the commonwealth of Puerto Rico, and 
any territory or possession of the United States. 


Subtitle B—Information and Study 
Requirements 


SEC. 3101. MANUFACTURERS ENERGY CONSUMPTION SURVEY. 


(a) IN GENERAL.—Section 205 of the Department of Energy 
Organization Act (42 U.S.C. 7135) is amended by adding at the end 
the following new subsection: 
Classified “(i(1) The Administrator shall conduct and publish the results of 
information. a survey of energy consumption in the manufacturing industries in 
the United States on at least a triennial basis and in a manner 
designed to protect the confidentiality of individual responses. In 
conducting the survey, the Administrator shall collect information, 
including— 
“(A) quantity of fuels consumed; 
“(B) energy expenditures; 
“(C) fuel switching capabilities; and 
“(D) use of nonpurchased sources of energy, such as cogenera- 
tion and waste by-products. 
“(2) This subsection does not affect the authority of the Adminis- 
trator to collect data under section 52 of the Federal Energy 
Administration Act of 1974 (15 U.S.C. 790a).”. 
(b) RepeaLt.—Part E of title III of the Energy Policy and Conserva- 
tion Act (42 U.S.C. 6341-6346) is hereby repealed. 


SEC. 3102. CRUDE OIL PRODUCTION AND REFINING CAPACITY IN THE 
UNITED STATES. 


(a) In GENERAL.—(1) The Secretary of Energy, acting with the 
Energy Information Administration, shall conduct a study of domes- 
tic crude oil production and petroleum refining capacity and the 
effects of imports thereon in order to assist the Congress and the 
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President in determining whether such production and capacity are 
adequate to protect the national security. 

(2) The study provided for by this section shall be carried out 
within available appropriations. 

(b) Pustic ComMENT.—The Secretary shall provide notice and 
reasonable opportunity for public comment with respect to conduct- 
ing the study carried out under this section. 

(c) REPporTING Date.—The Secretary shall, within 120 days of the 
date of the enactment of this Act, transmit to the Congress and the 
President a copy of the findings and conclusions of the study carried 
out under this section. Such findings and conclusions shall be 
referred to the Committee on Energy and Natural Resources of the 
Senate and appropriate authorization committees of the House of 
Representatives. 

(d) ACTION BY THE PRESIDENT.—The President shall, within 45 President of U.S. 
days after the date on which such report is transmitted to him, Defense and 
report his views concerning the levels at which imports of crude oil sana. 
and refined petroleum products become a threat to the national ; 
security and advise the Congress concerning his views of the legisla- 
tive or administrative action, or both, that will be required to 
prevent imports of crude oil and refined petroleum products from 
exceeding those import levels that threaten our national security. 


Subtitle C—Strategic Petroleum Reserve 


SEC. 3201. AUTHORIZATION OF APPROPRIATIONS FOR FISCAL YEARS 
1987, 1988, AND 1989. 


(a) IN GENERAL.—The following amounts are hereby authorized to 
be appropriated in accordance with section 660 of the Department of 
Energy Organization Act for operating expenses for the Strategic 42 USC 7270. 
Petroleum Reserve to carry out part B of title I of the Energy Policy 
and Conservation Act for the acquisition, transportation, and injec- 42 USC 6231. 
tion of petroleum products, as defined for purposes of such part B, 
for the Reserve and for any drawdown and distribution of the 
Reserve: 
(1) For fiscal year 1987, $200,000,000. 
(2) For fiscal year 1988, $291,000,000. 
(3) For fiscal year 1989, $479,000,000. 
(b) Errect ON OTHER AUTHORIZATIONS.—The authorization made 
by subsection (a) is in lieu of any other authorization of appropria- 
tion for fiscal years 1987, 1988, and 1989 for the expenses described 
in such subsection. 


SEC. 3202. FILL RATE OF THE RESERVE; LIMITATION ON UNITED STATES 
SHARE OF THE NAVAL PETROLEUM RESERVE. 


(a) Fit, Rate OF THE RESERVE.—Section 160(cX3) of the Energy 
Policy and Conservation Act (42 U.S.C. 6240(cX3)) is amended— 
(1) by striking out “fiscal year 1986 and continuing through 
fiscal years 1987 and 1988” and inserting in lieu thereof “fiscal 
year 1987 and continuing through fiscal years 1988 and 1989”; 
(2) by striking out ‘527,000,000 barrels” and inserting in lieu 
thereof “750,000,000 barrels”; and 
(3) by striking out “at a level” and all that follows through 
the period and inserting in lieu thereof “at the highest prac- 
ticable fill rate achievable, subject to the availability of appro- 
priated funds.” 
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42 USC 7178. 


(b) LIMITATION ON UNITED States SHARE OF THE NAVAL PETRO- 
LEUM RESERVE.—Section 160(d\1) of such Act (42 U.S.C. 6240(d(1)) is 
amended— 

(1) in subparagraph (A), by striking out “527,000,000 barrels” 
and inserting in lieu thereof “750,000,000 barrels”; 
(2) in subparagraph (B)— 
(A) by striking out “100,000 barrels” and inserting in lieu 
thereof ‘75,000 barrels”; and 
(B) by striking out “; or” and inserting in lieu thereof a 
period; and 
(3) by striking out subparagraph (C). 


SEC. 3203. INFORMATION TO BE CONTAINED IN ANNUAL REPORT ON SPR. 


Section 165(a) of the Energy Policy and Conservation Act (42 
U.S.C. 6245(a)) is amended by striking out paragraph (1) and insert- 
ing in lieu thereof the following: 

“(1) a detailed statement of the status of the Strategic Petro- 
leum Reserve, including— 

“(A) an estimate of the final capacity of the Reserve and 
the scheduled annual fill rate for achieving such capacity; 

“(B) the scheduled quarterly fill rate for the 12-month 
period beginning on the date on which such report is 
transmitted; 

“(C) the type and quality of crude oil to be acquired for 
the Reserve pursuant to the schedule described in subpara- 
graph (A); 

“(D) the schedule of construction of any facilities needed 
to achieve the final capacity of the Reserve, including a 
description of the type and location of such facilities and of 
enhancements and improvements to existing facilities; 

“(E) an estimate of the cost of acquiring crude oil and 
constructing facilities necessary to complete the Reserve; 

“(F) a description of the current distribution plan for 
using the Reserve, including the method of drawdown and 
distribution to be utilized; and 

“(G) an explanation of any changes made in the matters 
described in subparagraphs (A) through (F) since the 
transmittal of the previous report under this subsection;”’. 


Subtitle D—Federal Energy Management 


SEC. 3301. FEDERAL ENERGY MANAGEMENT. 


Section 545(a\(2) of the National Energy Conservation Policy Act 
(42 U.S.C. 8255(a)(2)) is amended by striking out “marginal” and 
inserting in lieu thereof “average’’. 


Subtitle E—Fees and Charges 


SEC. 3401. FEDERAL ENERGY REGULATORY COMMISSION FEES AND 
ANNUAL CHARGES. 


(a) IN GENERAL.—(1) Except as provided in paragraph (2) and 
beginning in fiscal year 1987 and in each fiscal year thereafter, ‘he 
Federal Energy Regulatory Commission shall, using the provisions 
of this subtitle and authority provided by other laws, assess and 
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collect fees and annual charges in any fiscal year in amounts equal 
to all of the costs incurred by the Commission in that fiscal year. 

(2) The provisions of this subtitle shall not affect the authority, 
requirements, exceptions, or limitations in sections 10(e) and 30(e) of 
the Federal Power Act. 16 USC 808, 791. 

(b) Basis For ASSESSMENTS.—The fees or annual charges assessed 
shall be computed on the basis of methods that the Commission 
determines, by rule, to be fair and equitable. 

(c) EstrmaTEs.—The Commission may assess fees and charges 
under this section by making estimates based on data available to 
the Commission at the time of assessment. 

(d) TimE OF PAYMENT.—The Commission shall provide that the 
fees and charges assessed under this section shall be paid by the end 
of the fiscal year for which they were assessed. 

(e) ADJUSTMENTS.—The Commission shall, after the completion of 
a fiscal year, make such adjustments in the assessments for such 
fiscal year as may be necessary to eliminate any overrecovery or 
underrecovery of its total costs, and any overcharging or under- 
charging of any person. 

(f) UsE or Funps.—All moneys received under this section shall be 
credited to the general fund of the Treasury. 

(g) WAIvER.—The Commission may waive all or part of any fee or 
annual charge assessed under this section for good cause shown. 


Subtitle F—Environmental Programs 


SEC. 3501. ABANDONED MINE RECLAMATION RESEARCH AND DEVELOP- 30 USC 1231 
note. 


MENT. 


After the enactment of this Act, the research and demonstration 
authorities of the Department of the Interior under the provisions of 
section 401(c)(6) of the Surface Mining Control and Reclamation Act 
of 1977 (Public Law 95-87) shall be transferred to, and carried out 30 USC 1231. 
by, the Director of the Bureau of Mines. Research and demonstra- 
tion projects under such provision shall be selected by a panel 
appointed by the Director of the Bureau of Mines to be comprised of 
9 persons, including 4 representatives of State abandoned mine 
reclamation programs, 4 representatives of the Bureau of Mines, 
and one representative of the Office of Surface Mining Reclamation 
and Enforcement. 


SEC. 3502. GREAT SWAMP NATIONAL WILDLIFE REFUGE. 


(a) No later than 60 days after the enactment of this section, the 
United States Environmental Protection Agency shall provide the 
House Committee on Merchant Marine and Fisheries and the 
Senate Committees on Environment and Public Works and Energy 
and Natural Resources with an interim status report on the im- 
plementation of agency responsibilities for conducting or approving 
preliminary assessments, site investigations and, if necessary, Re- 
medial Investigation/Feasibility Studies for contaminant problems 
on the Great Swamp National Wildlife Refuge, as set forth in the 
July 9, 1985, Interagency Memorandum of Agreement between the 
United States Environmental Protection Agency, the United States 
Fish and Wildlife Service, and the National Park Service. This 
report shall describe in a systematic and comprehensive way the 
clean-up plan developed to date and the progress made thereunder, 
including the identification of responsible parties where possible, for 
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the Rolling Knoll landfill, the Harding landfill, and all asbestos 
dumpsites identified within the Great Swamp National Wildlife 
Refuge. The report shall also discuss the appointment of appropriate 
field personnel to direct the clean-up effort; an assessment and 
ranking of the contaminant threats to the Refuge based upon 
information available to date; and a detailed work plan and sched- 
ule for completing site investigation work, including the analysis of 
samples collected during site investigations, and initiating Remedial 
Investigation/Feasibility Studies where necessary. 

(b) Not later than 240 days after the enactment of this section, the 
United States Environmental Protection Agency shall provide the 
committees of Congress set forth in subsection (a) of this section 
with an update of its interim status report. This update shall 
address the same factors included in the original interim report and 
shall identify what progress has been made in implementing the site 
investigation, data analysis, and remedial clean-up responsibilities 
set forth in the interim report. 

(c) The development of the interim and updated reports required 
in subsections (a) and (b) of this section shall be carried out with 
unobligated funds available to the United States Environmental 
Protection Agency. 


TITLE IV—TRANSPORTATION AND 
RELATED PROGRAMS 


Subtitle A—Rail Related Issues 


PART 1—GENERAL PROVISIONS 


SEC. 4001. SHORT TITLE; TABLE OF CONTENTS OF SUBTITLE. 


(a) SHort TiTLE.—This subtitle may be cited as the “Conrail 
Privatization Act”’. 
(b) TABLE OF CONTENTS OF SUBTITLE.— 


Part 1—GENERAL PROVISIONS 
. Short title; table of contents of subtitle. 
. Findings. 


. Purposes. 
. Definitions. 


eRe 


Part 2—ConrRAIL 
SUBPART A—SALE OF CONRAIL 


. Preparation for public offering. 
4012. Public offering. 
4013. Fees. 


SUBPART B—OTHER MATTERS RELATING TO THE SALE 


4021. Rail service obligations. 
4022. Ownership limitations. 
4023. Board of Directors. 

4024. Provisions for employees. 
4025. Certain enforcement relief. 


SUBPART C—-MISCELLANEOUS TECHNICAL AND CONFORMING AMENDMENTS AND REPEALS 


Sec. 4031. Abolition of United States Railway Associatio: 

Sec. 4032. —" of Regional Rail Ganennietiin “Act of 1973 to Conrail 
r sale 

Sec. 4033. Miscellaneous amendments and repeals. 

Sec. 4034. Exemption from liability. 


RESEE FES 
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Sec. 4035. Charter amendment. 

Sec. 4026. Status of Conrail after sale. 
Sec. 4037. Effect on contracts. 

Sec. 4038. Resolution of certain issues. 


Part 3—PROMOTION OF RaiL CoMPETITION 


Sec. 4051. Agriculture contract disclosure. 
Sec. 4052. Boxcar provision. 


SEC. 4002. FINDINGS. 45 USC 1301. 


The Congress finds that— 

(1) the bankruptcy of the Penn Central and other railroads 
in the Northeast and Midwest resulted in a transportation 
emergency which required the intervention of the Federal 
Government; 

(2) the United States Government created the Consolidated 
Rail Corporation, which provides essential rail service to the 
Northeast and Midwest; 

(3) the future of rail service in the Northeast and Midwest is 
essential and must be protected through rail service obligations, 
consistent with the transfer of the Corporation to the private 
sector; 

(4) the Northeast Rail Service Act of 1981 has achieved its 45 USC 1101 
purpose in allowing the Corporation to become financially self- _ note. 
sustaining; 

(5) the Federal Government has invested over $7,000,000,000 
in providing rail service to the Northeast and Midwest; 

(6) the Government, as a result of its ownership and invest 
ment of taxpayer dollars in the Cornoration, controls substan 
tial assets, including cash of approximately $1,000,000,000; 

(7) the Corporation’s viability and sound performance allow it 
to be sold to the American public for a substantial sum through 
a public offering; 

(8) a public offering of the Corporation’s stock will preserve 
competitive rail service in the region, provide a reasonable 
return to the Government, and protect employment; 

(9) the Corporation’s employees contributed significantly to 
the turnaround in the Corporation’s financial performance and 
they should share in the Corporation’s success through a settle- 
ment of their claims for reimbursement for wages below indus- 
try standard, and a share in the common equity of the 
Corporation; 

(10) the requirements of section 401(e) of the Regional Rail 
Reorganization Act of 1973 are met by this subtitle; and 45 USC 761. 

(11) the Secretary of Transportation has discharged the 
responsibilities of the Department of Transportation under the 
Northeast Rail Service Act of 1981 with respect to the sale of 
the Corporation as a single entity. 


SEC. 4003. PURPOSES. 45 USC 1302. 


The purposes of this subtitle are to transfer the interest of the 
United States in the common stock of the Corporation to the private 
sector in a manner that provides for the long-term viability of the 
Corporation, provides for the continuation by the Corporation of its 
rail service in the Nortl.east and Midwest, provides for the protec- 
tion of the public interest in a sound rail transportation system, and, 
to the extent not inconsistent with such purposes, secures the 
maximum proceeds to the United States. 
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45 USC 1308. SEC. 4004. DEFINITIONS. 


For the purposes of this subtitle— 

(1) the term “capital expenditures” means amounts expended 
by the Corporation and its subsidiaries for replacement or 
rehabilitation of, or enhancements to, the railroad plant, prop- 
erty, trackage, and equipment of the Corporation and its 
subsidiaries, as determined in accordance with generally 
accepted accounting principles, and in interpreting generally 
accepted accounting principles, no amount spent on normal 
repair, maintenance, and upkeep of such railroad plant, prop- 
erty, trackage, and equipment in the ordinary course of busi- 
ness shall constitute capital expenditures; 

(2) the term “Commission” means the Interstate Commerce 
Commission; 

(3) the term “consolidated funded debt” means the aggregate, 
after eliminating intercompany items, of all funded debt of the 
Corporation and its consolidated subsidiaries, consolidated in 
accordance with generally accepted accounting principles; 

(4) the term “consolidated tangible net worth’ means the 
market value of the common equity of the Corporation as of the 
sale date, plus or minus the change from the sale date to the 
date of measurement in the excess, after making appropriate 
deductions for any minority interest in the net worth of 
subsidiaries, of— 

(A) the assets of the Corporation and its subsidiaries 
(excluding intercompany items) which, in accordance with 
generally accepted accounting principles, are tangible 
assets, after deducting adequate reserves in each case 
where, in accordance with generally accepted accounting 
principles, a reserve is proper, over 

(B) all liabilities of the Corporation and its subsidiaries 
(excluding intercompany items), 

taking into account inventory and securities on the basis of the 
cost or current market value, whichever is lower, and not 
taking into account patents, trademarks, trade names, copy- 
rights, licenses, goodwill, treasury stock, or any write-up in the 
book value of any assets; 

(5) the term “Corporation” means the Consolidated Rail 
Corporation; 

(6) the term “cumulative net income” means, for any period, 
the net income of the Corporation and its consolidated subsidi- 
aries as determined in accordance with generally accepted 
accounting principles, before provision for expenses (net of 
income tax effect) related to— 

(A) amounts paid by the Corporation under section 
4024(e), and comparable payments made to present and 
former employees of the Corporation not covered by such 
section; and 

(B) the aggregate value of any shares and cash distributed 
by the Corporation under section 4024(f); 

(7) the term “debt” means (A) indebtedness, whether or not 
represented by bonds, debentures, notes, or other securities, for 
the repayment of money borrowed, (B) deferred indebtedness for 
the payment of the purchase price of property or assets pur- 
chased, (C) guarantees, endorsements, assumptions, and other 
contingent obligations in respect of, or to purchase or to other- 





PUBLIC LAW 99-509—OCT. 21, 1986 100 STAT. 1895 


wise acquire, indebtedness of others, and (D) indebtedness se- 
cured by any mortgage, pledge, or lien existing on property 
owned, subject to such mortgage, pledge, or lien, whether or not 
indebtedness secured thereby shall have been assumed; 

(8) the term “funded debt” means all debt created, assumed, 
or guaranteed, directly or indirectly, by the Corporation and its 
subsidiaries which matures by its terms, or is renewable at the 
option of the Corporation or any such subsidiary to a date, more 
than 1 year after the date of the original creation, assumption, 
or guarantee of such debt by the Corporation or such subsidiary; 

(9) the term “liabilities” means all items of indebtedness or 
liability which, in accordance with generally accepted account- 
ing principles, would be included in determining total liabilities 
as shown on the liabilities side of a balance sheet as at the date 
as of which liabilities are to be determined; 

(10) the term “person” means an individual, corporation, 
partnership, association, trust, or other entity or organization, 
including a government or political subdivision thereof or a 
governmental body; 

(11) the term “preferred stock” means any class or series of 
preferred stock, and any class or series of common stock having 
liquidation and dividend rights and preferences superior to the 
common stock of the Corporation offered for sale under section 
4012; 

(12) the term “public offering’ means an underwritten offer- 
ing to the public of such common stock of the Corporation as the 
oe of Transportation determines to sell under section 
4012; 

(13) the term “sale date” means the date on which the initial 
public offering is closed; 

(14) the term “subsidiary” means any corporation more than 
50 percent of whose outstanding voting securities are directly or 
indirectly owned by the Corporation; and 

(15) the term “United States share” means a share of common 
stock of the Corporation held by the United States Government 
on the date of the enactment of this Act or as a result of any 
split required pursuant to section 4012(d). 


PART 2—CONRAIL 
Subpart A—Sale of Conrail 


SEC. 4011. PREPARATION FOR PUBLIC OFFERING. Securities. 


(a) Pustic OFFERING MANAGERS.—(1) Not later than 30 days after baking” 
the date of the enactment of this Act, the Secretary of Transpor- 45 USC 1311. 
tation, in consultation with the Secretary of the Treasury and the 
Chairman of the Board of Directors of the Corporation, shall retain 
the services of investment banking firms to serve jointly and be 
compensated equally as co-lead managers of the public offering 
(hereafter in this subpart referred to as the “co-lead managers’) 
and to establish a syndicate to underwrite the public offering. The 
total number of co-lead managers shall be no fewer than 4 nor 
greater than 6. The Secretary shall designate one co-lead manager 
to coordinate and administer the public offering. 

(2) In selecting the investment banking firms to serve as co-lead 
managers of the public offering under paragraph (1), consideration 
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shall be given to the firm’s institutional and retail distribution 
capabilities, financial strength, knowledge of the railroad industry, 
experience in large scale public offerings, research capability, and 
reputation. In addition, recognition shall also be given to contribu- 
tions made by particular investment banking firms before the date 
of the enactment of this Act in demonstrating and promoting the 
long-term financial viability of the Corporation. 

(b) PAYMENT TO THE UNITED States.—(1) Not later than 30 days 
after the date of the enactment of this Act, the Corporation shall 
transfer to the Secretary of the Treasury $200,000,000. 

(2) On or before February 1, 1987, or 30 days before the sale date, 
whichever occurs first, the Secretary of Transportation shall deter- 
mine whether to require the Corporation to transfer to the Sec- 
retary of the Treasury, in addition to amounts transferred under 
paragraph (1), not to exceed $100,000,000, taking into account the 
viability of the Corporation. The Corporation shall transfer such 
funds as are required to be transferred under this paragraph. 

(c) REGISTRATION STATEMENT.—The Corporation shall prepare and 
cause to be filed with the Securities and Exchange Commission a 
registration statement with respect to the securities to be offered 
and sold in accordance with the securities laws and the rules and 
regulations thereunder in connection with the initial and any subse- 
quent public offering. 

(d) Limit on AutHority To PurcHase Stockx.—Section 216(b) of 
the Regional Rail Reorganization Act of 1973 (45 U.S.C. 726(b)) is 
amended by adding at the end thereof the following new paragraph: 

“(5) The authority of the Association to purchase debentures or 
series A preferred stock of the Corporation shall terminate upon the 
date of the enactment of the Conrail Privatization Act.”’. 


SEC. 4012. PUBLIC OFFERING. 


(a) StRUCTURE OF PuBLIC OFFERING.—(1) After the registration 
statement referred to in section 4011(c) is declared effective by the 
Securities and Exchange Commission, the Secretary of Transpor- 
tation, in consultation with the Secretary of the Treasury, the 
Chairman of the Board of Directors of the Corporation, and the co- 
lead managers, shall offer the United States shares for sale in a 
public offering, except as provided in paragraphs (2) and (3). 

(2) The Secretary of Transportation, after such consultation, may 
elect to offer less than all of the United States shares for sale at the 
time of the initial sale. 

(3) Under no circumstances shall the Secretary of Transportation 
offer any of the United States shares for sale unless, before the sale 
date, the Secretary determines, after such consultation, that the 
estimated sum of the gross proceeds from the sale of all the United 
States shares will be an adequate amount. A determination by the 
Secretary under this paragraph shall not be reviewable. 

(4) In making a determination under paragraph (3), the Secretary 
shall have the goal of obtaining at least $2,000,000,000 in aggregate 
gross proceeds for the United States from the public offering and 
any payments made under section 4011(b). 

(b) SUBSEQUENT SALEs.—If the Secretary of Transportation elects 
to offer for sale less than all the United States shares, the Secretary 
shall sell the remaining United States shares in subsequent public 
offerings. 
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(c) CONSENT OF THE CORPORATION Not Requirep.—Any public 
offering under this section may be made without the consent of the 
Corporation. 

(d) AutHority To Require Stock Spuits.—(1) The Secretary of 
Transportation, in consultation with the co-lead managers and the 
Chairman of the Board of Directors of the Corporation, may, in 
connection with the initial public offering described in subsection 
(a), before the filing of the registration statement referred to in 
section 4011(c), require the Corporation to declare a stock split or 
reverse stock split. 

(2) The Corporation shall take such action as may be necessary to 
comply with the Secretary’s requirements under this subsection. 

(e) CANCELLATION OF OTHER SeEcurRITIES HELD BY THE UNITED 
StatTes.—(1) In consideration for amounts transferred to the United 
States under section 4011(b), the Secretary of Transportation shall, 
concurrent with the initial public offering described in subsection 
(a), deliver to the Corporation all preferred stock, 7.5 percent deben- 
tures, and contingent interest notes of the Corporation. The Cor- 
poration shall immediately cancel such debentures, preferred stock, 
and contingent interest notes, and any interest of the United States 
in such debentures, preferred stock, and contingent interest notes 
shall be thereby extinguished. 

(2) For purposes of regulation by the Commission and State public 
utility regulation, the actions authorized by this subsection, the 
public offering, and the value of the consideration received therefor 
shall not change the value of the Corporation’s assets net of depre- 
ciation and shall not be used to alter the calculation of the Corpora- 
tion’s stock or asset values, rate base, expenses, costs, returns, 
profits, or revenues, or otherwise affect or be the basis for a change 
in the regulation of any railroad service, rate, or practice provided 
or established by the Corporation, or any change in the financial 
reporting practice of the Corporation. 

(f) Minority INVESTMENT BANKING Firms.—The Secretary of 
Transportation shall ensure that minority owned or controlled 
investment banking firms shall have an opportunity to participate 
to a significant degree in any public offering under this part. 

(g) INVESTMENT BANKING FIRM REQUIREMENTS.—(1) The level of 
any investment banking firm’s participation in the public offering 
shall be consistent with that firm’s financial capabilities. 

(2) No investment banking firm which was not in existence on 
September 1, 1986, shall participate in the public offering. 

(h) GENERAL AccouNTING OFrFicE AuTHORITY To ConpDucT 
Aupits.—The General Accounting Office may make such audits as 
may be deemed appropriate by the Comptroller General of the 
United States of all accounts, books, records, memoranda, cor- 
respondence, and other documents and transactions of the Corpora- 
tion and the co-lead managers associated with the public offering. 
The co-lead managers shall agree, in writing, to allow the General 
Accounting Office to make such audits. The General Accounting 
Office shall report the results of all such audits to the Congress. 


SEC. 4013. FEES. 45 USC 1313. 


(a) INVESTMENT BANKING Firm FrEEs.—The Secretary of Transpor- 
tation, in consultation with the Secretary of the Treasury, shall 
agree to pay to investment banking firms and other persons partici- 
pating with such firms in the public offering the absolute minimum 
amount in fees necessary to carry out the public offering. 
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(b) Costs OF THE PuBLIC OFFERING.—AIl costs of the public offering 
payable by the Secretary of Transportation shall be paid from the 
proceeds of the public offering. 


Subpart B—Other Matters Relating to the Sale 


45 USC 1321. SEC. 4021. RAIL SERVICE OBLIGATIONS. 


(a) OBLIGATIONS OF THE CORPORATION.—During a period of 5 years 
beginning on the date of the enactment of this Act, the following 
obligations shall apply to the Corporation: 

(1) The Corporation shall spend in each fiscal year the greater 
of (A) an amount equal to the Corporation’s depreciation for 
financial reporting purposes for such year or (B) $500,000,000, in 
capital expenditures. With respect to any fiscal year, the Cor- 
poration’s Board of Directors may reduce the required capital 
expenditures for such year to an amount which the Board 
determines is justified by prudent business and engineering | 
practices, except that the Corporation’s capital expenditures 
shall not be less than $350,000,000 for its first fiscal year 
beginning after the sale date, a total of $700,000,000 for its first 
two fiscal years beginning after the sale date, a total of 
$1,050,000,000 for its first three fiscal years beginning after the 
sale date, a total of $1,400,000,000 for its first four fiscal years 
beginning after the sale date, and a total of $1,750,000,000 for its 
first five fiscal years beginning after the sale date. 

(2XA) Unless the Corporation is in compliance with the 
requirements of subparagraph (B), no common stock dividend 
or preferred stock dividend may be declared or paid by the 
Corporation. 

(Bi) The Corporation shall have been in compliance with the 
requirements of paragraph (1) as of the end of the fiscal year 
immediately preceding the fiscal year in which such dividend 
payment is made. 

(ii) After payment of any common stock dividend, the Cor- 
poration shall have on hand cash or cash equivalents of 
$400,000,000. Such amount may include amounts borrowed by 
the Corporation only to the extent that the consolidated funded 
debt of the Corporation does not exceed 175 percent of the 
consolidated tangible net worth of the Corporation. 

(iii) After payment of any common stock dividend, the cumu- 
lative amount of all common stock dividends paid between the 
sale date and the date of payment of such dividend shall not 
exceed 45 percent of— 

(I) the cumulative net income of the Corporation as re- 
flected in the quarterly financial statements of the Corpora- 
tion, for the period beginning after the end of the last fiscal 
quarter of the Corporation ending before the sale date, and 
ending at the end of the last fiscal quarter of the Corpora- 
tion ending before the date of the declaration of such 
dividend, less 

(II) the cumulative amount of any preferred stock divi- 
dends declared and paid between the sale date and the date 
of payment of such common stock dividend. 

(C) For purposes of this paragraph— 

(i) the term “‘common stock dividend” means— 
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(I) the declaration or payment by the Corporation of 
any dividends in cash, property, or other assets with 
respect to any shares of the common stock of the 
Corporation (other than dividends payable solely in 
shares of the common stock of the Corporation); 

(II) the application of any of the property or assets of 
the Corporation to the purchase, redemption, or other 
acquisition or retirement of any shares of the common 
stock of the Corporation; 

(III) the setting apart of any sum for the purchase, 
redemption, or other acquisition or retirement of any 
shares of the common stock of the Corporation; and 

(IV) the making of any other distribution, by reduc- 
tion of capital or otherwise, with respect to any shares 
of the common stock of the Corporation, 

except that the merger of ConRail Equity Corporation into 
the Corporation shall not constitute a common stock divi- 
dend; and 

(ii) the term “preferred stock dividend” means— 

(I) the declaration or payment by the Corporation of 
any dividends in cash, property, or other assets with 
respect to any shares of the preferred stock of the 
Corporation; 

(ID the application of any of the property or assets of 
the Corporation to the purchase, redemption, or other 
acquisition or retirement of any shares of the preferred 
stock of the Corporation; 

(II) the setting apart of any sum for the purchase, 
redemption, or other acquisition or retirement of any 
shares of the preferred stock of the Corporation; and 

(IV) the making of any other distribution, by reduc- 
tion of capital or otherwise, with respect to any shares 
of the preferred stock of the Corporation. 

(3) The Corporation shall continue its affirmative action pro- 
gram and its minority vendor program, substantially as such 
programs were being conducted by the Corporation as of Feb- 
ruary 8, 1985, subject to any provisions of applicable law. 

(4) The Corporation aokael permit to occur any transaction 
or series of transactions (other than in the ordinary course of 
business of the Corporation and its subsidiaries) whereby all or 
any substantial part of the railroad assets and business of the 
Corporation and its subsidiaries taken as a whole are sold, 
leased, transferred, or otherwise disposed of to any corporation 
or entity other than to a wholly owned subsidiary of the 
Corporation. 

(5) The Corporation shall offer any line for which an abandon- 
ment certificate is issued by the Commission to a purchaser who 
agrees to provide interconnecting rail service. Such offer shall 
last for the 120-day period following the date of issuance of the 
abandonment certificate and the price for such abandoned line 
shall be equal to 75 percent of net liquidation value as deter- 
mined by the Commission, pursuant to regulations that had 
been issued under section 308 of the Regional Rail Reorganiza- 
tion Act of 1973 (45 U.S.C. 748). 

(6) The Corporation and its subsidiaries shall maintain, pre- 
serve, protect, and keep their respective properties in good 
repair, working order, and condition, and shall not permit 
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deferral of normal and prudent maintenance necessary to pro- 
vide and maintain rail service. 

(b) CoMPLIANCE CERTIFICATES.—(1) Within 90 days after the close 
of each of its fiscal years, or at the time its financial statements 
have been audited, whichever occurs later, the Corporation shall 
deliver to the Secretary of Transportation a certificate executed by 
an executive officer of the Corporation. Such certificate shall certify 
that, as of such date, the Corporation is in compliance with all 
requirements (other than the requirement regarding a common 
stock dividend or a preferred stock dividend) set forth in this section. 
Such certificate shall include audited consolidated financial 
statements. 

(2) Within 5 days after the declaration of any common stock 
dividend or preferred stock dividend, the Corporation shall deliver 
to the Secretary of Transportation a certificate executed by an 
executive officer of the Corporation. Such certificate shall certify 
that, after giving effect to any such dividend, the Corporation shall 
be in compliance with any requirement regarding a common stock 
dividend or a preferred stock dividend set forth in this section. Such 
certificate shall include— 

(A) quarterly financial statements; and 

(B) a report of the Corporation’s total capital expenditures, 
for the period with respect to which the dividend has been declared, 
and the fiscal year to date, and shall compare such capital expendi- 
tures to the budgeted capital expenditures and to the capital 


expenditures during the comparable periods of the previous fiscal 
year. 


SEC. 4022. OWNERSHIP LIMITATIONS. 


(a) GENERAL.—(1) During a period of 3 years beginning on the sale 
date, no person, directly or indirectly, may acquire or hold securities 
representing more than 10 percent of the total votes of all outstand- 
ing voting securities of the Corporation. 

(2) This subsection shall not apply— 

(A) to the employee stock ownership plan (or successor plans) 
of the Corporation, 

(B) to the Secretary of Transportation, 

(C) to a railroad as described under subsection (b), 

(D) to underwriting syndicates holding shares for resale, or 

(E) in the case of shares beneficially held for others, to 
commercial banks, broker-dealers, clearing corporations, or 
other nominees. 

(b) Rartroaps.—(1) During a period of 1 year beginning on the sale 
date, no railroad may purchase or hold, directly or indirectly, more 
than 10 percent of any class of stock of the Corporation. During such 
period, no railroad may file an application with the Commission for 
a merger or consolidation with the Corporation or the acquisition of 
control of the Corporation under section 11344 of title 49, United 
States Code. 

(2) During a period of 3 years beginning on the sale date, any 
railroad which purchases or holds any stock of the Corporation shall 
vote such stock in the same proportion as all other common stock of 
the Corporation is voted. After the expiration of 1 year after the sale 
date, the preceding sentence shall not apply to any railroad with 
respect to which the Commission has approved an application for a 
merger or consolidation with the Corporation or the acquisition of 
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control of the Corporation under section 11344 of title 49, United 
States Code. 

(3) As used in this subsection, the term “railroad” means a class I 
railroad as determined by the Commission under the definition in 
effect on the date of the enactment of this Act, and includes any 
entity controlling, controlled by, or under common control with any 
railroad (other than the Corporation or its subsidiaries). 


SEC. 4023. BOARD OF DIRECTORS. 45 USC 1323. 


‘ fee Board of Directors of the Corporation shall be comprised as 
ollows: 

(1) Except as provided in paragraph (3), with respect to the 
period ending June 30, 1987, the board shall remain as it exists 
on the date of the enactment of this Act, with any vacancies 
being filled by directors nominated and elected by the remain- 
der of the members of the board. 

(2A) Except as provided in paragraph (3), with respect to the 
period beginning July 1, 1987, the board shall consist of— 

(i) 3 directors appointed by the Secretary of Transpor- 
tation; 
(ii) the Chief Executive Officer and the Chief Operating 
Officer of the Corporation; and 
(iii) 8 directors appointed from among persons knowledge- 
able in business affairs by the special court trustees named 
under subparagraph (C), in consultation with the Secretary 
of Transportation and the Chairman of the Board of Direc- 
tors of the Corporation, and recognizing the need for and 
importance of— 
(I) continuity in the direction of the Corporation’s 
business and affairs; 
(II) preserving the value of the investment of the 
United States in the Corporation; 
(II) preserving essential rail service provided by the 
Corporation; an 
(IV) providing for the sale of the United States 
shares. 

(B) The Secretary of Transportation and the special court 
trustees may appoint directors under subparagraph (A) from 
among existing directors of the Corporation. 

(Ci) If more than 50 percent of the interest of the United 
States in the Corporation has not been sold before June 1, 1987, 
the special court established under section 209 of the Regional 
Rail Reorganization Act of 1973 (45 U.S.C. 719) shall, on that 
date, name 3 trustees from among persons knowledgeable in 
business affairs to make the appointments required by subpara- 
graph (A\jiii). The Corporation shall compensate the special 
court trustees in an amount to be specified by the special court, 
not to exceed the amount paid by the Corporation to its direc- 
tors for comparable services. 

(ii) No person shall be eligible to be appointed as a special 
court trustee under this subparagraph who, at any time during 
the 30 months immediately preceding such appointment, was an 
officer, employee, or director of the United States Railway 
Association, the Corporation, or the Department of Transpor- 
tation. 

(3XA) After the sale date, one director shall be elected by the 
public shareholders of the Corporation for each increment of 
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12.5 percent of the interest of the United States in the Corpora- 
tion that has been sold through public offering. 

(B) With respect to the period ending June 30, 1987— 

(i) the first director elected under this paragraph shall 
replace the member of the board who became a director 
most recently from among— 

(I) directors appointed by the United States Railway 
Association, or elected under paragraph (1) to replace 
such a director, and 

(II) directors appointed by the Secretary of Transpor- 
tation, or elected under paragraph (1) to replace such a 
director; 

(ii) the second director elected under this paragraph shall 
replace the member of the Board who became a director 
most recently from among directors described in clause (i)(I) 
or (II), whichever group the first director replaced under 
this subparagraph was not a member of; and 

(iii) subsequent directors elected under this paragraph 
shall replace members alternately from the groups de- 
scribed in clause (i)(I) and (ID). 

(C) With respect to the period beginning July 1, 1987, direc- 
tors elected under this paragraph shall replace directors ap- 
pointed by the special court trustees under paragraph (2)(A)(iii), 
in the order designated by the special court trustees in a list to 
be issued at the time of such original appointments. 

(D) With respect to the period beginning on the first date 
more than 50 percent of the interest of the United States in the 
Corporation has been sold through public offering and ending 
when 100 percent of such interest has been sold— 

(i) all remaining members of the board referred to in 
paragraph (2)A)iii), and 

(ii) with respect to the period ending June 30, 1987, all 
remaining members of the board, except 3 members ap- 
pointed by the Secretary of Transportation and the Chief 
Executive Officer and the Chief Operating Officer of the 
Corporation, 

shall be replaced by directors elected by the public shareholders 
of the Corporation. 

(E) After 100 percent of the interest of the United States in 
the Corporation has been sold, any remaining directors ap- 
pointed by the Secretary of Transportation, the United States 
Railway Association, or the special court trustees referred to 
under paragraph (2A)iii), shall be replaced by directors elected 
by the public shareholders of the Corporation. 

(F) Nothing in this paragraph shall be construed to prohibit 
any director referred to in this section from being elected as a 
director by the public shareholders of the Corporation. 

(4A) No director appointed or elected under this section shall 
be a special court trustee or an employee of the United States, 
except as elected by the public shareholders of the Corporation. 

(B) No director appointed or elected under this section shall 
be an employee of the Corporation, except as provided in para- 
graph (2A)ii) or as elected by the public shareholders of the 
Corporation. 
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SEC. 4024. PROVISIONS FOR EMPLOYEES. 


(a) TRANSITIONAL EMPLOYEE PROTECTION.—Section 701(d\2) of the 
Regional Rail Reorganization Act of 1973 (45 U.S.C. 797(d\(2)) is 
amended to read as follows: 

“(2) Notwithstanding any other provision of law— 

“(A) upon exhaustion of appropriated funds available for 
payment of benefits or expenses of administration of the Rail- 
road Retirement Board (hereafter in this section referred to as 
the ‘Board’) under this section, or on the expiration of 60 days 
after the date of enactment of the Conrail Privatization Act, 
whichever first occurs, the United States shall have no further 
liability under this section, but the Corporation shall— 

“(i) as agent for the Board, pay benefits under this sec- 
tion, without reimbursement, in such amounts and to such 
eligible employees as the Board shall designate, subject to 
the limitations prescribed in the benefit schedules issued 
under subsection (a); and 

“(ii) on a periodic basis determined by the Board, advance 
to the Board its necessary expenses of administration, 
including expenses reasonably required for close-out of the 
program of labor protection under this section and for 
technical transition to the program of labor protection 
required by the Conrail Privatization Act, which advances 
shall be made without reimbursement. 

“(B) The Corporation shall promptly honor the Board’s re- 
quests for advances under this paragraph as due and payable 
liquidated debts, subject to later adjustment after audit by the 
Inspector General of the Board. The Board is authorized to 
receive and apply Corporation funds advanced under this para- 
graph for administration of this section and to refund to the 
Corporation any excess administrative funds advanced by the 
Corporation. 

“(C) The Corporation shall be deemed subrogated to the right 
of the Board to recover any benefit paid by the Corporation as 
agent for the Board that was improvidently paid under this 
paragraph, and the Board shall cooperate with the Corporation 
in its effort to recover any such payment; but the Corporation 
shall have no claim against the Board for such payment, and 
the Board shall not be made a real party in interest to any 
lawsuit or to any proceeding with respect to recovery of such 
payment. 

“(D) Benefits provided by the Corporation, as agent for the 
Board, shall, for purposes of this title, be deemed to have been 
made available under section 713 of this title.”’. 45 USC 7971. 

(b) Dispute REsOLUTION.—Section 701 of the Regional Rail Reorga- 
nization Act of 1973 (45 U.S.C. 797) is further amended by adding at 
the end thereof a new subsection as follows: 

“(e) DispuTE RESOLUTION.—Any dispute or controversy regarding 
eligibility for benefits under this section shall be determined under 
such procedures as the Board may by regulation prescribe. Subject 
to administrative reconsideration by the Board under its own proce- 
dures, findings of fact and conclusions of law of the Board in 
determination of any claim for such benefits shall, in the absence of 
fraud or an action exceeding the Board’s jurisdiction, be binding and 
conclusive for all purposes and shall not be subject to review in any 
manner. For purposes of administration of this section, the adminis- 
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trative powers and penalties set forth in sections 9 and 12 of the 
Railroad Unemployment Insurance Act shall apply as if incor- 
porated herein.”. 

(c) REPEAL oF SEcTION 701.—Section 701 of the Regional Rail 
Reorganization Act of 1973 is repealed effective on the sale date. 
Notwithstanding this repeal— 

(1) any dispute or controversy regarding benefits under sec- 
tion 701 shall be determined under the terms of the law in effect 
prior to such repeal; and 

(2) the Railroad Retirement Board shall take such actions as 
may be necessary to complete administration and closeout of 
the section 701 program and the Board is authorized to receive 
and apply Corporation funds for this purpose. 

(d) CONTINUING RESPONSIBILITIES.—(1) On and after the sale date, 
the Corporation shall provide the protection for its employees de- 
scribed in “Part III, Article III, Employee Protection”, of the 
“Definitive Agreement of September 17, 1985, By and Between 
Conrail and the Undersigned Representatives of Conrail’s Agree- 
ment Employees” and Appendix 3 thereto, together with any 
amendments thereto, or under any other terms and conditions as 
shall be agreed between the Corporation and the representatives of 
its employees. 

(2) The Corporation shall pay, as designated by the Railroad 
Retirement Board, any remaining benefits under section 701 of the 
Regional Rail Reorganization Act of 1973 that accrued, but were not 
disbursed, prior to the sale date. 

(3) The Railroad Retirement Board shall transfer to the Corpora- 
tion such information regarding administration of the labor protec- 
tion program under such section 701 as may be reasonably necessary 
for the Corporation to discharge its responsibilities under this 
subsection, including copies of the individual claim records of 
employees of the Corporation. 

(4) The United States shall have no liability for benefits under this 
subsection. 

(e) COMPENSATION FOR WaGEs BELOW INDUSTRY STANDARD.—The 
Corporation shall pay $200,000,000 to present and former employees 
subject to collective bargaining agreements, in accordance with the 
terms and conditions in the Definitive Agreement referred to in 
subsection (d)(1), or as otherwise agreed between the parties. 

(f) ESOP Transactions.—(1) As soon as practicable after the date 
of the enactment of this Act, the employee stock ownership plan of 
the Corporation (hereafter in this subsection referred to as the 
“ESOP”’) shall be amended to provide that— 

(A) the shares of the ConRail Equity Corporation preferred 
stock held by the ESOP shall be surrendered by the ESOP in 
exchange for an equal number of shares of the common stock of 
the Corporation, and such common stock of the Corporation 
shall be allocated by the ESOP to the same persons in the same 
amounts as the shares of ConRail Equity Corporation preferred 
stock had been allocated; and 

(B) the remaining shares of the ConRail Equity Corporation 
preferred stock held by the Corporation shall be cancelled, and 
an equal number of shares of the common stock of the Corpora- 
tion shall be contributed by the Corporation to the ESOP, which 
shares shall be allocated by the ESOP to persons who are or 
were ESOP participants in accordance with the formula set 
forth in section 2 of Article II of Part III of the Definitive 
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Agreement referred to in subsection (dX1), and in accordance 
with a comparable formula for present and former employees of 
the Corporation not covered by such section of the Definitive 
Agreement, except that no contribution by the Corporation to 
the ESOP shall be made which would affect the tax-qualified 
status of the ESOP, or of any of the employee benefit plans 
maintained by the Corporation or any affiliate of the Corpora- 
tion, under the Internal Revenue Code of 1954. 

(2XAXi) As soon as practicable after the expiration of 180 days 
after 100 percent of the United States shares are sold, the ESOP 
shall distribute all of the stock in the accounts of its participants 
and beneficiaries, except as provided in clause (ii). 

(ii) Fractional shares shall not be distributed under clause (i). 
Shares equal to the aggregate amount of fractional shares shall be 
surrendered by the ESOP and redeemed by the Corporation for cash 
at the average closing price for the common stock of the Corporation 
on a national securities exchange for the 10 business days imme- 
diately preceding the date of distribution under clause (i), or, if the 
common stock of the Corporation is not listed on a national securi- 
ties exchange, at the average closing price for such stock for such 10 
business days as appearing in any regularly published reporting or 
quotation service, and the proceeds of such redemption shall be 
distributed by the ESOP to the same participants and beneficiaries 
and in the same amounts as the fractional shares had been 
allocated. 

(B) After completing the distribution under subparagraph (A), the 
ESOP shall terminate. 

(3) The Corporation shall distribute any full shares of its common 
stock which, because of the exception under paragraph (1\(B), could 
not be contributed to the ESOP to those persons to whom the ESOP 
would have allocated such shares pursuant to paragraph (1B) had 
such shares been contributed to the ESOP. The Corporation shall 
pay cash pursuant to the formula set forth in paragraph (2) Aji) in 
lieu of fractional shares. 

(4) For purposes of Rule 144 promulgated under the Securities Act 
of 1933, each share of the common stock of the Corporation distrib- 15 USC 77a. 
uted under this subsection shall be deemed to have been beneficially 
owned by the recipient, as of the date of such distribution, for a 
period of 3 years. 


SEC. 4025. CERTAIN ENFORCEMENT RELIEF. 


Claims. 

(a) ENFORCEMENT ActTions.—The Secretary of Transportation, ASUSC 1808. 
with respect to any provision of section 4021 or 4022, and any person 
who suffers direct and substantial economic injury as a result of an 
alleged violation by the Corporation, with respect to the provisions 
of section 4021(a\(1) and (2), and section 4022, may bring an action to 
require compliance with such provision. 

(b) SpectaL Court.—Any action brought under this part shall be 
brought before the special court established under section 209 of the 
Regional Rail Reorganization Act of 1973 (45 U.S.C. 719). Such 
special court may limit the enforcement of a restriction under 
section 4021, if the effect of such restriction would be to substan- 
tially impair the continued viability of the Corporation. 
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Subpart C—Miscellaneous Technical and Conforming 
Amendments and Repeals 


SEC. 4031. ABOLITION OF UNITED STATES RAILWAY ASSOCIATION. 


(a) ABOLITION AND TERMINATION.—(1) Effective April 1, 1987, the 
United States Railway Association is abolished. 

(2) On January 1, 1987, all powers, duties, rights, and obligations 
of such association relating to the Corporation under the Regional 
Rail Reorganization Act of 1973 (45 U.S.C. 701 et seq.) shall be 
transferred to the Secretary of Transportation. 

(3) The sole function of the United States Railway Association 
after January 1, 1987, shall be the termination of its affairs and the 
liquidation of its assets. 

(b) TRANSFER OF SECURITIES AND RESPONSIBILITIES.—(1) Any securi- 
ties of the Corporation held by the United States Railway Associa- 
tion shall, upon the date of the enactment of this Act, be transferred 
to the Secretary of Transportation. 

(2) If, on the date the United States Railway Association is 
abolished under subsection (a), such association shall not have 
completed the termination of its affairs and the liquidation of its 
assets, the duty of completing such winding up of its affairs and 
liquidation shall be transferred to the Secretary of Transportation, 
who for such purposes shall succeed to all remaining powers, duties, 
rights, and obligations of such association. 

(c) FINANCING AGREEMENT.—(1) On omer J. 1987, the Amended 
and Restated Financing Agreement, dated May 10, 1979, between 
the United States Railway Association and the Corporation, to- 
gether with any and all aaa and obligations of or on behalf of any 
person with respect to such agreement, shall terminate and be of no 
further force or effect, except for those provisions specifying terms 
and conditions for payments made to the United States with respect 
to debentures, preferred stock, and contingent interest notes. 

(2) Effective as of the sale date, those provisions of the Financing 
Agreement referred to in paragraph (1) shall terminate. 


SEC. 4032. APPLICABILITY OF REGIONAL RAIL REORGANIZATION ACT OF 
1973 TO CONRAIL AFTER SALE. 


Section 301 of the Regional Rail Reorganization Act of 1973 (45 
U.S.C. 741) is amended by adding at the end thereof the following 
new subsection: 

“(k) GovERNING Provisions AFTER SALE.—The provisions of this 
Act shall not apply to the Corporation and to activities and other 
actions and responsibilities of the Corporation and its directors and 
employees after the sale date, other than with regard to— 

“(1) section 102; 

(2) section 201(d); 

“(3) section 203, but only with respect to information relating 
- ee before the special court established under section 

5 

“(4) section 209, other than subsection (f) thereof; 

“(5) section 216(f8), but only as such authority applies to 
— related to the ESOP and related trust before the sale 

ate; 

“(6) section 216(f9), but only as such indemnification applies 
. a relating to the P and related trust before the 

e date; 
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“(7) section 216(f(10) with respect to all securities of the Securities. 
Corporation issued or transferred in connection with the public 45 USC 726. 
offering under the Conrail Privatization Act and all securities of 
ConRail Equity Corporation and all interests in the ESOP; 

(8) section 217(c) and (e); Post, p. 1908. 

“(9) subsection (b) of this section, but only with respect to 
matters covered by the last sentence of such subsection; 

“(10) subsection (i) of this section, but only as such authority Securities. 
applies to service as a director of the Corporation before the sale 
of the interest of the United States in the common stock of the 
Corporation; 

“(11) section 302, but only to the extent of (A) the creation and _ State and local 
maintenance of the power and authority of the Corporation to governments. 
operate rail service and to rehabilitate, improve, and modernize * USC 742. 
rail properties, and (B) the creation and maintenance of the 
powers of the Corporation as a railroad in any State in which it 
operates as of the sale date; 

“(12) section 303(bX1) and (2), but only to the extent of 45 USC 743. 
establishing the legal effect of the conveyance of property or- 
dered and of the deeds and other instruments executed, 
acknowledged, delivered, or recorded in connection therewith 
and the quality of title acquired in such property; 

“(13) section 303(b\3)(B) with respect to the effect of an assign- 
ment, conveyance, or assumption as set forth in the last sen- 
tence of such subparagraph (B); 

“(14) section 303(b)\(5); 

(15) section 303(b)\(6), but only with respect to establishing 
and maintaining the rights of the Corporation with respect to, 
limiting its obligations with respect to, and establishing the 
status of, the employee pension and welfare benefit plans trans- 
ferred to the Corporation thereunder and with respect to the 
exclusivity of the jurisdiction of the special court and the 
limitation of jurisdiction of other courts; 

“(16) section 303(e); 

“(17) section 304, but only with respect to the finality of 45 USC 744. 
abandonments completed before the sale date pursuant to the 
authority thereof; 

“(18) section 305, but only as to the effect, and continuing 45 USC 745. 
administration, of supplemental transactions consummated 
before the sale date; 

(19) section 308, but only (A) as to the finality of abandon- 45 USC 748. 
ments completed before the sale date and (B) as to abandon- 
ments of lines where a notice or notices of insufficient revenues 
with respect to such lines have been filed before November 1, 

1985; 

“(20) section 601(aX2), but only with respect to activities 45 USC 791. 
before the sale date; 

(21) section 601(b(2) and (bX3), but only with respect to 
issuance of and transactions in any security of the Corporation 
before the sale date; 

“(22) section 702(e); 45 USC 797a. 

“(23) section 703; 45 USC 797b. 

(24) section 704; 45 USC 797c. 

(25) sections 706(a), 707, and 708(a), but only insofar as they 45 USC 
establish part of the prevailing status quo for the Corporation’s 797e-797¢. 
employees’ rates of pay, rules, and working conditions, such 
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45 USC 79Th. 
45 USC 797i. 
45 USC 797}. 
45 USC 797m. 


45 USC 701 note. 


provisions to continue to apply unless changed pursuant to 
section 6 of the Railway Labor Act (45 U.S.C. 156); 

“(26) section 709; 

“(27) section 710(b)(1); 

“(28) section 711; and 

“(29) section 714, but only with regard to disputes or con- 
troversies specified in such section that arose before the sale 
date.”’. 


SEC. 4033. MISCELLANEOUS AMENDMENTS AND REPEALS. 


(a) REGIONAL Ratt REORGANIZATION Act oF 1973 REPEALS.—The 
following provisions of the Regional Rail Reorganization Act of 1973 
(together with any items relating to such provisions contained in the 
table of contents of such Act) are repealed: 

(1) Title IV (45 U.S.C. 761 through 769c). 

(2) Section 713 (45 U.S.C. 7971). 

(b) REGIONAL Rat REORGANIZATION Act oF 1973 AMENDMENTS.— 
(1) Section 102 of the Regional Rail Reorganization Act of 1973 (45 
U.S.C. 702) is amended by inserting after paragraph (17) a new 
paragraph as follows: 

“(17A) ‘sale date’ means the date on which the initial public 
offering of the securities of the Corporation is closed under the 
Conrail Privatization Act;”. 

(2) Section 217(c) of the Regional Rail Reorganization Act of 1973 
(45 U.S.C. 727(c)) is amended by striking “, until the property” and 
all that follows, and inserting in lieu thereof “applicable to any 
taxable period commencing before January 1, 1987.”. 

(3) Section 217(e) of such Act (45 U.S.C. 727(e)) is amended by 
striking “and shall collect”. 

(c) AMENDMENTS AND REPEALS OF OTHER Ratt Laws.—(1)(A) Sec- 
tion 1152 of the Northeast Rail Service Act of 1981 (45 U.S.C. 1105) is 
amended— 

(i) by inserting “or part 2 of the Conrail Privatization Act” 
after “subtitle” each place it appears; and 

(ii) in the second sentence of subsection (c), by inserting “, as 
the case may be,” after the insertion made by clause (i) of this 
subparagraph. 

(B) Section 1168(a) of the Northeast Rail Service Act of 1981 (45 
U.S.C. 1116(a)) is amended by inserting before the period at the end 
the following: ‘‘and to the implementation of the sale of the interest 
= the United States in Conrail under the Conrail Privatization 

ct”. 

(Ci) The following provisions of the Northeast Rail Service Act of 
1981 are repealed: 

(I) Section 1154 (45 U.S.C. 1107). 

(Il) Section 1161 (45 U.S.C. 1110). 

(IID) Section 1166 (45 U.S.C. 1114). 

(IV) Subsection (c) of section 1167 (45 U.S.C. 1115). 

(ii) The items relating to such sections 1154, 1161, and 1166 in the 
table of contents of such Act are repealed. 

(2) Section 501(8) of the Railroad Revitalization and Regulatory 
Reform Act of 1976 (45 U.S.C. 821(8)) is amended by striking out 
“(A)” and by striking out all that follows “improved asset 
utilization;”. 

(3) Section 505 of the Railroad Revitalization and Regulatory 
Reform Act of 1976 (45 U.S.C. 825) is amended— 
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(A) in subsection (aX1), by striking out all after “railroad” 
through “1981)”; and 
(B) in subsection (bX2XC), ee ee, out all after “costs” the 
second time it appears through ‘ 
(4) Subsection (bX(1) of section 509 7 oe Railroad Revitalization 
and Regulatory Reform Act of 1976 (45 U.S.C. 829) is repealed. 
(5) Section 511(e) of the Railroad Revitalization and Regulatory 
Reform Act of 1976 (45 U.S.C. 831(e)) is amended— 
(A) by striking out “(1)” in the first paragraph; 
(B) by striking all that follows “time” in the first paragraph 
and inserting in lieu thereof a period; and 
(C) by striking out paragraph (2). 
(6) Section 402 of the Rail Safety and Service Improvement Act of 
1982 (45 U.S.C. 825a) is repealed. 
(7) Section 103620 7A) of title 49, United States Code, is 
amended by striking out “by the Consolidated Rail Corporation or” 


SEC. 4034. EXEMPTION FROM LIABILITY. 45 USC 1342. 


(a) IN GENERAL.—No person referred to in section 216(f(8\CyXi), 
(ii), or (iii) of the Regional Rail Reorganization Act of 1973 (45 U.S.C. 
726(f(8C\i), (i), or Gii)) shall be liable, for money damages or 
otherwise, to any party if, with respect to the subject matter of the 
action, suit, or proceeding, such person was fulfilling a duty, in 
connection with any action taken under this part, which such 
person in good faith reasonably believed to be required by law or 
vested in such person. 
(b) Exception.—This section shall not ap ply to claims arising out Claims. 
of the Securities Act of 1933, the Securities Exchange Act of 1934, or Securities. 
the Constitution or laws of any State, territory, or possession of the oe 
United States relating to transactions in securities, which claims are . 


5 USC 77: 
in connection with a public offering under section 4012 of this Act. 15 USC Ba. 


SEC. 4035. CHARTER AMENDMENT. 45 USC 1343. 


Within 60 days after the date of the enactment of this Act, the 
Corporation shall amend its Articles of Incorporation to contain the 
following en which provision shall not be subject to amend- 
ment or re 


“Tt shall be a fundamental purpose “e the Corporation to maintain 
continued rail service in its service area.’ 


SEC. 4036. STATUS OF CONRAIL AFTER SALE. 45 USC 1344. 


The Corporation shall be a rail carrier as defined in section 
10102(19) of title 49, United States Code, notwithstanding this part. 


SEC. 4037. EFFECT ON CONTRACTS. 


Nothing in this part shall affect any obligation of the Corporation 
to carry out its transportation contracts and equipment leases, 
equipment trusts, and conditional sales agreements, in accordance 
with their terms. 


SEC. 4038. RESOLUTION OF CERTAIN ISSUES. 45 USC 1346. 


(a) EmpLovee Issurs.—Section 4024 a and finally— 

(1) extinguishes all employee rights, and any ae of the 
United States, under section 401(e) of the Regional Reorga- 
nization Act of 1973 (45 U.S.C. 761(e)) as in effect immediately 
before the date of the enactment of this Act; 

(2) resolves any and all claims against the Corporation or any 
other person arising under the Definitive Agreement referred to 
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45 USC 156. 


Claims. 


in section 4024(d)\(1) or any other agreement containing similar 
terms and conditions; 

(3) resolves all claims to pay entitlements arising out of the 
pay increase deferrals by present and former employees of the 
Corporation under the Agreement of May 5, 1981, between 
Conrail and Certain Labor Organizations for Labor Contribu- 
tions to Self-Sufficiency for Conrail; 

(4) resolves all issues raised by notices served by representa- 
tives of such employees under section 6 of the Railway Labor 
Act proposing repayment of or compensation for such deferrals; 
and 

(5) resolves all claims against the Railway Labor Executives’ 
Association or the Corporation by any adviser, consultant, or 
other person who has provided services to such association in 
connection with any matter referred to in this part. 

(b) CorPorATION AcTions.—The Corporation shall not be consid- 
ered to be in breach, default, or violation of any agreement to which 
it is a party, notwithstanding any provision of such agreement, 
because of any provision of this part or any action the Corporation is 
required to take under this part. 

(c) Richt To Sue WirHDRAWN.—The United States hereby with- 
draws any stated or implied consent for the United States, or any 
agent or officer of the United States, to be sued by any person for 
any legal, equitable, or other relief with respect to any claim arising 
out of, or resulting from, acts or omissions under this part, except 
actions brought to require the Secretary of Transportation to per- 
form duties or acts required under subpart A. 


PART 3—PROMOTION OF RAIL COMPETITION 


SEC. 4051. AGRICULTURE CONTRACT DISCLOSURE. 


Section 10713(b) of title 49, United States Code, is amended by 
inserting “(1)” after “(b)’; and by adding at the end a new paragraph 
as follows: 

“(2)(A) The essential terms of any contract for the transportation 
of agricultural commodities to be made available to the general 
public in tariff format under this subsection shall include, but shail 
not be limited to (i) the identity of the shipper party to the contract; 
(ii) the specific origins, transit points and other shipper facilities 
subject to the contract, and destinations served under such contract; 
(iii) the duration of the contract, including provisions for optional 
extension; (iv) the actual volume requirements, if any; (v) whether 
any transportation service has begun under a contract before the 
date such contract is filed with or approved by the Commission, and 
(vi) the date on which the contract became applicable to the 
transportation services provided under the contract. The Commis- 
sion shall interpret this subsection to provide for liberal discovery to 
shippers seeking remedies under subsection (d)(2)(B) of this section. 

“(B) Any amendment, supplement, or change to any term or 
provision of any contract described in subparagraph (A), including 
extensions of such contract, changes of origin, transit points, af- 
fected shipper facilities, destination points, or negotiated economic 
terms, shall be deemed to be a separate and new contract for the 
purposes of this subsection. Such amendments, supplements, or 
changes shall be filed separately with the Commission as provided 
in paragraph (1). 
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“(C) Within 60 days after the date of the enactment of the Conrail Regulations. 
Privatization Act, the Commission ‘shall issue regulations which 
require that essential terms of contracts described in subparagraph 
(A) shall be made available to the general public in tariff format as 
provided in this paragraph. 

“(D) The railroad contract rate advisory service established pursu- 
ant to subsection (m) of this section shall assess the impact on 
competition among agricultural shippers of variations between con- 
tract rates for various shipments and the published single car rates, 
and shall submit a report to the Congress not later than 120 days 
after the date of the enactment of the Conrail Privatization Act.”. 


SEC. 4052. BOXCAR PROVISION. 
The authority of the Commission to promulgate that: portion of 
the rule adopted by the Commission in Ex Parte No. 346 (Sub. No. 


19) served September 12, 1986, consisting of small railroad protec- 
tions, is hereby confirmed. 


Subtitle B—Economic Development 
Administration 


SEC. 4101. SALE OF NOTES. 


Notwithstanding ‘any other provision of law, the Secretary of 
Commerce shall, under such terms as the Secretary may provide, 
sell defaulted notes held by the Economic Development Administra- 
tion in such amounts as to realize net proceeds of not less than 
$50,000,000 from such sales during fiscal year 1987. 


TliLE V—MARITIME PROGRAMS 


Subtitle A—Maritime Loan Guarantees 


SEC. 5001. LOAN GUARANTEES. 


(a) Section 362(b) of title 11, United States Code, is amended— 

(1) by striking the period in paragraph (11) and inserting in 
lieu thereof a semicolon; an 

(2) by adding at the end thereof the following: 

“(12) under subsection (a) of this section, after the date which State and local 

is 90 days after the filing of such petition, of the commencement governments. 
or continuation, and conclusion to the entry of final judgment, 
of an action which involves a debtor subject to reorganization 
pursuant to chapter 11 of this title and which was brought by 11 USC 1101 et 
the Secretary of Transportation under the Ship Mortgage Act, e¢- 
1920 (46 App. U.S.C. 911 et seq.) (including distribution of any 
proceeds of sale) to foreclose a preferred ship or fleet mortgage, 
or a security interest in or relating to a vessel or vessel under 
construction, held by the Secretary of Transportation under 
section 207 or title XI of the Merchant Marine Act, 1936 (46 
App. U.S.C. 1117 and 1271 et seq., respectively), or under 
applicable State law; or 

‘(13) under subsection (a) of this section, after the date which 
is 90 days after the filing of such petition, of the commencement 
or continuation, and conclusion to the entry of final judgment, 
of an action which involves a debtor subject to reorganization 
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11 USC 1101 et 
seq. 


Reports. 
11 sc 362 note. 


11 USC 362 note. 


46 USC 1271 et 
seq. 


pursuant to chapter 11 of this title and which was brought by 
the Secretary of Commerce under the Ship Mortgage Act, 1920 
(46 App. U.S.C. 911 et seq.) (including distribution of any pro- 
ceeds of sale) to foreclose a preferred ship or fleet mortgage in a 
vessel or a mortgage, deed of trust, or other security interest in 
a fishing facility held by the Secretary of Commerce under 
section 207 or title XI of the Merchant Marine Act, 1936 (46 
App. U.S.C. 1117 and 1271 et seq., respectively). 
The provisions of paragraphs (12) and (13) of this subsection shall 
apply with respect to any such petition filed on or before Decem- 
ber 31, 1989.”. 
Before July 1, 1989, the Secretary of Transportation and the Sec- 
retary of Commerce each shall submit a report to the Committees on 
Merchant Marine and Fisheries, and the Judiciary of the House of 
Representatives and the Committees on Commerce, Science, and 
Transportation, and the Judiciary of the Senate on the effects of this 
subsection together with any recommendations for legislation. 

(b) The amendments made by subsection (a) of this section shall 
apply only to petitions filed under section 362 of title 11, United 
States Code, which are made after August 1, 1986. 

(c) Subsection L of section 30 of the Merchant Marine Act of 1920 
(46 App. U.S.C. 952) is amended by adding at the end the following: 
“When the Secretary of Commerce or Transportation is a mortgagee 
under this Act, the Secretary may foreclose on liens arising from 
rights attendant to the creation of mortgages under title XI of the 
Merchant Marine Act, 1936, subject to section 362(b) of title 11, 
United States Code.”’. 


SEC. 5002. AMOUNT OF GUARANTEE FOR OBLIGATIONS. 


Section 1103(a) of the Merchant Marine Act, 1936 (46 App. U.S.C. 
1273(a)) is amended by adding at the end thereof the following: “A 
guarantee, or commitment to antee, made by the Secretary 
under this title shall cover 100 percent of the amount of the 
principal and interest of the obligation.”. 


SEC. 5003. AMOUNT OF GUARANTEE FOR OBLIGATIONS RELATING TO 
FISHING VESSELS OR FISHERY FACILITIES. 


Section 1104(bX2) of the Merchant Marine Act, 1936 (46 App. 
U.S.C. 1274(bX(2)) is amended by striking “Provided, further, That in 
the case of any vessel to be used in the fishing trade or industry, 
such obligations may be in an ate principal amount which 
does not exceed 87% per centum of the actual cost or depreciated 
actual cost of the vessel: and inserting in lieu thereof “Provided 
further, That in the case of a fishing vessel or fishery facility, the 
obligation shall be in an aggregate principal amount equal to 80 
percent of the actual cost or depreciated actual cost of the fishing 
vessel or fishery facility, except that no debt may be placed under 
this proviso through the Federal Financing Bank:”. 


SEC. 5004. FOREIGN FISH PROCESSING IN NORTON SOUND. 


For purposes of processing pink salmon within the internal waters 
of the State of Alaska, the geographic area bounded on the north by 
a parallel of latitude of 64 degrees, 23 minutes, on the south by a 
parallel of latitude of 63 degrees, 51 minutes, on the east by the 
baseline from which the territorial sea is measured, and on the west 
by the outer limit of the territorial sea, shall be considered to be 
internal waters of the State of Alaska for the purposes of section 
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306(cX4B) of the ee ee and Management Act (16 
U.S.C. 1856(c4\B)) until September 30, 1993. 


Subtitle B—Load Line and Tonnage 
Measurement User Fees 


SEC. 5101. AMENDMENTS TO TITLE 46. 


Subtitle II of title 46, United States Code, is amended as follows: 


(1) The table of chapters at the beginning of the subtitle is 
amended by— 


(A) striking “[Part C—REsERVED For Loap LINEs OF VEs- 
SELs]’ and inserting— 


“Part C—Loap LINES OF VESSELS 


“51. Load lines 


and 


(B) striking “[Part J—RESERVED FOR MEASUREMENT OF 
VESSELs]” and inserting— 


“Part J—MEASUREMENT OF VESSELS 


“145. Regulatory measurement 
“147. Penalties 


(2) Immediately after B, strike “[Part C—RESERVED FOR 
Loap LINEs oF VESSELs]’ and insert the following new part C: 


“PART C—LOAD LINES OF VESSELS 


“CHAPTER 51—LOAD LINES 


Sec. 

“5101. Definitions. 

“5102. Application. 

“5103. Load line requirements. 

“5104. Assignment of load lines. 
“5105. Leet haw surveys. 

“5106. Load line certificate. 

“5107. Delegation of authority. 

“5108. Special exemptions. 

“5109. Reciprocity for foreign vessels. 
meee er a, 

e . Providing loading information. 
“5112. Loading restrictions. 

“5113. Detention of vessels. 

“5114. Use of Customs Service officers and employees for enforcement. 
“5115. Regulations. 

“5116. Penalties. 


“§ 5101. Definitions 
“In this chapter— 
“(1) ‘domestic voyage’ means movement of a vessel between 


places in, or subject to the jurisdiction of, the United States, 
except movement between— 


46 USC 5101. 
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“(A) a place in a territory or possession of the United 
States or the Trust Territory of the Pacific Islands; and 

“(B) a place outside that territory, possession, or Trust 
Territory. 

“(2) ‘economic benefit of the overloading’ means the amount 
obtained by multiplying the weight of the overload (in tons) by 
the lesser of— 

“(A) the average freight rate value of a ton of the vessel’s 
cargo for the voyage; or 

“(B) $50. 

“(8) ‘existing vessel’ means— 

“(A) a vessel on a domestic voyage, the keel of which was 
laid, or that was at a similar stage of construction, before 
January 1, 1986; and 

“(B) a vessel on a foreign voyage, the keel of which was 
laid, or that was at a similar stage of construction, before 
July 21, 1968. 

“(4) ‘freeboard’ means the distance from the mark of the load 
line assigned under this chapter to the freeboard deck. 

“(5) ‘freeboard deck’ means the deck or other structure the 
Secretary prescribes by regulation. 

“(6) ‘minimum safe freeboard’ means the freeboard that the 
Secretary decides cannot be reduced safely without limiting the 
operation of the vessel. 

“(7) ‘weight of the overload’ means the amount obtained by 
multiplying the number of inches that the vessel is submerged 
below the applicable assigned freeboard by the tons-an-inch 
immersion factor for the vessel at the assigned minimum safe 
freeboard. 


46 USC 5102. “§ 5102. Application 


“(a) Except as provided: in subsection (b) of this section, this 
chapter applies to the following: 
“(1) a vessel of the United States. 
“(2) a vessel on the navigable waters of the United States. 
“(3) a vessel— 
State and local “(A) owned by a citizen of the United States or a corpora- 
governments. tion established by or under the laws of the United States 
or a State; and 
“(B) not registered in a foreign country. 
“(4) a public vessel of the United States. 
i “(5) a vessel otherwise subject to the jurisdiction of the United 
tates. 
“(b) This chapter does not apply to the following: 
“(1) a vessel of war. 
“(2) a recreational vessel when operated only for pleasure. 
“(3) a fishing vessel. 
or a fish processing vessel of not more than 5,000 gross tons 
that— 
“(A\i) was constructed as a fish processing vessel before 
August 16, 1974; or 
“(i) was converted for use as a fish processing vessel 
before January 1, 1983; and 
“(B) is not on a foreign voyage. 
“(5) a fish tender vessel of not more than 500 gross tons that— 
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“(A\(i) was constructed, under construction, or under con- 
tract to be constructed as a fish tender vessel before Janu- 
ary 1, 1980; or 

“(ii) was converted for use as a fish tender vessel before 
January 1, 1983; and 

“(B) is not on a foreign voyage. 

“(6) a vessel of the United States on a domestic voyage that 
—_ not cross the Boundary Line, except a voyage on the Great 


es. 

“(7) a vessel of less than 24 meters (79 feet) overall in length. 

“(8) a public vessel of the United States on a domestic voyage. 

“(9) a vessel excluded from the application of this chapter by 
an international agreement to which the United States Govern- 
ment is a party. 

“(10) an existing vessel of not more than 150 gross tons that is 
on a domestic voyage. 

“(11) a small passenger vessel on a domestic voyage. 

“(12) a vessel of the working fleet of the Panama Canal 
Commission not on a foreign voyage. 

“(c) On application by the owner and after a survey under section 
5105 of this title, the Retenbers may assign load lines for a vessel 
excluded from the application of this chapter under subsection (b) of 
this section. A vessel assigned load lines under this subsection is 
subject to this chapter until the surrender of its load line certificate 
and the removal of its load line marks. 

“(d) This chapter does not affect an international agreement to 
which the Government is a party that is not in conflict with the 
International Convention on Load Lines currently in force for the 
United States. 


“§ 5103. Load line requirements 46 USC 5103. 


“(a) A vessel may be operated only if the vessel has been assigned 
load lines. 

“(b) The owner, charterer, managing operator, agent, master, and 
individual in charge of a vessel shall mark and maintain the load 
lines permanently and conspicuously in the way prescribed by the 
Secretary. 


“§ 5104. Assignment of load lines 46 USC 5104. 


“(a) The Secretary shall assign load lines for a vessel so that: they 
indicate the minimum safe freeboard to which the vessel may be 
loaded. However, if the owner requests, the Secretary may assign 
load lines that result in greater freeboard than the minimum safe 
freeboard. 
“(b) In assigning load lines for a vessel, the Secretary shall 
consider— 
“(1) the service, type, and character of the vessel; 
“(2) the geographic area in which the vessel will operate; and 
“(3) applicable international agreements to which the United International 
States Government is a party. agreements. 
“(c) An existing vessel may retain its load lines assigned before 
January 1, 1986, unless the Secretary decides that a substantial 
change in the vessel after those load lines were assigned requires 
that new load lines be assigned under this chapter. 
“(d) The minimum freeboard of an existing vessel may be reduced 
only if the vessel complies with every applicable provision of this 
chapter. 
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46 USC 5105. 


46 USC 5106. 


46 USC 5107. 


46 USC 5108. 


“(e) The Secretary may designate by regulation specific geo- 
graphic areas that have less severe weather or sea conditions and 
from which there is adequate time to return to available safe 
harbors. The Secretary may reduce the minimum freeboard of a 
vessel operating in these areas. 


“§ 5105. Load line surveys 


“(a) The Secretary may provide for annual, renewal, and other 
load line surveys. 
“(b) In conducting a load line survey, the Secretary shall consider 
whether— 
“(1) the hull and fittings of the vessel— 
(A) are adequate to protect the vessel from the sea; and 
“(B) meet other requirements the Secretary may pre- 
scribe by regulation; 
“(2) the strength of the hull is adequate for all loading 
conditions; 
“(3) the stability of the vessel is adequate for all loading 
conditions; 
“(4) the topsides of the vessel are arranged and constructed to 
_— rapid overboard drainage of deck water in heavy weather; 
an 
“(5) the topsides of the vessel are adequate in design, arrange- 
ment, and equipment to protect crewmembers performing out- 
side tasks necessary for safe operation of the vessel. 


“§ 5106. Load line certificate 


“(a) On finding that a load line survey of a vessel under this 
chapter is satisfactory and that the vessel’s load lines are marked 
correctly, the Secretary shall issue the vessel a load line certificate 
and oe it to the owner, master, or individual in charge of the 
vessel. 

“(b) The certificate shall be maintained as required by the 
Secretary. 


“§ 5107. Delegation of authority 


“(a) The Secretary shall delegate to the American Bureau of 
Shipping or other similarly qualified organizations the authority to 
assign load lines, survey vessels, determine that load lines are 
marked correctly, and issue load line certificates under this chapter. 

“(b) Under regulations prescribed by the Secretary, a decision of 
an organization delegated authority under subsection (a) of this 
section related to the assignment of a load line may be appealed to 
the Secretary. 

“(c) For a vessel intended to be engaged on a foreign voyage, the 
Secretary may delegate to another country that is a party to the 
International Convention on Load Lines, 1966, the authority to 
assign load lines, survey vessels, determine that the load lines are 
—— correctly, and issue an International Load Line Certificate 
( ). 

“(d) The Secretary may terminate a delegation made under this 
section after giving written notice to the organization. 


“§ 5108. Special exemptions 


“(a) The Secretary may exempt a vessel from any part of this 
chapter when— 





PUBLIC LAW 99-509—OCT. 21, 1986 100 STAT. 1917 


“(1) the vessel is entitled to an exemption under an inter- International 
national agreement to which the United States Government isa agreements. 
party; or 

“(2) under regulations (including regulations on special oper- 
ations conditions) prescribed by the Secretary, the Secretary 
finds that good cause exists for granting an exemption. 

“(b) When the Secretary grants an exemption under this section, 
the Secretary may issue a certificate of exemption stating the extent 
of the exemption. 

“(c) A certificate of exemption issued under subsection (b) of this 
section shall be maintained as required by the Secretary. 


“§ 5109. Reciprocity for foreign vessels International 


“(a) When the Secretary finds that the laws and regulations of a a USC aes. 
foreign country related to load lines are similar to those of this 
chapter and the regulations prescribed under this chapter, or when 
a foreign country is a oe to an international load line agreement 
to which the United States Government is a party, the retary 
shall accept the load line marks and certificate of a vessel of that 
foreign country as complying with this chapter and the regulations 
prescribed under this chapter. The Secretary may control the vessel 
as provided for in the applicable international agreement. 

“(b) Subsection (a) of this section does not apply to a vessel of a 
foreign country that does not recognize load lines assigned under 
this chapter. 


“§ 5110. Submersible vessels 46 USC 5110. 


“Notwithstanding sections 5103-5105 of this title, the Secretary 
may prescribe regulations for submersible vessels to provide a mini- 
mum level of safety. In developing the regulations, the Secretary 
shall consider factors relevant to submersible vessels, including the 
structure, stability, and watertight integrity of those vessels. 


“§ 5111. Providing loading information 46 USC 5111. 


“The Secretary may prescribe regulations requiring the owner, 
charterer, managing operator, and agent of a vessel to provide 
loading information (including information on loading distribution, 
stability, and margin of strength) to the master or individual in 
charge of the vessei in a language the master or individual under- 
stands. 


“§ 5112. Loading restrictions 46 USC 5112. 


“(a) A vessel may not be loaded in a way that submerges the 
assigned load line or the place at which the load line is required to 
be marked on the vessel. 

“(b) If the loading or stability conditions of a vessel change, the 
master or individual in charge of the vessel, before moving the 
vessel, shall record in the official logbook or other permanent record 
of the vessel— 

“(1) the position of the assigned load line relative to the water 
surface; and 
(2) the draft of the vessel fore and aft. 

“(c) A vessel may be operated only if the loading distribution, 
stability, and margin of strength are adequate for the voyage or 
movement intended. 

“(d) Subsections (a) and (b) of this section do not apply to a 
submersible vessel. 
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46 USC 51138. 


46 USC 5114. 


46 USC 5115. 


46 USC 5116. 


“§ 5113. Detention of vessels 


“(a) When the Secretary believes that a vessel is about to leave a 
place in the United States in violation of this chapter or a regulation 
prescribed under this chapter, the Secretary may detain the vessel 
by giving notice to the owner, charterer, managing operator, agent, 
master, or individual in charge of the vessel. 

“(b) A detained vessel may be cleared under section 4197 of the 
Revised Statutes (46 App. U.S.C. 91) only after the violation has 
been corrected. If the vessel was cleared before being detained, the 
clearance shall be withdrawn. 

“(c) Under regulations prescribed by the Secretary, the owner, 
charterer, managing operator, agent, master, or individual in charge 
of a detained vessel may petition the Secretary to review the 
detention order. 

“(d) After reviewing a petition, the Secretary may affirm, with- 
draw, or change the detention order. Before acting on the petition, 
the Secretary may require any independent survey that may be 
necessary to determine the condition of the vessel. 

“(e) The owner of a vessel is liable for the cost incident to a 
petition for review and any required survey if the vessel is found to 


be in violation of this chapter or a regulation prescribed under this 
chapter. 


“$5114. Use of Customs Service officers employees for enforcement 


“(a) With the approval of the Secretary of the Treasury, the 
Secretary may use an officer or employee of the United States 
Customs Service to enforce this chapter and the regulations pre- 
scribed under this chapter. 


“(b) The Secretary shall consult with the Secretary of the Treas- 
ury before prescribing a regulation that affects the enforcement 
responsibilities of an officer or employee of the Customs Service. 


“§ 5115. Regulations 


“(a) The Secretary may prescribe regulations to carry out this 
part. 


“§ 5116. Penalties 


“(a) Except as otherwise provided in this section, the owner, 
charterer, managing operator, agent, master, and individual in 
charge of a vessel violating this chapter or a regulation prescribed 
under this chapter are each liable to the United States Government 
for a civil penalty of not more than $5,000. Each day of a continuing 
violation is a separate violation. The vessel also is liable in rem for 
the penalty. 

“(b) The owner, charterer, managing operator, agent, master, and 
individual in charge of a vessel allowing, causing, attempting to 
cause, or failing to take reasonable care to prevent a violation of 
section 5112(a) of this title are each liable to the Government for a 
civil penalty of not more than $10,000 plus an additional amount 
equal to twice the economic benefit of the overloading. The vessel 
also is liable in rem for the penalty. 

“(c) The master or individual in charge of a vessel violating 
section 5112(b) of this title is liable to the Government for a civil 
penalty of not more than $5,000. The vessel also is liable in rem for 
the penalty. 
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“(d) A person causing or allowing the departure of a vessel from a 
place within the jurisdiction of the United States in violation of a 
detention order issued under section 5113 of this title shall be fined 
aw than $10,000, imprisoned for not more than one year, or 

th. 

“(e) A person causing or allowing the alteration, concealment, or 
removal of a mark placed on a vessel under section 5103(b) of this 
title and the regulations prescribed under this chapter, except to 
make a lawful change or to escape enemy capture in time of war, 
shall be fined not more than $10,000, imprisoned for not more than 2 
years, or both.”. 

(3) Immediately after part I, strike “(Part J—REsERVED FOR 
MEASUREMENT OF VESSELS]’ and insert the following new part J: 


“PART J—MEASUREMENT OF VESSELS 
“CHAPTER 141—GENERAL 


“Sec. 

“14101. Definitions. 

“14102. lations. 

“14103. Delegation of authority. 

“14104. Measurement to determine application of a law. 


“§ 14101. Definitions 46 USC 14101. 
“In this part— 
“(1) ‘Convention’ means the International Convention on Ton- 


nage Measurement of Ships, 1969. 
“(2) ‘existing vessel’ means a vessel the keel of which was laid 
or that was at a similar stage of construction before July 18, 


1982. 
“(3) ‘Great Lakes’ means— 
“(A) the Great Lakes; and 
“(B) the St. Lawrence River west of— 
“(i) a rhumb line drawn from Cap des Rosiers to West 
Point, Anticosti Island; and 
“(ii) on the north side of Anticosti Island, the merid- 
ian of longitude 63 degrees west. 
“(4) ‘vessel engaged on a foreign voyage’ means a vessel— 
“(A) arriving at a place under the jurisdiction of the 
United States from a place in a foreign country; 
“(B) making a voyage between places outside the United 
States (except a foreign vessel engaged on that voyage); 
“(C) departing from a place under the jurisdiction of the 
United States for a place in a foreign country; or 
“(D) making a voyage between a place within a territory 
or possession of the United States and another place under 
the jurisdiction of the United States not within that terri- 
tory or possession. 
“§ 14102. Regulations 46 USC 14102. 
The Secretary may prescribe regulations to carry out this part. 
“§ 14103. Delegation of authority 46 USC 14108. 


“(a) The Secretary may delegate to a qualified person the author- 
ity to measure a vessel and issue an International Tonnage Certifi- 
cate (1969) or other appropriate certificate of measurement under 


this part. 
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Infra. 


46 USC 14104. 


46 USC 14301. 


46 USC 12101 et 
seq. 


“(b) Under regulations prescribed by the Secretary, a decision of 
the person delegated authority under subsection (a) of this section 
related to measuring a vessel or issuing a certificate may be 
appealed to the Secretary. 

“(c) For a vessel intended to be engaged on a foreign voyage, the 
Secretary may delegate to another country that is a party to the 
Convention the authority to measure the vessel and issue an Inter- 
national Tonnage Certificate (1969) under chapter 143 of this title. 

“(d) The Secretary may terminate a delegation made under this 
section after giving written notice to the person. 


“§ 14104. Measurement to determine application of a law 


“When the application of a law of the United States to a vessel 
— on the vessel’s tonnage, the vessel shall be measured under 
this part. 


“CHAPTER 143—CONVENTION MEASUREMENT 


“Sec. 

“14301. Application. 

“14302. Measurement. 

“14303. International Tonnage Certificate (1969). 
“14304. Remeasurement. 

“14305. Optional regulatory measurement. 
“14306. Reciprocity for foreign vessels. 

“14307. Inspection of foreign vessels. 


“§ 14301. Application 


“(a) Except as otherwise provided in this section, this chapter 
applies to the following: 

“(1) a documented vessel. 

“(2) a vessel that is to be documented under chapter 121 of 
this title. 

“(3) a vessel engaged on a foreign voyage. 

“(b) This chapter does not apply to the following: 

“(1) a vessel of war. 

“(2) a vessel of less than 24 meters (79 feet) overall in length. 

“(3) a vessel operating only on the Great Lakes, unless the 
owner requests. 

“(4) a vessel (except a vessel engaged on a foreign voyage) the 
keel of which was laid or that was at a similar stage of construc- 
tion before January 1, 1986, unless— 

(A) the owner requests; or 
“(B) the vessel undergoes a change that the Secretary 
finds substantially affects the vessel’s gross tonnage. 

“(5) before July 19, 1994, an existing vessel unless— 

“(A) the owner requests; or 
“(B) the vessel undergoes a change that the Secretary 
finds substantially affects the vessel’s gross tonnage. 

“(c) A vessel made subject to this chapter at the request of the 
owner may be remeasured only as provided by this chapter. 

“(d) After July 18, 1994, an existing vessel (except an existing 
vessel referred to in subsection (b\(5) (A) or (B) of this section) may 
retain its tonnages existing on July 18, 1994, for the application of 
relevant requirements under international agreements (except the 
Convention) and other laws of the United States. However, if the 
vessel undergoes a change substantially affecting its tonnage after 
July 18, 1994, the vessel shall be remeasured under this chapter. 
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“(e) This chapter does not affect an international agreement to _ International 
which the United States Government is a party that is not in agreements. 
conflict with the Convention or the application of IMO Resolutions 
A.494 (XII) of November 19, 1981, A.540 (XIII) of November 17, 1983, 
and A.541 (XIII) of November 17, 1983. 


“§ 14302. Measurement 


“(a) The Secretary shall measure a vessel to which this chapter 
applies in the way provided by this chapter and the Convention. 
“(b) Except as provided in section 1602(a) of the Panama Canal 
Act of 1979 (22 U.S.C. 3792(a)), a vessel measured under this chapter 
may not be required to be measured under another law. 
“(c) Unless otherwise provided by law, the measurement of a 
vessel under this chapter applies to a law of the United States whose 
applicability depends on a vessel’s tonnage, if that law— 
“(1) becomes effective after July 18, 1994; or Effective date. 
“(2) is in effect before July 19, 1994, is not enumerated in Regulations. 
section 14305 of this title, and is identified by the Secretary by 
regulation as a law to which this chapter applies. 


“§ 14303. International Tonnage Certificate (1969) 46 USC 14308. 


“(a) After measuring a vessel under this chapter, the Secretary 
shall issue, on request of the owner, an International Tonnage 
Certificate (1969) and deliver it to the owner or master of the vessel. 

“(b) The certificate shall be maintained as required by the Sec- 
retary. 


“§ 14304. Remeasurement 


“(a) To the extent necessary, the Secretary shall remeasure a 
vessel to which this chapter applies if— 
“(1) the Secretary or the owner alleges an error in its 
measurement; or 
“(2) the vessel or the use of its space is changed in a way that 
substantially affects its tonnage. 
“(b) Except as provided in this chapter or section 14504 of this Post, p. 1923. 
title, a vessel that has been measured does not have to be 
remeasured to obtain another document or endorsement under 
chapter 121 of this title. 46 USC 12101 et 


“§ 14305. Optional regulatory measurement 46 USC 14306. 


“(a) On request of the owner of a documented vessel measured 
under this chapter, the Secretary also shall measure the vessel 
under chapter 145 of this title. The tonnages determined under that Post, p. 1923. 
chapter shall be used in applying— 
“(1) parts A, B, C, E, F, and G and sections 12106(c) and 
12108(c) of this title; 46 USC 12106, 
(2) section 3(dX3) of the Longshore and Harbor Workers’ 12108. 
Compensation Act (33 U.S.C. 903(d3)); 
“(3) section 4 of the Bridge to Bridge Radiotelephone Act (33 
U.S.C. 1203(a)); 
“(4) section 4(a(3) of the Ports and Waterways Safety Act (33 
U.S.C. 1223(aX3)); 
“(5) section 4283 of the Revised Statutes of the United States 
(46 App. U.S.C. 183); 
“(6) sections 27 and 27A of the Act of June 5, 1920 (46 App. 
U.S.C. 883 and 883-1); 
“(7) Act of July 14, 1956 (46 App. U.S.C. 883a); 
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46 USC 8303, 
8304. 


16 UST 185. 


46 USC 14306. 


46 USC 14307. 


“(8) sections 351, 352, 355, and 356 of the Ship Radio Act (47 
U.S.C. 351, 352, 354, and 354a); 

“(9) section 403 of the Commercial Fishing Industry Vessel 
Act (46 U.S.C. 3302 note); 

“(10) the Officers’ Competency Certificates Convention, 1936, 
and sections 8303 and 8304 of this title; 

“(11) the International Convention for the Safety of Life at 
Sea as provided by IMCO Resolution A.494 (XII) of Novem- 
ber 19, 1981; 

“(12) the International Convention on Standards of Training, 
Certification, and Watchkeeping for Seafarers, 1978, as provided 
by IMO Resolution A.540 (XIII) of November 17, 1983; 

“(13) the International Convention for the Prevention of 
Pollution from Ships, 1973, as modified by the Protocol of 1978 
Relating to the International Convention for the Prevention.of 
Pollution from Ships, 1973, as provided by IMO Resolution 
A.541 (XIID of November 17, 1983; 

“(14) provisions of law establishing the threshold tonnage 
levels at which evidence of financial responsibility must be 
demonstrated; or 

“(15) unless otherwise provided by law, any other law of the 
United States in effect before July 19, 1994, and not listed by 
the Secretary under section 14302(c) of this title. 

“(b) As long as the owner of a vessel has a request in effect under 
subsection (a) of this section, the tonnages determined under that 
request shall be used in applying the other provisions of law 
described in subsection (a) to that vessel. 


“§ 14306. Reciprocity for foreign vessels 


“(a) When the Secretary finds that the laws and regulations of a 
foreign country related to measurement of vessels are similar to 
those of this chapter and the regulations prescribed under this 
chapter, or when a foreign country is a party to the Convention, the 
Secretary shall accept the measurement and certificate of a vessel of 
that foreign country as complying with this chapter and the regula- 
tions prescribed under this chapter. 

“(b) Subsection (a) of this section does not apply to a vessel of a 
foreign country that does not recognize measurements under this 
chapter. The Secretary may apply measurement standards the Sec- 
retary considers appropriate to the vessel, subject to applicable 
international agreements to which the United States Government is 
a party. 


“§ 14307. Inspection of foreign vessels 


“(a) The Secretary may inspect a vessel of a foreign country to 
verify that— 

“(1) the vessel has an International Tonnage Certificate (1969) 
and the main characteristics of the vessel correspond to the 
information in the certificate; or 

“(2) if the vessel is from a country not a party to the Conven- 
tion, the vessel has been measured under laws and regulations 
similar to those of this chapter and the regulations prescribed 
under this chapter. 

“(b) For a vessel of a country that is a party to the Convention, if 
the inspection reveals that the vessel does not have an International 
Tonnage Certificate (1969) or that the main characteristics of the 
vessel differ from those stated on the certificate or other records in a 
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way that increases the gross or net tonnage of the vessel, the 
Parsing promptly shall inform the country whose flag the vessel is 
ying 

“(c) For a vessel of a country not a party to the Convention— 

“(1) if the vessel has been measured under laws and regula- 

tions that the Secretary finds are similar to those of this 

chapter and the regulations prescribed under this chapter, the 

vessel shall be deemed to have been issued an International 

Tonnage Certificate (1969); and 

“(2) if the vessel has not been measured as described in clause 

(1) of this subsection, the Secretary may measure the vessel. 

“(d) An inspection under this section shall be conducted in a way 

that does not delay a vessel of a country that is a party to the 
Convention. 


“CHAPTER 145—REGULATORY MEASUREMENT 
“Subchapter I—General 


01. Application. 

. Measurement. 

. Certificate of measurement. 

. Remeasurement. 

“Subchapter II—Formal Systems 

. Application. 

. Standard tonnage measurement. 

. Dual tonnage measurement. 

“Subchapter I1I—Simplified System 


“14521. Application. 
“14522. Measurement. 


Subchapter I—General 


“§ 14501. Application 


“This chapter applies to the following: 
“(1) a vessel not measured under chapter 143 of this title if— 
“(A) the vessel is to be documented under chapter 121 of 
this title; or 
“(B) the application of a law of the United States to the 
vessel depends on the vessel’s tonnage. 
“(2) a vessel measured under chapter 143 of this title if the 
owner requests that the vessel also be measured under this 
chapter as provided in section 14305 of this title. 


“§ 14502. Measurement 


“The Secretary shall measure a vessel to which this chapter 
applies in the way provided by this chapter. 


“§ 14503. Certificate of measurement 


“The Secretary shall prescribe the certificate to be issued as 
evidence of a vessel’s measurement under this chapter. 


“§ 14504. Remeasurement 
“(a) To the extent necessary, the Secretary shall remeasure a 
vessel to which this chapter applies if— 


“(1) the Secretary or the owner alleges an error in its 
measurement; 


46 USC 14501. 


Ante, p. 1920. 
46 USC 12101 et 
seq. 


Ante, p. 1921. 
46 USC 14502. 


46 USC 14503. 


46 USC 14504. 
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Post, p. 1925; 
infra. 


Ante, p. 1920. 


46 USC 12101 
et seq. 


46 USC 14511. 


46 USC 14512. 
Regulations. 


46 USC 14513. 


“(2) the vessel or the use of its space is changed in a way that 
substantially affects its tonnage; 

“(3) after being measured under subchapter III of this chap- 
ter, the vessel becomes subject to subchapter II of this chapter 
because the vessel or its use is changed; or 

“(4) although not required to be measured under subchapter 
II of this chapter, the vessel was measured under subchapter II 
and the owner requests that the vessel be measured under 
subchapter III of this chapter. 

“(b) Except as provided in this section and chapter 143 of this title, 
a vessel that has been measured does not have to be remeasured to 
obtain another document or endorsement under chapter 121 of this 
title. 


“Subchapter II—Formal Systems 


“§ 14511. Application 


“This subchapter applies to a vessel described in section 14501 of 
this title if— 
“(1) the owner requests; or 
“(2) the vessel is— 
“(A) self-propelled; 
“(B) at least 24 meters (79 feet) overall in length; and 
“(C) not operated only for pleasure. 


“§ 14512. Standard tonnage measurement 


“(a) The Secretary shall prescribe regulations for measuring the 
gross and net tonnages of a vessel under this subchapter. The 
regulations shall provide for tonnages comparable to the tonnages 
that could have been assigned under sections 4151 and 4153 of the 
Revised Statutes of the United States, as sections 4151 and 4153 
existed immediately before the enactment of this section. 

“(b) On application of the owner or master of a vessel of the 
United States used in foreign trade, the Secretary may attach an 
appendix to the vessel’s register stating the measurement of spaces 
that may be deducted from gross tonnage under laws and regula- 
tions of other countries but not under those of the United States. 


“§ 14513. Dual tonnage measurement 


“(a) On application by the owner and approval by the Secretary, 
the tonnage of spaces prescribed by the Secretary may be excluded 
in measuring under this section the gross tonnage of a vessel 
measured under section 14512 of this title. The spaces prescribed by 
the Secretary shall be comparable to the spaces that could have 
been excluded under section 2 of the Act of September 29, 1965 
(Public Law 89-219, 79 Stat. 891), as section 2 existed immediately 
before the enactment of this section. 

“(b) The Secretary shall prescribe the design, location, and dimen- 
sions of the tonnage mark to be placed on a vessel measured under 
this section. 

“(c(1) If a vessel’s tonnage mark is below the uppermost part of 
the load line marks, each certificate stating the vessel’s tonnages 
shall state the gross and net tonnages when the mark is submerged 
and when it is not submerged. 
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“(2) Except as provided in paragraph (1) of this subsection, a 
certificate stating a vessel’s tonnages may state only one set of gross 
and net tonnages. 


“Subchapter I1I—Simplified System 


“§ 14521. Application 46 USC 14521. 


“This subchapter applies to a vessel described in section 14501 of 
this title that is not measured under subchapter II of this chapter. Ante, p. 1924. 


“§ 14522. Measurement 46 USC 14522. 


“(a) In this section, “length” means the horizontal distance of the 
hull between the foremost part of the stem and the aftermost part of 
the stern, excluding fittings and attachments. 

“(b\(1) The Secretary shall assign gross and net tonnages to a 
vessel based on its length, breadth, depth, other dimensions, and 
appropriate coefficients. 

“(2) The Secretary shall prescribe the way dimensions (except 
length) are measured and which coefficients are appropriate. 

“(c) The resulting gross tonnages, taken as a group, reasonably 
shall reflect the relative internal volumes of the vessels measured 
under this subchapter. The resulting net tonnages shall be in 
approximately the same ratios to corresponding gross tonnages as 
are the net and gross tonnages of comparable vessels measured 
under subchapter II of this chapter. 

“(d) Under regulations prescribed by the Secretary, the Secretary 
may determine the gross and net tonnages of a vessel representative 
of a designated class, model, or type, and then assign those gross and 
net tonnages to other vessels of the same class, model, or type. 


“CHAPTER 147—PENALTIES 


‘“ 


“14701. General violation. 
“14702. False statements. 


“§ 14701. General violation 46 USC 14701. 


“The owner, charterer, managing operator, agent, master, and 
individual in charge of a vessel violating this part or a regulation 
prescribed under this part are each liable to the United States 
Government for a civil penalty of not more than $20,000. Each day 
of a continuing violation is a separate violation. The vessel also is 
liable in rem for the penalty. 


“§ 14702. False statements 46 USC 14702. 


“A person knowingly making a false statement or representation 
in a matter in which a statement or representation is required by 
this part or a regulation prescribed under this part is liable to the 
United States Government for a civil penalty of not more than 
$20,000 for each false statement or representation. The vessel also is 
liable in rem for the penalty.”’. 


SEC. 5102. CONFORMING AND MISCELLANEOUS AMENDMENTS. 


(a) Title 14, United States Code, is amended as follows: 


(1) In the analysis of chapter 17, add the following after item 
663: 


“664. User fees.”. 
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(2) In section 651, strike “preceding fiscal year.” and sub- 
stitute “preceding fiscal. year, including amounts collected as 
provided under section 664 of this title.’’. 

(3) After section 663, add the following new section: 


46 USC 664. “§ 664. User fees 


Uniformed “(a) A fee or charge for a service or thing of value provided by the 
services. Coast Guard shall be prescribed as provided in section 9701 of 
title 31. 

“(b) Amounts collected by the Secretary for a service or thing of 
value provided by the Coast Guard shall be deposited in the general 
fund of the Treasury as proprietary receipts of the department in 
which the Coast Guard is operating and ascribed to Coast Guard 
activities. 

“(c) Before January 1 of each year, the Secretary shall submit a 
report to the Committee on Merchant Marine and Fisheries of the 
House of Representatives and the Committee on Commerce, Science, 
and Transportation of the Senate that includes— 

“(1) a verification of each activity for which a fee or charge is 
collected stating— 
“(A) the amount collected in the prior fiscal year; and 
“(B) that the amount spent on that activity in that fiscal 
year is not less than the amount collected; and 
“(2) the amount expected to be collected in the current fiscal 
—_ eet activity for which a fee or charge is expected to be 
collecte 
(b) Title 46, United States Code, is amended as follows: 
(1) In section 2101— 
(A) between clauses (20) and (21), insert the following new 
clause: 
“(20a) ‘overall in length’ means— 
“(A) for a foreign vessel or a vessel engaged on a foreign 
voyage, the greater of— 

“(i) 96 percent of the length on a waterline at 85 
percent of the least molded depth measured from the 
top of the keel (or on a vessel designed with a rake of 
keel, on a waterline parallel to the designed waterline); 


or 
“(ii) the length from the fore side of the stem to the 
axis of the rudder stock on that waterline; and 

“(B) for any other vessel, the horizontal distance of the 
hull between the foremost part of the stem and the after- 
most — of the stern, excluding fittings and attach- 
ments.”; 

(B) add at at the end the following new clause: 

“(47) ‘vessel of war’ means a vessel— 

“(A) belonging to the armed forces of a country; 

“(B) bearing the external marks distinguishing vessels of 
war of that country; 

“(C) under the command of an officer commissioned by 
the government of that country and whose name appears in 
the appropriate service list or its equivalent; and 

“O) staffed by a crew under regular armed forces 
discipline.” 
(2) Section 2102 is amended by striking “chapters 43” and 
46 USC 3701 et substituting “chapters 37, 43, 51,”. 


seq., 4301 et seq.; 
ante, p. 1913. 
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(3) In section 2109, strike “This” and substitute “Except as 
otherwise provided, this”. 
(4) In section 2110— 
(A) strike “examination of vessels” and substitute “exam- 
ination of vessels under part B of this subtitle”; and 
(B) strike “measurement or”. 
(5) Section 3701 (5) and (6) is repealed. 
(6) In section 12102— 
(A) insert the subsection designation “(a)” at the begin- 
ning of the text of the section; an 
(B) add at the end of the section the following new 
subsection: 
“(b) A vessel is eligible for documentation only if it has been 
measured under part J of this subtitle. However, the Secretary may Ante, p. 1919. 


issue a ae certificate of documentation for a vessel before it 
is measured.” 


SEC. 5103. MISCELLANEOUS PROVISIONS. 46 USC note 


(a) Laws effective after January 1, 1986, that are inconsistent —- 
with this subtitle supersede this subtitle to the extent of the 
inconsistency. 

(b) A reference to a law replaced by this subtitle, including a 
reference in a regulation, order, or other law, is deemed to refer to 
the corresponding provision of this subtitle. 

(c) An order, rule, or regulation in effect under a law replaced by 
this subtitle continues in effect under the corresponding provision of 
this subtitle until repealed, amended, or superseded. 

(d) An action taken or an offense committed under a law replaced 
by. this subtitle is deemed to have been taken or committed under 
the corresponding provision of this subtitle. 

(e) An inference of legislative construction is not to be drawn by 
— of the caption or catch line of a provision enacted by this 
subtitle. 

(f) If a provision enacted by this subtitle is held invalid, all valid 
provisions that are severable from the invalid provision remain in 
effect. If a provision of this subtitle is held invalid in one or more of 
its applications, the provision remains in effect in all valid applica- 
tions that are severable from the invalid application or applications. 

(g) The Secretary of Transportation shall— 46 USC 14301 

(1) before July 19, 1990, submit to Congress— note. 
(A) a study of— 

(i) the impact of a applyi ng vessel tonnage determined 
under chapter 143 of title 46 (as enacted by section 5101 
of this subtitle), United States Code, in laws of the 
United States that contain provisions based on ton- 
nage, including an analysis of the number and types of 
vessels that would become subject to additional laws or 
more stringent requirements because of that applica- 
tion; and 

(ii) the extent to which the tonnage thresholds in 
laws of the United States whose application is based on 
tonnage would have to be raised so that additional 
vessels would not become subject to those laws if their 
application is based on tonnage determined under 
chapter 143; and 

(B) a recommendation of the levels to which the tonnage 
thresholds in laws of the United States whose application is 
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based on tonnage should be raised if a complete conversion 
to the International Convention measurement system 
under chapter 143 is made; 

(2) in conducting the study under clause (1) of this subsection, 
consult with representatives of the private sector having experi- 
ence with the operation of vessels likely to be affected by laws of 
the United States whose application is based on tonnage; and 

(3) before July 19, 1988, submit to Congress an interim 
progress report on the study conducted under clause (1) of this 
subsection. 


SEC. 5104. REPEALS. 


(a) The repeal of a law by this subtitle may not be construed as a 
legislative implication that the provision was or was not in effect 
before its repeal. 

(b) The laws specified in the following schedule are repealed, 
except for rights and duties that matured, penalties that were 
incurred, and proceedings that were begun before the date of enact- 
ment of this subtitle: 


Revised Statutes 


Revised Statutes Section United States Code Title Section 


Statutes at Large 


Statutes at 
Large 
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Subtitle C—Establishment of a Timetable for 


Completion of Coast Guard Offshore Safety 
Studies 


SEC. 5201. REGULATIONS. 


(a) DEADLINE FoR EFFECTIVENESS.—The Secretary of the depart- 
ment in which the Coast Guard is operating (hereafter in this 
subtitle referred to as the “Secretary”) shall issue final regulations, 
to become effective before September 1, 1987, relating to the evacu- 
ation of personnel as provided for in the advance notice of proposed 
rulemaking regarding the revision of the regulations on outer Con- 
inne Shelf activities (50 Fed. Reg. 9290 (1985)), published March 

, 1985. 

(b) CONSIDERATION OF STANDBY VESSELS FOR EVACUATION.—In 
preparing regulations referred to in subsection (a), the Secretary 
shall consider requiring standby vessels for the evacuation of 
personnel from manned installations on the outer Continental Shelf. 


SEC. 5202. REPORTS TO CONGRESS. 


(a) PRELIMINARY REeport.—The Secretary shall, before December 
31, 1986, submit to the Congress a report setting forth the progress 
made in preparing the regulations referred to in section 5201(a). 

(b) FinaL Report.—The Secretary shall, before September 1, 1987, 
submit to the Congress a report setting forth the justification for the 
manned installation evacuation procedures contained in the final 
regulations referred to in section 5201(a). 


TITLE VI—CIVIL SERVICE, POSTAL SERV- 
ICE, AND GOVERNMENTAL AFFAIRS 
GENERALLY 


Subtitle A—Civil Service and Postal Service 


SEC. 6001. ELECTIONS TO CONTRIBUTE TO THE THRIFT SAVINGS FUND. 


(a) PARTICIPANTS IN THE FEDERAL EMPLOYEES RETIREMENT 
Syst—eM.—(1) Paragraph (4) of section 8432(b) of title 5, United States 
Code (as added by Public Law 99-335), is amended— 

(A) by inserting “(A)” after “(4)”; 

(B) by inserting “continues as an employee or Member with- 
out a break in service through April 1, 1987,” in the first 
sentence after “January 1, 1987,” 

(C) by striking out “January & 1987.” in the second sentence 
and inserting in lieu thereof “April 1, 1987.” 

(D) by striking out “the last day of that ‘eliction period.” 
the third sentence and inserting in lieu thereof “the date - 
which the employee or Member makes that election.”; and 

oan by adding at the end thereof the following new subpara- 


“(By ‘Notwithstanding subsection (a), the maximum one that 
an employee or Member may contribute during any pay peri 
which begins on or after April 1, 1987, and before October 1, 1987, 
pursuant to an election made during the election period provided 
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under subparagraph (A) is the amount equal to 15 percent of such 
individual's basic pay for such pay period.”. 

(2) Section 8432(c) of title 5, United States Code, is amended— 

(A) in paragraph (1)— 

(i) by inserting “(A)” after “(c)(1)”; and 
(ii) by adding at the end thereof the following new sub- 
paragraphs: 

“(B) In the case of each employee or Member who is an employee 
or Member on January 1, 1987, and continues as an employee or 
Member without a break in service through April 1, 1987, the 
employing agency shall contribute to the Thrift Savings Fund for 
the benefit of such employee or Member the amount equal to 1 
percent of the total basic pay paid to such employee or Member for 
that period of service. 

“(C) If an employee or Member— 

“(i) is an employee or Member on January 1, 1987; 

“(ii) separates from Government employment before April 1, 
1987; and 

“(iii) before separation, completes the number of years of 
civilian service applicable to such employee or Member under 
subparagraph (A) or (B) of subsection (g)(2), 

the employing agency shall contribute to the Thrift Savings Fund 
for the benefit of such employee or Member the amount equal to 1 
percent of the total basic pay paid to such employee or Member for 
service performed on or after January 1, 1987, and before the date of 
the separation.”; and 

(B) in paragraph (2), by inserting after subparagraph (B) the 
following: 

“(C) Notwithstanding subparagraph (B), the amount contributed 
under subparagraph (A) by an employing agency with respect to any 
contribution made by an employee or Member during any pay 
period which begins after the date on which such employee or 
Member makes an election under subsection (b)(4) and before July 1, 
1987, shall be the amount equal to the sum of— 

“(i) two times such portion of the total amount of the em- 
ployee’s or Member’s contribution as does not exceed 3 percent 
of such employee’s or Member’s basic pay for such pay period; 
and 

“(ii) such portion of the total amount of the employee’s or 
Member’s contributions as exceeds 3 percent, but does not 
exceed 5 percent, of such employee’s or Member’s basic pay for 
such pay period.”. 

(3) The contributions required to be made to the Thrift Savings 
Fund under paragraphs (1)B), (1\(C), and (8) of section 8432(c) of title 
5, United States Code, shall be made as soon as practicable during 
the 15-day period which begins on April 1, 1987. 

(b) PARTICIPANTS IN THE CiviL SERVICE RETIREMENT AND DISABIL- 
1ry System.—Section 206(b) of the Federal Employees’ Retirement 
System Act of 1986 (Public Law 99-335) is amended to read as 
follows: 

“(b\(1) An election may first be made by an employee of the 
Federal Government or a Member of Congress under subsection 
(a\(2) of section 8351 of title 5, United States Code (as added by 
subsection (a)(1)), during an election period prescribed for the pur- 
poses of this subsection by the Executive Director of the Federal 
Retirement Thrift Investment Board. Such period shall begin on 
April 1, 1987. 
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“(2) An election made by an employee or Member as provided in 
paragraph (1) shall take effect on the first day of the employee’s or 
— first pay period which begins on or after the date of such 
election. 

“(3) Notwithstanding section 8351(bX\(2) of title 5, United States 
Code (as added by subsection (a\(1)), the maximum amount that an 
employee or Member may contribute during any pay period which 
begins on or after April 1, 1987, and before October 1, 1987, pursuant 
to an election made during the election period provided under 
paragraph (1) is the amount equal to 7.5 percent of such individual’s 
basic pay for such pay period.”’. 

(c) INAPPLICABILITY OF LIMITATION ON NUMBER OF ELECTIONS 
WitHin A Six-Montu Periop.—(1) The requirement to make con- 
tributions for a 6-month period after an election, as provided in 
subsection (a) of section 8432 of title 5, United States Code, shall not 
apply to contributions made pursuant to an election made during 
the period provided in subsection (b)(4) of such section or 206(b) of 
the Federal Employees’ Retirement System Act of 1986. 

(2) The first election period prescribed under section 8432(b\(1) of 
title 5, United States Code, shall commence on July 1, 1987. 

(3) Each employee or Member who makes an election referred to 
in paragraph (1) may make an election under section 8432(b\(1) of 
title 5, United States Code, during the election period that begins on 
July 1, 1987. 

(d) REGULATIONS.—The Executive Director of the Federal Retire- 
ment Thrift Investment Board may prescribe regulations to carry 
out subsections (a), (b), and (c) and the amendments made by subsec- 
tions (a) and (b). 

(e) BupGeT OF THE FEDERAL EMPLOYEES THRIFT INVESTMENT 
Boarp.—Section 8472 of title 5, United States Code, is amended by 
adding at the end thereof the following: 

“(i) The Board shall prepare and submit to the President, and, at 
the same time, to the appropriate committees of Cong¢ess, an 
annual budget of the expenses and other items relating to the Board 
which shall be included as a separate item in the budget required to 
be transmitted to the Congress under section 1105 of title 31. 

“(j) The Board may submit to the President, and, at the same time, 
shall submit to each House of the Congress, any legislative rec- 
ommendations of the: Board relating to any of its functions under 
this title or any other provision of law.”. 

(f) EFFECTIVE DatEe.—This section, other than subsection (d), and 
ae amendments made by this section shall take effect on January 1, 
1987. 


SEC. 6002. CIVIL SERVICE RETIREMENT AND DISABILITY FUND. 


(a) INVESTMENT AND RESTORATION OF THE Funp.—Section 8348 of 
title 5, United States Code, is amended by adding at the end the 
following new subsection: 

“(G(1) Notwithstanding subsection (c) of this section, the Secretary 
of the Treasury may suspend additional investment of amounts in 
the Fund if such additional investment could not be made without 
causing the public debt of the United States to exceed the public 
debt limit. 

(2) Any amounts in the Fund which, solely by reason of the 
public debt limit, are not invested shall be invested by the Secretary 
of the Treasury as soon as such investments can be made without 
exceeding the public debt limit. 


Effective date. 


5 USC 8432 note. 


Ante, p. 541. 


Ante, p. 1930. 


5 USC 8432 note. 


Public debt limit. 


Public debt limit. 





100 STAT. 1932 PUBLIC LAW 99-509—OCT. 21, 1986 


31 USC 3101 et 
seq. 


Public debt limit. 


Securities. 
Public debt limit. 


Ante, p. 516. 


“(3) Upon expiration of the debt issuance suspension period, the 
Secretary of the Treasury shall immediately issue to the Fund 
obligations under chapter 31 of title 31 that (notwithstanding 
subsection (d) of this section) bear such interest rates and maturity 
dates as are necessary to ensure that, after such obligations are 
issued, the holdings of the Fund will replicate to the maximum 
extent practicable the obligations that would then be held by the 
Fund if the suspension of investment under paragraph (1) of this 
subsection, and any redemption or disinvestment under subsection 
(k) of this section for the purpose described in such paragraph, 
during such period had not occurred. 

“(4) On the first normal interest payment date after the expira- 
tion of any debt issuance suspension period, the Secretary of the 
Treasury shall pay to the Fund, from amounts in the general fund of 
the Treasury of the United States not otherwise eponereee, an 
amount determined by the Secretary to be equal to the excess of— 

“(A) the net amount of interest that would have been earned 

by the Fund during such debt issuance suspension period if— 

“(j) amounts in the Fund that were not invested during 

such debt issuance suspension period solely by reason of the 
public debt limit had been invested, and 

“(ii) redemptions and disinvestments with respect to the 

Fund which occurred during such debt issuance suspension 

period solely by reason of the public debt limit had not 

occurred, over 

‘“(B) the net amount of interest actually earned by the Fund 
during such debt issuance suspension period. 

“(5) For purposes of this subsection and subsections (k) and (1) of 
this section— 

“(A) the term ‘public debt limit’ means the limitation imposed 
by section 3101(b) of title 31; and 

“(B) the term ‘debt issuance suspension period’ means any 
period for which the Secretary of the Treasury determines for 
purposes of this subsection that the issuance of obligations of 
the United States may not be made without exceeding the 
public debt limit.”. 

(b) SALES AND REDEMPTIONS BY THE FuND.—Section 8348 of title 5, 
United States Code, as amended by subsection (a), is further 
amended by adding at the end the following new subsection: 

“(k\(1) Subject to paragraph (2) of this subsection, the Secretary of 
the Treasury may sell or redeem securities, obligations, or other 
invested assets of the Fund before maturity in order to prevent the 

ublic debt of the United States from exceeding the public debt 
imit. 

(2) The Secretary may sell or redeem securities, obligations, or 
other invested assets of the Fund under paragraph (1) of this 
subsection only during a debt issuance suspension period, and only 
to the extent ————? to obtain any amount of funds not exceeding 
the amount equal to the total amount of the payments authorized to 
be made from the Fund under the provisions of this subchapter or 
chapter 84 of this title or related provisions of law during such 
period. A sale or redemption may be made under this subsection 
even if, before the sale or redemption, there is a sufficient amount in 
the Fund to ensure that such payments are made in a timely 
manner.”. 

(c) Reports REGARDING THE OPERATION AND STATUS OF THE 
Funp.—Section 8348 of title 5, United States Code, as amended by 
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subsections (a) and (b), is further amended by adding at the end the 
following new subsection: 

“(1(1) The Secretary of the Treasury shall report to Congress on 
the operation and status of the Fund during each debt issuance 
suspension period for which the Secretary is required to take action 
under paragraph (3) or (4) of subsection (j) of this section. The report 
shall be submitted as soon as possible after the expiration of such 
period, but not later than the date that is 30 days after the first 
normal interest payment date occurring after the expiration of such 
period. The Secretary shall concurrently transmit a copy of such 
report to the Comptroller General of the United States. 

“(2) Whenever the Secretary of the Treasury determines that, by 
reason of the public debt limit, the Secretary will be unable to fully 
comply with the requirements of subsection (c) of this section, the 
Secretary shall immediately notify Congress of the determination. 
The notification shall be made in writing.”’. 


SEC. 6003. CHANGE IN METHOD BY WHICH REVENUE FOREGONE IS COM- 
PUTED FOR CERTAIN CATEGORIES OF MAIL. 


(a) IN GENERAL.—Section 3626 of title 39, United States Code, is 
amended by adding at the end the following: 

“(i(1) As used in this subsection— 

“(A) ‘reduced-rate category’ means any class of mail or kind of 
mailer for which a rate schedule is established under subsection 
(a) of this section; and 

“(B) ‘regular-rate category’ means any class or kind of mail 
peg than a class or kind referred to in section 2401(c) of this 
title. 

“(2) This subsection shall be used in determining the costs recov- 
ered by revenues plus appropriations for the reduced-rate cat- 
egories, for the purpose of distinguishing costs to be recovered from 
rates and fees for regular-rate categories under this chapter, and for 
the purpose of determining the appropriation requests under section 
2401(c) of this title relating to the reduced-rate categories. It shall be 
assumed that the combination of postage and appropriations to be 
received for each of the reduced-rate categories will bear the same 
ratio to the costs attributed as required by section 3622(b\(3) of this 
title to such respective categories, as the revenues to be received 
from the most closely corresponding regular-rate category, as esti- 
mated in determining the rates for such category, bear to the costs 
attributed to that regular-rate category as required by section 
3622(b\3) of this title.”. 

(b) CONFORMING AMENDMENT.—Section 2401(c) of title 39, United 
States Code, is amended by striking “3626” and inserting “3626(a)- 
(h)’. 

(c) ErFectIvE Date.—The amendments made by this section shall 
take effect on January 1, 1989, or on the effective date of the next 
general change in rates and fees under sections 3622 and 3625 of 
title 39, United States Code, whichever is sooner. 


SEC. 6004. APPLICABILITY OF CERTAIN LIMITATIONS. 


Section 315 of the Federal Election Campaign Act of 1971 (2 U.S.C. 
441a) shall not apply with respect to any transfer of funds from the 
principal campaign committee of the incumbent candidate for the 
office of Representative who died on January 20, 1985, to the 
principal campaign committee of his surviving spouse, who was a 
candidate for such office. 
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Program Fraud Subtitle B—Program Fraud Civil Remedies 

Civil Remedies 

at ot eo, ——-—«SEC. 6101. SHORT TITLE. 

note. This subtitle may be cited as the “Program Fraud Civil Remedies 
Act of 1986”. 


31 USC 3801 SEC. 6102. FINDINGS AND PURPOSES. 


_ (a) Finpincs.—The Congress finds that— 

(1) false, fictitious, and fraudulent claims and statements in 
Government programs are a serious problem; 

(2) false, fictitious, and fraudulent claims and statements in 
Government programs result in the loss of millions of dollars 
annually by allowing persons to receive Federal funds to which 
they are not entitled; 

(3) false, fictitious, and fraudulent claims and statements in 
Government programs undermine the integrity of such pro- 
grams by allowing ineligible persons to participate in such 
programs; and 

(4) present civil and criminal remedies for such claims and 
statements are not sufficiently responsive. 

(b) Purposes.—The purposes of this subtitle are— 

(1) to provide Federal agencies which are the victims of false, 
fictitious, and fraudulent claims and statements with an 
administrative remedy to recompense such agencies for losses 
resulting from such claims and statements, to permit adminis- 
trative proceedings to be brought against persons who make, 
present, or submit such claims and statements, and to deter the 
making, presenting, and submitting of such claims and state- 
ments in the future; and 

(2) to provide due process protections to all persons who are 
subject to the administrative adjudication of false, fictitious, or 
fraudulent claims or statements. 


SEC. 6103. PROVISION OF ADMINISTRATIVE REMEDIES FOR FALSE 
CLAIMS AND STATEMENTS. 


(a) ESTABLISHMENT OF REMEDIES.—Subtitle III of title 31, United 
States Code, is amended by inserting after chapter 37 the following 
new chapter: 


“CHAPTER 38—ADMINISTRATIVE REMEDIES FOR 
FALSE CLAIMS AND STATEMENTS 


“Sec. 

“3801. Definitions. 

“3802. False claims and statements; liability. 
“3803. Hearing and determinations. 

“3804. Subpoena authority. 

“3805. Judicial review. 

“3806. Collection of civil penalties and assessments. 
“3807. Right to administrative offset. 

“3808. Limitations. 

“3809. Regulations. 

“3810. Reports. 

“3811. Effect on other law. 

“3812. Prohibition against delegation. 


31 USC 3801. “§ 3801. Definitions 
“(a) For purposes of this chapter— 
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“(1) ‘authority’ means— 

“(A) an executive department; 

‘“(B) a military department; 

“(C) an establishment (as such term is defined in section 
11(2) of the Inspector General Act of 1978) which is not an 
executive department; and 

“(D) the United States Postal Service; 

“(2) ‘authority head’ means— 

“(A) the head of an authority; or 

“(B) an official or employee of the authority designated, 
in regulations phe en by the head of the authority, to 
act on behalf of the head of the authority; 

“(3) ‘claim’ means any request, demand, or submission— 

“(A) made to an authority for property, services, or 
money (including money representing grants, loans, insur- 
ance, or benefits); 

“(B) made to a recipient of property, services, or money 
from an authority or to a party to a contract with an 
authority— 

“() for property or services if the United States— 
““(D provided such property or services; 
“(ID provided any portion of the funds for the 
purchase of such property or services; or 
“(IID will reimburse such recipient or party for 
the purchase of such property or services; or 
“(ii) for the payment of money (including money 
representing grants, loans, insurance, or benefits) if the 
United States— 
“(I) provided any portion of the money requested 
or demanded; or 
“(II will reimburse such recipient or party for 
any portion of the money paid on such request or 
demand; or 

“(C) made to an authority which has the effect of decreas- 
ing an obligation to pay or account for property, services, or 
money, 

except that such term does not include any claim made in any 
return of tax imposed by the Internal Revenue Code of 1954; 
“(4) ‘investigating official’ means an individual who— 

“(AXi) in the case of an authority in which an Office of 
Inspector General is established by the Inspector General 
Act of 1978 or by any other Federal law, is the Inspector 
General of that authority or an officer or employee of such 
Office designated by the Inspector General; 

“(ii) in the case of an authority in which an Office of 
Inspector General is not established by the Inspector Gen- 
eral Act of 1978 or by any other Federal law, is an officer or 
employee of the authority designated by the authority head 
—— investigations under section 3803(aX(1) of this Post, p. 1939. 
title; or 

“(ii) in the case of a military department, is the Inspector 
General of the Department of Defense or an officer or 
employee of the Office of Inspector General of the Depart- 
ment of Defense who is designated by the Inspector Gen- 
eral; and 

“(B) who, if a member of the Armed Forces of the United 
States on active duty, is serving in grade O-7 or above or, if 





100 STAT. 1936 


5 USC 5331. 
Post, p. 1937. 


5 USC 551 et seq. 


5 USC 3301 
et seq. 


Post, p. 1939. 


5 USC 5101 


PUBLIC LAW 99-509—OCT. 21, 1986 


a civilian employee, is serving in a position for which the 
_ of basic pay is not less than the minimum rate of basic 
pay for grade GS-16 under the General Schedule; 

“(5) ‘knows or has reason to know’, for purposes of establish- 
ing liability under section 3802, means that a person, with 
respect to a claim or statement— 

“(A) has actual knowledge that the claim or statement is 
false, fictitious, or fraudulent; 

“(B) acts in deliberate ignorance of the truth or falsity of 
the claim or statement; or 

“(C) acts in reckless disregard of the truth or falsity of the 
claim or statement, 

and no ) proof of specific jntent to defraud is required; 

“(6) ‘person’ means any individual, partnership, corporation, 
association, or private organization, 

“(7) ‘presiding officer’ means— 

“(A) in the case of an authority to which the provisions of 
subchapter II of — 5 of title 5 apply, an administrative 
law judge appointed in the authority pursuant to section 
3105 of such title or detailed to the authority pursuant to 
section 3344 of such title; or 

“(B) in the case of an authority to which the provisions of 
such subchapter do not apply, an officer or employee of the 
authority who— 

“() is selected under chapter 33 of title 5 pursuant to 
the competitive examination process applicable to 
administrative law judges; 

“(ii) is appointed by the authority head to conduct 
hearings under section 3803 of such title; 

“Gii) is assigned to cases in rotation so far as 
practicable; 

“(iv) may not perform duties inconsistent _ 
the duties and responsibilities of a presiding office 

“(v) is entitled to pay prescribed by the Office of 
Personnel Management independently of ratings and 
recommendations made by the authority and in accord- 
ance with chapter 51 of such title and subchapter III of 
chapter 53 of such title; 

“(vi) is not subject to performance appraisal pursuant 
to chapter 43 of such title; and 

“(vii) may be removed, suspended, furloughed, or 
reduced in grade or y only for good cause established 
and determined by the Merit Systems Protection Board 
on the record after cqguatinilly for hearing by such 


“(8) ‘reviewing official’ means any officer or employee of 
an authority— 
“(A) who is designated by the authority head to make the 
determination required under section 3803(a\(2) of this title; 
“(B) who, if a member of the Armed Forces of the United 
States on active duty, is serving in grade O-7 or above or, if 
a civilian employee, is serving in a position for which the 
a of basic pay is not less than the minimum rate of basic 
y for grade GS-16 under the General Schedule; and 
PC) who is— 

“(i) not subject to supervision by, or required to 

report to, the investigating official; and 
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“(ii) not employed in the organizational unit of the 
authority in which the investigating official is 
employed; and 

“(9) ‘statement’ means any representation, certification, 
affirmation, document, record, or accounting or bookkeeping 
entry made— 

“(A) with respect to a claim or to obtain the approval or 
payment of a claim (including relating to eligibility to make 
a claim); or 

“(B) with respect to (including relating to eligibility for)— 

“(i) a contract with, or a bid or proposal for a contract 
with; or 

(ii) a grant, loan, or benefit from, 

an authority, or any State, political subdivision of a State, 
or other party, if the United States Government provides 
any portion of the money or property under such contract 
or for such grant, loan, or benefit, or if the Government will 
reimburse such State, political subdivision, or party for any 
portion of the money or property under such contract or for 
such grant, loan, or benefit, 

except that such term does not include any statement made in 

— return of tax imposed by the Internal Revenue Code of 

1954. 

“(b) For purposes of paragraph (3) of subsection (a)— 

“(1) each voucher, invoice, claim form, or other individual 
request or demand for property, services, or money constitutes a 
separate claim; 

“(2) each claim for property, services, or money is subject to 
this chapter regardless of whether such property, services, or 
money is actually delivered or paid; and 

“(3) a claim shall be considered made, presented, or submitted 
to an authority, recipient, or party when such claim is actually 
made to an agent, fiscal intermediary, or other entity, including 
any State or political subdivision thereof, acting for or on behalf 
of such authority, recipient, or party. 

“(c) For purposes of paragraph (9) of subsection (aj— 
~ (1) each written representation, certification, or affirmation 
constitutes a separate statement; and 

“(2) a statement shall be considered made, presented, or 
submitted to an authority when such statement is actually 
made to an agent, fiscal intermediary, or other entity, including 
any State or political subdivision thereof, acting for or on behalf 
of such authority. 


“§ 3802. False claims and statements; liability 


“(aX1) Any person who makes, presents, or submits, or causes to 
be made, presented, or submitted, a claim that the person knows or 
has reason to know— 

“(A) is false, fictitious, or fraudulent; 
“(B) includes or is supported by any written statement which 
asserts a material fact which is false, fictitious, or fraudulent; 
“(C) includes or is supported by any written statement that— 
“(i) omits a material fact; 
“(ii) is false, fictitious, or fraudulent as a result of such 
omission; and 
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“(ili) is a statement in which the person making, present- 
ing, or submitting such statement has a duty to include 
such material fact; or 

“(D) is for payment for the provision of property or services 
which the person has not provided as claimed, 

shall be subject to, in addition to any other remedy that may be 
prescribed by law, a civil penalty of not more than $5,000 for each 
such claim. Except as provided in paragraph (3) of this subsection, 
such person shall also be subject to an assessment, in lieu of 
damages sustained by the United States because of such claim, of 
not more than twice the amount of such claim, or the portion of 
such claim, which is determined under this chapter to be in viola- 
tion of the preceding sentence. 

“(2) Any person who makes, presents, or submits, or causes to be 
made, presented, or submitted, a written statement that— 

“(A) the person knows or has reason to know— 

“(j) asserts a material fact which is false, fictitious, or 
fraudulent; or 

“(ii(1) omits a material fact; and 

“(ID is false, fictitious, or fraudulent as a result of such 
omission; 

“(B) in the case of a statement described in clause (ii) of 
subparagraph (A), is a statement in which the person making, 
presenting, or submitting such statement has a duty to include 
such material fact; and 

‘“(C) contains or is accompanied by an express certification or 
affirmation of the truthfulness and accuracy of the contents of 
the statement, 

shall be subject to, in addition to any other remedy that may be 
prescribed by law, a civil penalty of not more than $5,000 for each 
such statement. 

“(3) An assessment shall not be made under the second sentence of 
paragraph (1) with respect to a claim if payment by the Government 
has not been made on such claim. 

“(b1) Except as provided in paragraphs (2) and (3) of this 
subsection— 

“(A) a determination under section 3803(a\(2) of this title that 
there is adequate evidence to believe that a person is liable 
under subsection (a) of this section; or 

“(B) a determination under section 3803 of this title that a 
person is liable under subsection (a) of this section, 

may provide the authority with grounds for commencing any 
administrative or contractual action against such person which is 
authorized by law and which is in addition to any action against 
such person under this chapter. 

“(2) A determination referred to in paragraph (1) of this subsec- 
tion may be used by the authority, but shall not require such 
authority, to commence any administrative or contractual action 
which is authorized by law. 

“(3) In the case of an administrative or contractual action to 
suspend or debar any person who is eligible to enter into contracts 
with the Federal Government, a determination referred to in para- 
graph (1) of this subsection shall not be considered as a conclusive 
determination of such person’s responsibility pursuant to Federal 
procurement laws and regulations. 
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“§ 3803. Hearing and determinations 31 USC 3803. 


“(a(1) The investigating official of an authority may investigate Reports. 
allegations that a person is liable under section 3802 of this title and Ante, p. 1987. 
shall report the findings and conclusions of such investigation to the 
reviewing official of the authority. The preceding sentence does not 
modify any responsibility of an investigating official to report viola- 
tions of criminal law to the Attorney General. 

“(2) If the reviewing official of an authority determines, based 
upon the report of the investigating official under paragraph (1) of 
this subsection, that there is adequate evidence to believe that a 
person is liable under section 3802 of this title, the reviewing official 
shall transmit to the Attorney General a written notice of the 
intention of such official to refer the allegations of such liability to a 
presiding officer of such authority. Such notice shall include— 

“(A) a statement of the reasons of the reviewing official for 
the referral of such allegations; 

“(B) a statement specifying the evidence which supports such 
allegations; 

“(C) a description of the claims or statements for which 
liability under section 3802 of this title is alleged; 

‘“(D) an estimate of the amount of money or the value of 
property or services requested or demanded in violation of 
section 3802 of this title; and 

“(E) a statement of any exculpatory or mitigating cir- 
cumstances which may relate to such claims or statements. 

“(b\(1) Within 90 days after receipt of a notice from a reviewing 
official under paragraph (2) of subsection (a), the Attorney General 
or an Assistant Attorney General designated by the Attorney Gen- 
eral shall transmit a written statement to the reviewing official 
which specifies— 

“(A) that the Attorney General or such Assistant Attorney 
General approves or disapproves the referral to a presiding 
officer of the allegations of liability stated in such notice; 

“(B) in any case in which the referral of allegations is ap- 
proved, that the initiation of a proceeding under this section 
with respect to such allegations is appropriate; and 

“(C) in any case in which the referral of allegations is dis- 
approved, the reasons for such disapproval. 

“(2) A reviewing official may refer allegations of liability to a 
presiding officer only if the Attorney General or an Assistant Attor- 
ney General designated by the Attorney General approves the 
referral of such allegations in a written statement described in 
paragraph (1) of this subsection. 

“(3) If the Attorney General or an Assistant Attorney General 
designated by the Attorney General transmits to an authority head 
a written finding that the continuation of any hearing under this 
section with respect to a claim or statement may adversely affect 
any pending or potential criminal or civil action related to such 
claim or statement, such hearing shall be immediately stayed and 
may be resumed only upon written authorization of the Attorney 
General. 

“(cX1) No allegations of liability under section 3802 of this title 
with respect to any claim made, presented, or submitted by any 
person shall be referred to a presiding officer under paragraph (2) of 
subsection (b) if the reviewing official determines that— 

“(A) an amount of money in excess of $150,000; or 
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“(B) property or services with a value in excess of $150,000, 
is requested or demanded in violation of section 3802 of this title in 
such claim or in a group of related claims which are submitted at 
the time such claim is submitted. 

“(2A) Except as provided in subparagraph (B) of this paragraph, 
no allegations of liability against an individual under section 3802 of 
this title with respect to any claim or statement made, presented, or 
submitted, or caused to be made, presented, or submitted, by such 
individual relating to any benefits received by such individual shall 
be referred to a presiding officer under paragraph (2) of subsection 
(b). 

“(B) Allegations of liability against an individual under section 
3802 of this title with respect to any claim or statement made, 
presented, or submitted, or caused to be made, presented, or submit- 
ted, by such individual relating to any benefits received by such 
individual may be referred to a presiding officer under paragraph (2) 
of subsection (b) if— 

“(i) such claim or statement is made by such individual in 
making application for such benefits; 

“(ii) such allegations relate to the eligibility of such individual 
to receive such benefits; and 

“(iii) with respect to such claim or statement, the individual— 

“(D has actual knowledge that the claim or statement is 
false, fictitious, or fraudulent; 

“(UD acts in deliberate ignorance of the truth or falsity of 
the claim or statement; or 

“(ID acts in reckless disregard of the truth or falsity of 
the claim or statement. 

“(C) For purposes of this subsection, the term ‘benefits’ means— 

“(i) benefits under the supplemental security income program 
under title XVI of the Social Security Act; 

“(ii) old age, survivors, and disability insurance benefits under 
title II of the Social Security Act; 

“(iii) benefits under title XVIII of the Social Security Act; 

“(iv) aid to families with dependent children under a State 
plan approved under section 402(a) of the Social Security Act; 

“(v) medical assistance under a State plan approved under 
section 1902(a) of the Social Security Act; 

“(vi) benefits under title XX of the Social Security Act; 

“(vii) benefits under the food stamp program (as defined in 
section 3(h) of the Food Stamp Act of 1977). 

“(viii) benefits under chapters 11, 13, 15, 17, and 21 of title 38; 

“(ix) benefits under the Black Lung Benefits Act; 

“(x) benefits under the special supplemental food program for 
women, infants, and children established under section 17 of the 
Child Nutrition Act of 1966; 

“(xi) benefits under section 336 of the Older Americans Act; 

“(xii) any annuity or other benefit under the Railroad Retire- 
ment Act of 1974; 

“(xiii) benefits under the National School Lunch Act; 

“(xiv) benefits under any housing assistance program for 
lower income families or elderly or handicapped persons which 
is administered by the Secretary of Housing and Urban Devel- 
opment or the Secretary of Agriculture; 

“(xv) benefits under the Low-Income Home Energy Assistance 
Act of 1981; and 
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“(xvi) benefits under part A of the Energy Conservation in 
Existing Buildings Act of 1976, 42 USC 6861. 

which are intended for the personal use of the individual who 

receives the benefits or for a member of the individual’s family. 

“(dX1) On or after the date on which a reviewing official is 
permitted to refer allegations of liability to a presiding officer under 
subsection (b) of this section, the reviewing official shall mail, by 
registered or certified mail, or shall deliver, a notice to the person 
alleged to be liable under section 3802 of this title. Such notice shall Ante, p. 1937. 
specify the allegations of liability against such person and shall 
state the right of such person to request a hearing with respect to 
such allegations. 

(2) If, within 30 — after receiving a notice under paragraph (1) 
of this ‘subsection, t e person receiving such notice requests a 
hearing with respect to the allegations contained in such notice— 

“(A) the reviewing official shall refer such allegations to a 
presiding officer for the commencement of such hearing; and 

“(B) the presiding officer shall commence such hearing by 
mailing by registered or certified mail, or by delivery of, a 
notice which complies with paragraphs (2A) and (3B\i) of 
subsection (g) to such person. 

“(e(1XA) Except as provided in subparagraph (B) of this para- 
graph, at any time after receiving a notice under paragraph (2\B) of 
subsection (d), the person receiving such notice shall be entitled to 
review, and upon payment of a reasonable fee for duplication, shall 
be entitled to obtain a copy of, all relevant and material documents, 
transcripts, records, and other materials, which relate to such 
allegations and upon which the findings and conclusions of the 
investigating official under paragraph (1) of subsection (a) are based. 

“(B) A person is not entitled under subparagraph (A) to review 
and obtain a copy of any document, transcript, record, or material 
which is privileged under Federal law. 

“(2) At any time after receiving a notice under paragraph (2\B) of 
subsection (d), the person receiving such notice shall be entitled to 
obtain all exculpatory information in the ion of the inves- 
tigating official or the reviewing official relating to the allegations 
contained in such notice. The provisions of subparagraph (B) of 
paragraph (1) do not apply to any document, transcript, record, or 
other material, or any portion thereof, in which such exculpatory 
information is contained. 

“(f) Any hearing commenced under paragraph (2) of subsection (d) 
shall be conducted by the presiding officer on the record in order to 
determine— 

_ the liability of a person under section 3802 of this title; 


an 
“(2) if a person is determined to be liable under such section, 
the amount of any civil penalty or assessment to be imposed on 
such person. 
— such determination shall be based on the preponderance of the 
evidence. 
“(gX1) Each hearing under subsection (f) of this section shall be 
conducted— 
“(A) in the case of an authority to which the provisions of 
subchapter Il of chapter 5 of title 5 apply, in accordance with— 5 USC 551 et seq. 
(i) the provisions of such subchapter to the extent that 
such = visions are not inconsistent with the provisions of 
this chapter; and 
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“(ii) procedures promulgated by the authority head under 
paragraph (3) of this subsection; or 

“(B) in the case of an authority to which the provisions of 
such subchapter do not apply, in accordance with procedures 
promulgated by the authority head under paragraphs (2) and (3) 
of this subsection. 

“(2) An authority head of an authority described in subparagraph 
(B) of paragraph (1) shall by regulation promulgate procedures for 
ae ag of hearings under this chapter. Such procedures shall 
include: 

“(A) The provision of written notice of the hearing to any 
Ante, p. 1937. person alleged to be liable under section 3802 of this title, 
including written notice of— 

) the time, place, and nature of the hearing; 

“(ii) the legal authority and jurisdiction under which the 
hearing is to be held; sent 

“(iii) the matters of facts and law to be asserted. 

“(B) The provision to any person alleged to be liable under 
section 3802 of this title of opportunities for the submission 
of facts, arguments, offers of settlement, or proposals of 
adjustment. 

“(C) Procedures to ensure that the presiding officer shall not, 
except to the extent required for the disposition of ex parte 
matters as authorized by law— 

“(i) consult a person or party on a fact in issue, unless on 
notice and opportunity for all parties to the hearing to 
participate; or 

“(ii) be responsible to or subject to the supervision or 
direction of the investigating official or the reviewing 
official. 

“(D) Procedures to ensure that the investigating official and 
the reviewing official do not participate or advise in the decision 
required under subsection (h) of this section or the review of the 
decision by the authority head under subsection (i) of this 
section, except as provided in subsection (j) of this section. 

“(E) The provision to any person alleged to be liable under 
section 3802 of this title of opportunities to present such per- 
son’s case through oral or documentary evidence, to submit 
rebuttal evidence, and to conduct such cross-examination as 
may be required for a full and true disclosure of the facts. 

“(F) Procedures to permit any person alleged to be liable 
under section 3802 of this title to be accompanied, represented, 
and advised by counsel or such other qualified representative as 
the authority head may specify in such regulations. 

“(G) Procedures to ensure that the hearing is conducted in an 
impartial manner, including procedures to— 

“(i) permit the presiding officer to at any time disqualify 
himself; and 

“(ii) permit the filing, in good faith, of a timely and 
sufficient affidavit alleging personal bias or another reason 
for disqualification of a presiding officer or a reviewing 
official. 

“(3A) Each authority head shall promulgate by regulation proce- 
dures described in subparagraph (B) of this paragraph for the 
conduct of hearings under this chapter. Such procedures shall be in 
addition to the procedures described in paragraph (1) or paragraph 
(2) of this subsection, as the case may be 





PUBLIC LAW 99-509—OCT. 21, 1986 100 STAT. 1943 


“(B) The procedures referred to in subparagraph (A) of this para- 
graph are: 

“(i) Procedures for the inclusion, in any written notice of a 
hearing under this section to any person alleged to be liable 
under section 3802 of this title, of a description of the proce- 
dures for the conduct of the hearing. 

“(ii) Procedures to permit discovery by any person alleged to 
be liable under section 3802 of this title only to the extent that 
the presiding officer determines that such discovery is necessary 
for the expeditious, fair, and reasonable consideration of the 
issues, except that such procedures shall not apply to docu- 
ments, transcripts, records, or other material which a person is 
entitled to review under paragraph (1) of subsection (e) or to 
information to which a person is entitled under paragraph (2) of 
such subsection. Procedures promulgated under this clause 
shall prohibit the discovery of the notice required under subsec- 
tion (a2) of this section. 

. Bi. Each hearing under subsection (f) of this section shall be 
e — 

“(A) in the judicial district of the United States in which the 
person alleged to be liable under section 3802 of this title resides 
or transacts business; 

“(B) in the judicial district of the United States in which the 
claim or statement upon which the allegation of liability under 
such section was made, presented, or submitted; or 

“(C) in such other place as may be agreed upon by such person 
and the presiding officer who will conduct such hearing. 

“(h) The presiding officer shall issue a written decision, including 
findings and determinations, after the conclusion of the hearing. 
Such decision shall include the findings of fact and conclusions of 
law which the presiding officer relied upon in determining whether 
a person is liable under this chapter. The presiding officer shall 
promptly send to each party to the hearing a copy of such decision 
and a statement describing the right of any person determined to be 
liable under section 3802 of this title to appeal the decision of the 
presiding officer to the authority head under paragraph (2) of 
subsection (i). 

“(i(1) Except as provided in parsereph (2) of this subsection and 
section 3805 of this title, the decision, including the findings and 
determinations, of the presiding officer issued under subsection (h) 
of this section are final. 

“(2(A\i) Except as provided in clause (ii) of this subparagraph, 
within 30 days after the presiding officer issues a decision under 
subsection (h) of this section, any person determined in such decision 
to be liable under section 3802 of this title may appeal such decision 
to the authority head. 

“(ii) If, within the 30-day period described in clause (i) of this 
subparagraph, a person determined to be liable under this chapter 
requests the authority head for an extension of such 30-day period to 
file an appeal of a decision issued by the presiding officer under 
subsection (h) of this section, the authority head may extend such 
period if such person demonstrates good cause for such extension. 

“(B) Any authority head reviewing under this section the decision, 
findings, and determinations of a presiding officer shall not consider 
any objection that was not raised in the hearing conducted pursuant 
to subsection (f) of this section unless a demonstration is made of 
extraordinary circumstances causing the failure to raise the onjec- 
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tion. If any party demonstrates to the satisfaction of the authority 
head that additional evidence not presented at such hearing is 
material and that there were reasonable grounds for the failure to 
present such evidence at such hearing, the authority head shall 
remand the matter to the presiding officer for consideration of such 
additional evidence. 

“(C) The authority head may affirm, reduce, reverse, compromise, 
remand, or settle any penalty or assessment determined by the 
presiding officer pursuant to this section. The authority head shall 
promptly send to each party to the appeal a copy of the decision of 
the authority head and a statement describing the right of any 
person determined to be liable under section 3802 of this title to 
judicial review under section 3805 of this title. 

“G) The reviewing official has the exclusive authority to com- 
promise or settle any allegations of liability under section 3802 of 
this title against a person without the consent of the presiding 
officer at any time after the date on which the reviewing official is 
permitted to refer allegations of liability to a presiding officer under 
subsection (b) of this section and prior to the date on which the 
presiding officer issues a decision under subsection (h) of this sec- 
tion. Any such compromise or settlement shall be in writing. 


“§ 3804. Subpoena authority 


“(a) For the purposes of an investigation under section 3803(a)(1) 
of this title, an investigating official is authorized to require by 
subpoena the production of all information, documents, reports, 
answers, records, accounts, papers, and data not otherwise reason- 
ably available to the authority. 

“(b) For the purposes of conducting a hearing under section 3803(f) 
of this title, a presiding officer is authorized— 

“(1) to administer oaths or affirmations; and 

“(2) to require by subpoena the attendance and testimony of 
witnesses and the production of all information, documents, 
reports, answers, records, accounts, papers, and other data and 
documentary evidence which the presiding officer considers 
relevant and material to the hearing. 

“(c) In the case of contumacy or refusal to obey a subpoena issued 
pursuant to subsection (a) or (b) of this section, the district courts of 
the United States shall have jurisdiction to issue an appropriate 
order for the enforcement of any such subpoena. Any failure to obey 
such order of the court is punishable by such court as contempt. In 
any case in which an authority seeks the enforcement of a subpoena 
issued pursuant to subsection (a) or (b) of this section, the authority 
shall request the Attorney General to petition any district court in 
which a hearing under this chapter is being conducted, or in whieh 
the person receiving the subpoena resides or conducts business, to 
issue such an order. 


“§ 3805. Judicial review 


“(a\1) A determination by a reviewing official under section 3803 
of this title shall be final and shall not be subject to judicial review. 

“(2) Unless a petition is filed under this section, a determination 
under section 3803 of this title that a person is liable under section 
3802 of this title shall be final and shall not be subject to judicial 
review. 
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“(bX 1A) An 7 poe who has been determined to be liable under 
section 3802 of this title pursuant to section 3803 of this title may Ante, pp. 1937, 
obtain review of such determination in— 1939. 

“(i) the United States district court for the district in which 
such person resides or transacts business; 

“(ii) the United States district court for the district in which 
the claim or statement upon which the determination of liabil- 
ity is based was made, presented, or submitted; or 

“(iii) the United States District Court for the District of 
Columbia. 

“(B) Such review may be obtained by filing in any such court a 
written petition that such determination be modified or set aside. 
Such petition shall be filed— 

“(i) only after such person has exhausted all administrative 
remedies under this chapter; and 

“(ii) within 60 days after the date on which the authority head 
sends such person a copy of the decision of such authority head 
under section 3803(iX2) of this title. 

“(2) The clerk of the court shall transmit a copy of a petition filed 
under paragraph (1) of this subsection to the authority and to the 
Attorney General. Upon receipt of the copy of such petition, the 
authority shall transmit to the Attorney General the record in the 
proceeding resulting in the determination of liability under section 
3802 of this title. Except as otherwise provided in this section, the 
district courts of the United States shall have jurisdiction to review 
the decision, findings, and determinations in issue and to affirm, 
modify, remand for further consideration, or set aside, in whole or in 
part, the decision, findings, and determinations of the authority, and 
to enforce such decision, findings, and determinations to the extent 
that such decision, findings, and determinations are affirmed or 
modified. 

“(c) The decisions, findings, and determinations of the authority 
with respect to questions of fact shall be final and conclusive, an 
shall not be set aside unless such decisions, findings, and determina- 
tions are found by the court to be unsupported by substantial 
evidence. In concluding whether the decisions, findings, and deter- 
minations of an authority are unsupported by substantial evidence, 
the court shall review the whole record or those parts of it cited by a 
party, and due account shall be taken of the rule of prejudicial error. 

“(d) Any district court reviewing under this section the decision, 
findings, and determinations of an authority shall not consider any 
objection that was not raised in the hearing conducted pursuant to 
section 3803(f) of this title unless a demonstration is made of 
extraordinary circumstances causing the failure to raise the objec- 
tion. If any party demonstrates to the satisfaction of the court that 
additional evidence not presented at such hearing is material and 
that there were reasonable grounds for the failure to present such 
evidence at such hearing, the court shall remand the matter to the 
authority for consideration of such additional evidence. 

“(e) Upon a final determination by the district court that a person 
is liable under section 3802 of this title, the court shall enter a final 
judgment for the appropriate amount in favor of the United States. 


“§ 3806. Collection of civil penalties and assessments 


“(a) The Attorney General shall be responsible for judicial 
enforcement of any civil penalty or assessment imposed pursuant to 
the provisions of this chapter. 
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“(b) Any penalty or assessment imposed in a determination which 
has become final pursuant to this chapter may be recovered in a 
civil action brought by the Attorney General. In any such action, no 
matter that was raised or that could have been raised in a hearing 
conducted under section 3803(f) of this title or pursuant to judicial 
review under section 3805 of this title may be raised as a defense, 
and the determination of liability and the determination of amounts 
of penalties and assessments shall not be subject to review. 

“(c) The district courts of the United States shall have jurisdiction 
of any action commenced by the United States under subsection (b) 
of this section. 

“(d) Any action under subsection (b) of this section may, without 
regard to venue requirements, be joined and consolidated with or 
asserted as a counterclaim, cross-claim, or setoff by the United 
States in any other civil action which includes as parties the United 
States and the person against whom such action may be brought. 

“(e) The United States Claims Court shall have jurisdiction of any 
action under subsection (b) of this section to recover any penalty or 
assessment if the cause of action is asserted by the United States as 
a counterclaim in a matter pending in such court. 

“(f) The Attorney General shall have exclusive authority to com- 
promise or settle any penalty or assessment the determination of 
which is the subject of a pending petition pursuant to section 3805 of 
this title or a pending action to recover such penalty or assessment 
pursuant to this section. 

“(g\1) Except as provided in paragraph (2) of this subsection, any 
amount of penalty or assessment collected under this chapter shall 
be deposited as miscellaneous receipts in the Treasury of the United 
States. 

“(2XA) Any amount of a penalty or assessment imposed by the 
United States Postal Service under this chapter shall be deposited in 
the Postal Service Fund established by section 2003 of title 39. 

“(B) Any amount of a penalty or assessment imposed by the 
Secretary of Health and Human Services under this chapter with 
respect to a claim or statement made in connection with old age and 
survivors benefits under title II of the Social Security Act shall be 
deposited in the Federal Old-Age and Survivors Insurance Trust 
Fund. 

‘“(C) Any amount of a penalty or assessment imposed by the 
Secretary of Health and Human Services under this chapter with 
respect to a claim or statement made in connection with disability 
benefits under title II of the Social Security Act shall be deposited in 
the Federal Disability Insurance Trust Fund. 

“(D) Any amount of a penalty or assessment imposed by the 
Secretary of Health and Human Services under this chapter with 
respect to a claim or statement made in connection with benefits 
under part A of title XVIII of the Social Security Act shall be 
deposited in the Federal Hospital Insurance Trust Fund. 

“(E) Any amount of a penalty or assessment imposed by the 
Secretary of Health and Human Services under this chapter with 
respect to a claim or statement made in connection with benefits 
under part B of title XVIII of the Social Security Act shall be 
deposited in the Federal Supplementary Medical Insurance Trust 
Fund. 
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“§ 3807. Right to administrative offset 81 USC 3807. 


“(a) The amount of any penalty or assessment which has become Taxes. 
final under section 3803 of this title, or for which a judgment has Ante, p. 1939. 
been entered under section 3805(e) or 3806 of this title, or any Ante, pp. 1944, 
amount agreed upon in a settlement or compromise under section 1945. 
3803(j) or 3806(f) of this title, may be collected by administrative 
offset under section 3716 of this title, except that an administrative 
offset may not be made under this subsection against a refund of an 
overpayment of Federal taxes, then or later owing by the United 
States to the person liable for such penalty or assessment. 

“(b) All amounts collected pursuant to this section shall be remit- 
ted to the Secretary of the Treasury for deposit in accordance with 
section 3806(g) of this title. 


“§ 3808. Limitations 


“(a) A hearing under section 3803(d)(2) of this title with respect to 
a claim or statement shall be commenced within 6 years after the 
date on which such claim or statement is made, presented, or 
submitted. 

“(b) A civil action to recover a penalty or assessment under 
section 3806 of this title shall be commenced within 3 years after the 
date on which the determination of liability for such penalty or 
assessment becomes final. 

“(c) If at any time during the course of proceedings brought 
pursuant to this chapter the authority head receives or discovers 
any specific information regarding bribery, gratuities, conflict of 
interest, or other corruption or similar activity in relation to a false 
claim or statement, the authority head shall immediately report 
such information to the Attorney General, and in the case of an 
authority in which an Office of Inspector General is established by 
the Inspector General Act of 1978 or by any other Federal law, to 
the Inspector General of that authority. 


“§ 3809. Regulations 


“Within 180 days after the date of enactment of this chapter, each 
authority head shall promulgate rules and regulations necessary to 
— the provisions of this chapter. Such rules and regulations 
shall— 

“(1) ensure that investigating officials and reviewing officials 
are not responsible for conducting the hearing required in 
section 3803(f) of this title, making the determinations required 
by subsections (f) and (h) of section 3803 of this title, or making 
collections under section 3806 of this title; and 

“(2) require a reviewing official to include in any notice 
required by section 3803(a\2) of this title a statement which 
specifies that the reviewing official has determined that there is 
a reasonable prospect of collecting, from a person with respect 
to whom the reviewing official is referring allegations of liabil- 
ity in such notice, the amount for which such person may be 
liable. 


“§ 3810. Reports 


“Not later than October 31 of each year, each authority head shall 
prepare and transmit to the appropriate committees and sub- 
committees of the Congress an annual report summarizing actions 


31 USC 3810. 
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Ante, p. 1939. 


31 USC 3811. 


44 USC 3501 et 
seq. 


31 USC 3812. 


Ante, p. 1934. 


31 USC 3801 
note. 


2 USC 907 note. 


taken under this chapter during the most recent 12-month period 
ending the previous September 30. Such report shall include— 
“(1) a summary of matters referred by the investigating 
official of the authority to the reviewing official of the authority 
under section 3803(a)(1) of this title during such period; 
“(2) a summary of matters transmitted to the Attorney Gen- 
eral under section 3803(aX2) of this title during such period; 
“(3) a summary of all hearings conducted by presiding officers 
under section 3803(f) of this title, and the results of such hear- 
ings, during such period; and 
“(4) a summary of the actions taken during such period to 
— any civil penalty or assessment imposed under this 
chapter. 


“§ 3811. Effect on other law 


“(a) This chapter does not diminish the responsibility of any 
agency to comply with the provisions of chapter 35 of title 44. 
neue a chapter does not supersede the provisions of section 3512 
of title 44. 

“(c) For purposes of this section, the term ‘agency’ has the same 
meaning as in section 3502(1) of title 44. 


“§ 3812. Prohibition against delegation 


“Any function, duty, or responsibility which this chapter specifies 
be carried out by the Attorney General or an Assistant Attorney 
General designated by the Attorney General, shall not be delegated 
to, or carried out by, any other officer or employee of the Depart- 
ment of Justice.” 

(b) TECHNICAL AMENDMENT.—The table of chapters for subtitle III 
of title 31, United States Code, is amended by inserting after the 
item relating to chapter 37 the following new item: 


“38. Administrative Remedies for False Claims and Statements 


(c) CONFORMING AMENDMENTS.—Section 504(b\1C) of title 5, 
United States Code, is amended— 
(1) by striking out “and” before “(ii)”; and 
(2) by inserting before the semicolon a comma and “and (iii) 
any hearing conducted under chapter 38 of title 31”. 


SEC. 6104. EFFECTIVE DATE. 


This subtitle and the amendments made by this subtitle a ye 
effect on the date of enactment of this Act, and shall appl 
— or statement made, presented, or submitted on or a - eae 
ate 


TITLE VII—FISCAL PROCEDURES 


SEC. 7001. COST-OF-LIVING ADJUSTMENTS IN CERTAIN FEDERAL 
BENEFITS. 


(a) In GENERAL.—Benefits which are payable in calendar year 
1987, 1988, 1989, 1990, or 1991, under programs listed in section 
257(1)A) of the Balanced Budget and Emergency Deficit Control Act 
of 1985 (Public Law 99-177), including any cost-of-living adjustment 
in such benefits, shall not be subject to modification, suspension, or 
reduction in such calendar year pursuant to a Presidential order 
issued under such Act. 
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(b) DeFINITION.—For purposes of this section, the term “cost-of- 
living adjustment” means any increase or change in the amount of a 
benefit or in standards relating to such benefit under any provision 
of Federal law which requires such increase or change as a result of 
any change in the Consumer Price Index (or any component thereof) 
or any other index which measures costs, prices, or wages. 


SEC. 7002. EXEMPT PROGRAMS AND ACTIVITIES. 


(a) IN GENERAL.—Section 255(gX1) of the Balanced Budget and 
Emergency Deficit Control Act of 1985 (2 U.S.C. 905(gX1)) is amend- 
ed by inserting after the item relating to Compensation of the 
President the following new item: 

“Dual benefits payments account (60-0111-0-1-601);”. 

(b) APPLICATION.—The amendment made by subsection (a) shall 

apply to fiscal years beginning after September 30, 1986. 


SEC. 7003. COMPUTATION OF RETIREMENT ANNUITY FOR PART-TIME 
EMPLOYMENT. 


(aX1) Subsection (b) of section 15204 of the Consolidated Omnibus 
Budget en Act of 1985 (Public Law 99-272; 100 Stat. 335) 38 USC 4109. 
is repealed. 
(2) The provision of title 38, United States Code, that was repealed 
by such subsection is revived. 
(b) Subsection (c) of section 15204 of such Act is redesignated as 
subsection (b). 
(c) This section is effective with respect to individuals who retire 
after September 19, 1986. 


SEC. 7004. REVENUE SHARING PAYMENTS. 


Notwithstanding section 6702(b) of title 31, United States Code, 
the Secretary of the Treasury shall make the installment payment 
of revenue sharing funds under chapter 67 of such title that is 31 USC 6701 et 
otherwise required to be paid on or before October 5, 1986, by no eg. 
later than September 30, 1986. 


SEC. 7005. HIGHER EDUCATION SAVINGS. 


For the purpose of complying with the instructions set forth in the 
concurrent resolution on the budget for the fiscal year 1987 (S. Con. 
Res. 120, 99th Congress, agreed to June 27, 1986), the provisions of 
the bill, S. 1965, as passed by the House of Representatives on 
September 24, 1986, as by the Senate on September 25, 1986, 
and submitted to the ident, shall be treated as if they were 
included in this Act. 


SEC. 7006. MISCELLANEOUS. 


(a) Section 20001(d) of the Consolidated Omnibus Budget Reconcili- 
ation Act of 1985 is amended— 

(1) by striking out “(1A) above if’ in paragraph (2) and 
inserting in lieu thereof “ ph (1A) if the Chairman and 
Ranking Minority Member of the Committee on the Budget and 
the Chairman and Ranking Minority Member of the Committee 
which reported the provision certify that”; 

(2) by striking out “it is designed to mitigate the” in clause (A 
of such paragraph and inserting in lieu thereof “the provision 
mitigates”; 

(3) by striking out “it” in clause (B) of such paragraph and 
inserting in lieu thereof “the provision”; and 

(4) by adding at the end thereof the following new paragrapn. 
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20 USC 1063. 


Ante, p. 1296. 


Ante, p. 1307. 


Minorities. 


“(3) A provision reported by a committee shall not be considered 
extraneous under paragraph (1)(C) if (A) the provision is an integral 
part of a provision or title, which if introduced as a bill or resolution 
would be referred to such committee, and the provision sets forth 
the procedure to carry out or implement the substantive provisions 
that were reported and which fall within the jurisdiction of such 
committee; or (B) the provision states an exception to, or a special 
application of, the general provision or title of which it is a part and 
such general provision or title if introduced as a bill or resolution 
would be referred to such committee.”’. 

(b) Section 20001(c) of such Act is amended by striking out “Janu- 
ary 2, 1987” and inserting in lieu thereof “January 2, 1988”. 

(c) Senate Resolution 286 (99th Congress, 2d Session) is amended 
by striking “section 1201” each place it appears and inserting in lieu 
thereof “section 20001” 


SEC. 7007. MODIFICATION OF TITLE III, PART B, HIGHER EDUCATION ACT 
ALLOCATION FORMULA. 


Section 324 of the Higher Education Act (as amended by the 
Higher Education Amendments of 1986) is amended— 
(1) by redesignating subsections (d), (e), and (f) as subsections 
(e), (f), and (g), respectively; 
_ (2) by inserting after subsection (c) the following new subsec- 


tion: 

“(d) Mrintuum ALLOTMENT —(1) Notwithstanding subsections (a), 
(b), and (c), the amount allotted to each part B institution under this 
section shall not be less than $350,000. 

“(2) If the amount appropriated pursuant to section 360(aX2\A) for 
any fiscal year is not sufficient to pay the minimum allotment 
required by paragraph (1) of this subsection to all part B institu- 
tions, the amount of such minimum allotments shall be ratably 
reduced. If additional sums become available for such fiscal year, 
such reduced allocation shall be increased on the same basis as they 
were reduced (until the amount allotted equals the minimum allot- 
ment required by paragraph (1)).”; and 

(3) by striking out “subsection (a), (b), or (c)” in subsection (e) 
(as redesignated by paragraph (1) of this subsection) and insert- 
ing in lieu thereof “subsection (a), (b), (c), or (d)’”; and 

(4) by amending subsection (c) to read as follows: 

“(c) ALLOTMENT; GRADUATE AND PROFESSIONAL STUDENT BAsIs.— 
From the amounts appropriated to carry out this part for any fiscal 
year, the Secretary shall allot to each part B institution a sum 
which bears the same ratio to one-fourth of that amount as the 
percentage of graduates per institution, who are admitted to and in 
attendance at a graduate or professional school in a degree program 
in disciplines in which Blacks are underrepresented, bears to the 
percentage of such graduates per institution for all part B 
institutions.” 


SEC. 7008. USE OF URBAN RENEWAL LAND DISPOSITION PROCEEDS. 


Notwithstanding any other provision of law or other requirement, 
the City of Boston in the State of Massachusetts is authorized to 
retain any land disposition proceeds from the financially closed-out 
Government Center Urban Renewal Project (NO MASS. R-35) not 
paid to the Department of Housing and Urban Development, and to 
use such proceeds in accordance with the requirements of the 
community development block grant program specified in title I of 
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the Housing and Community Development Act of 1974. The City of 42 USC 5301. 
ton shall retain such proceeds in a lump sum and shall be 

entitled to retain and use all past and future earnings from such 

proceeds, including any interest. 


TITLE VIII—REVENUES, TRADE, AND 
RELATED PROGRAMS 


Subtitle A—Revenue Provisions 


PART I—INCREASES IN CERTAIN PENALTIES 


SEC. 8001. INCREASE IN PENALTY FOR UNDERPAYMENTS OF TAX 
DEPOSITS. 


(a) IN GENERAL.—Subsection (a) of section 6656 of the Internal 
Revenue Code of 1954 (relating to underpayment of deposits) is Post, p. 2095; 
—— by striking out “5 percent’ and inserting in lieu thereof 26 USC 6656. 
“cs percent”. 

(b) ErrectivE Date.—The amendment made by subsection (a) 26 USC 6656 
oe sry to penalties assessed after the date of the enactment of te. 

is Act. 


SEC. 8002. INCREASE IN PENALTY FOR SUBSTANTIAL UNDERSTATEMENT 
OF LIABILITY. 


(a) IN GENERAL.—Subsection (a) of section 6661 of the Internal 26 USC 6661. 
Revenue Code of 1954 (relating to substantial understatement of 
liability) is amended to read as follows: 

“(a) ADDITION TO Tax.—If there is a substantial understatement of 
income tax for any taxable year, there shall be added to the tax an 
amount equal to 25 percent of the amount of any underpayment 
attributable to such understatement.” 

(b) ErrectivE Date.—The amendment made by subsection (a) 26 USC 6661 
one gd to penalties assessed after the date of the enactment of te. 
this Act. 


(c) REPEAL OF INCREASE IN PENALTY BY TAX REFORM ACT OF 26 USC 6661, 
1986.—Section 1504 of the Tax Reform Act of 1986 (relating to oe note. 
—_ in ee for substantial understatement of liability) is t p. 2748. 

ereby re ; 


PART II—CERTAIN EXCISE TAX DEPOSITS 
ACCELERATED 


SEC. 8011. CERTAIN EXCISE TAX DEPOSITS ACCELERATED. 


(a) ToBacco.— 
(1) IN GENERAL.—Paragraph (2) of section 5703(b) of the In- 
ternal Revenue Code of 1954 (relating to method of payment of 
tax) is amended to read as follows: Post, p. 2095; 
“(2) TIME FOR PAYMENT OF TAXES.— : EY. >): ao 
“(A) In a ae as otherwise provided in this 
paragraph, in the case of taxes on tobacco products and 
cigarette papers and tubes removed during any semi- 
monthly period under bond for deferred payment of tax, the 
last day for payment of such taxes shall be the 14th day 
after the last day of such semimonthly period. 
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“(B) IMPORTED ARTICLES.—In the case of tobacco products 
and cigarette papers and tubes which are imported into the 
United States— 

“(i) IN GENERAL.—The last day for payment of tax 
shall be the 14th day after the date on which the article 
is entered into the customs territory of the United 
States. 

“(ii) SPECIAL RULE FOR ENTRY FOR WAREHOUSING.— 
Except as provided in clause (iv), in the case of an entry 
for warehousing, the last day for payment of tax shall 
not be later than the 14th day after the date on which 
the article is removed from the lst such warehouse. 

“(iii) FOREIGN TRADE ZONES.—Except as provided in 
clause (iv) and in regulations prescribed by the Sec- 
retary, articles brought into a foreign trade zone shall, 
notwithstanding any other provision of law, be treated 
for purposes of this subsection as if such zone were a 
single customs warehouse. 

“(iv) EXCEPTION FOR ARTICLES DESTINED FOR EXPORT.— 
Clauses (ii) and (iii) shall not apply to any article which 
is shown to the satisfaction of the Secretary to be 
destined for export. 

“(C) TOBACCO PRODUCTS AND CIGARETTE PAPERS AND TUBES 
BROUGHT INTO THE UNITED STATES FROM PUERTO RICO.—In 
the case of tobacco products and cigarette papers and tubes 
which are brought into the United States from Puerto Rico, 
the last day for payment of tax shall be the 14th day after 
- date on which the article is brought into the United 

tates. 

“(D) SPECIAL RULE WHERE 14TH DAY FALLS ON SATURDAY, 
SUNDAY, OR HOLIDAY.—Notwithstanding section 7503, if, but 
for this subparagraph, the due date under this paragraph 
would fall on a Saturday, Sunday, or a legal holiday (as 
defined in section 7503), such due date shall be the imme- 
diately preceding day which is not a Saturday, Sunday, or 
such a holiday.” 

(2) TECHNICAL AMENDMENT.—Subsection (c) of section 5704 of 
such Code (relating to tobacco products an nn wa papers and 
tubes released in bond from customs cus ) is amended by 
striking out “to a manufacturer of tobacco seedicte or cigarette 
papers and tubes or”. 

(b) Dist1LLED Spirits, WINES, AND BEER.— 
(1) IN GENERAL.—Subsection (d) of section 5061 of such Code 
—- to method of collecting tax) is amended to read as 
ollows: 
m “(d) Time FoR COLLECTING Tax ON DIsTILLED Spirits, WINES, AND 
EER.— 

“(1) IN GENERAL.—Except as otherwise provided in this 
subsection, in the case of distilled spirits, wines, and beer to 
which this part applies (other than su ion (b) of this section) 
which are withdrawn under bond for deferred payment of tax, 
the last day for payment of such tax shall be the 14th day after 
the last day of the semimonthly period during which the with- 
drawal occurs. 

“(2) IMPORTED ARTICLES.—In the case of distilled spirits, wines, 
and beer which are imported into the United States (other than 
in bulk containers)— 
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“(A) IN GENERAL.—The last day for payment of tax shall 
be the 14th day after the date on which the article is 
entered into the customs territory of the United States. 

“(B) SPECIAL RULE FOR ENTRY FOR WAREHOUSING.—Except 
as provided in er (D), in the case of an entry for 
warehousing, the last day for payment of tax shall not be 
later than the 14th day after the date on which the article 
is removed from the lst such warehouse. 

“(C) FOREIGN TRADE ZONES.—Except as ae in 
subparagraph (D) and in regulations prescribed by the Sec- 
retary, articles brought into a foreign trade zone shall, 
notwithstanding any other provision of law, be treated for 
purposes of this ane as if such zone were a single 
customs warehouse. 

“(D) EXCEPTION FOR ARTICLES DESTINED FOR EXPORT.—Sub- 
paragraphs (B) and (C) shall not apply to any article which 
is shown to the satisfaction of the Secretary to be destined 
for export. 

(3) DISTILLED SPIRITS, WINES, AND BEER BROUGHT INTO THE 
UNITED STATES FROM PUERTO RICO.—In the case of distilled spir- 
its, wines, and beer which are brought into the United States 
(other than in bulk containers) from Puerto Rico, the last da 
for payment of tax shall be the 14th day after the date on whic 
the article is brought into the United States. 

“(4) SPECIAL RULE WHERE 14TH DAY FALLS ON SATURDAY, 
SUNDAY, OR HOLIDAY.—Notwithstanding section 7503, if, but for 
this paragraph, the due date under this subsection for payment 
of tax would fall on a Saturday, Sunday, or a legal holiday 
(within the meaning of section 7503), such due date shall be the 
immediately preceding day which is not a Saturday, Sunday, or 
such a holiday.” 

(2) TECHNICAL AMENDMENT.—Paragraph (2) of section 5054(a) 
of such Code (relating to determination and collection of tax on 
beer) is amended by striking out all that follows “or,” and 
inserting in lieu thereof “if entered for warehousing, at the time 
of removal from the 1st such warehouse”. 

(c) EFFecTIvVE DatEs.— 

(1) In oe provided in paragraph (2), the 
amendments made by this section shall apply to removals 
ae semimonthly periods ending on or after December 31, 

(2) IMPORTED ARTICLES, ETC.—Subparagraphs (B) and (C) of 
section 5703(b\(2) of the Internal Revenue Code of 1954 (as added 
by this section), paragraphs (2) and (3) of section 5061(d) of such 26 USC 5703. 
Code (as amended by this section), and the amendments made 
by subsections (a2) and (bX2) shall apply to articles imported, 
entered for warehousing, or brought into the United States or a 
foreign trade zone after December 15, 1986. 

(3) SPECIAL RULE FOR DISTILLED SPIRITS AND TOBACCO FOR SEMI- 
MONTHLY PERIOD ENDING DECEMBER 15, 1986.—With respect to 
remittances of— 

(A) taxes imposed on distilled spirits by section 5001 or 
7652 of such Code, and 

(B) taxes imposed on tobacco products and cigarette 

pers and tubes by section 5701 or 7652 of such Code, 

for the semimonthly period ending December 15, 1986, the last 
day for payment of such remittances shall be January 14, 1987. 
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26 USC 5701. 


45 USC 1347. 


Post, p. 2095. 


26 USC 338. 


Securities. 


26 USC 401, 501. 


(4) TREATMENT OF SMOKELESS TOBACCO IN INVENTORY ON JUNE 
30, 1986.—The tax imposed by section 5701(e) of the Internal 
ae Code of 1954 shall not apply to any smokeless tobacco 
which— 

(A) on June 30, 1986, was in the inventory of the manu- 
facturer or importer, and 
(B) on such date was in a form ready for sale. 


PART III—TAX TREATMENT OF CONRAIL PUBLIC 
SALE 


SEC. 8021. TAX TREATMENT OF CONRAIL PUBLIC SALE. 


(a) TREATMENT AS NEW CorPORATION.— 

(1) IN GENERAL.—For periods after the public sale, for pur- 
poses of the Internal Revenue Code of 1954, Conrail shall be 
treated as a new corporation which purchased all of its assets as 
of the beginning of the day after the date of the public sale for 
an amount equal to the deemed purchase price. 

(2) ALLOCATION AMONG ASSETS.—The deemed purchase price 
shall be allocated among the assets of Conrail in accordance 
with the temporary regulations prescribed under section 338 of 
the Internal Revenue Code of 1954 (as such regulations were in 
effect on the date of the enactment of this Act). The Secretary 
shall establish specific guidelines for carrying out the preceding 
sentence so that the basis of each asset will be clearly ascertain- 
able. For purposes of applying the regulations referred to in the 
first sentence, accounts receivable and materials and supplies 
shall be treated as cash equivalents. 

(3) DEEMED PURCHASE PRICE.—For purposes of this subsection, 
the deemed purchase price is an amount equal to the gross 
amount received pursuant to the public sale, multiplied by a 
fraction— 

(A) the numerator of which is 100 percent, and 
(B) the denominator of which is the percentage (by value) 
of the stock of Conrail sold in the public sale. 
The amount determined under the preceding sentence shall be 
adjusted under regulations prescribed by the Secretary for 
liabilities of Conrail and other relevant items. 

(b) No IncomME FrRoM CANCELLATION OF DEBT OR PREFERRED 
Stocx.—No amount shall be included in the gross income of any 
person by reason of any cancellation of any obligation (or preferred 
stock) of Conrail in connection with the public sale. 

(c) DISALLOWANCE OF CERTAIN DeEDucTIONS.—No deduction shall 
be allowed to Conrail for any amount which is paid after the date of 
the public sale to employees of Conrail for services performed on or 
before the date of the public sale. 

(d) WAIVER OF CERTAIN EMPLOYEE STOCK OWNERSHIP PLAN PRovi- 
sIOoNS.—For purposes of determining whether the employee stock 
ownership plans of Conrail meet the qualifications of sections 401 
and 501 of the Internal Revenue Code of 1954— 

(1) the limits of section 415 of such Code (relating to limita- 
tions on benefits and contributions under qualified plans) shall 
not apply with respect to interests in stock transferred pursuant 
to this Act or a law heretofore enacted, and 
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(2) the 2-year waiting period for withdrawals shall not apply 
to withdrawals of amounts (or shares) in participants accounts 
in connection with the public sale. 

(e) DEFINITIONS.—For purposes of this section— 

(1) Conrait.—The term “Conrail” means the Consolidated 
Rail Corporation. Such term includes any corporation which 
was a subsidiary of Conrail immediately before the public sale. 

(2) PuBLic SALE.—The term “public sale” means the sale of 
stock in Conrail pursuant to a public offering under the Conrail 
Privatization Act. If there is more than 1 public offering under Ante, p. 1892. 
such Act, such term means the sale pursuant to the initial 
public offering under such Act. 

(3) SecrETARY.—The term “Secretary” means the Secretary of 
the Treasury or his delegate. 


PART IV—TAX ON PETROLEUM AND OIL SPILL 
LIABILITY TRUST FUND 


Subpart A—Tax Provisions if Superfund Amendments 
Not Enacted 


SEC. 8031. TAX ON PETROLEUM. 


(a) IN GENERAL.—Subsections (a) and (b) of section 4611 of the 
Internal Revenue Code of 1954 (relating to environmental tax on 
petroleum) are each amended by striking out “of 0.79 cent a barrel” Ante, p. 1761; 
and inserting in lieu thereof “at the rate specified in subsection (c)’”’. post, p. 1956. 
(b) INCREASE IN Tax.—Section 4611 of such Code is amended by 


redesignating subsections (c) and (d) as subsections (d) and (e), 
respectively, and by inserting after subsection (b) the following new 
subsection: 
“(c) RATE or TAx.— 
“(1) In GENERAL.—The rate of the taxes imposed by this 
section is the sum of— 
“(A) the Hazardous Substance Superfund financing rate, 


and 
“(B) the Oil Spill Liability Trust Fund financing rate. 
“(2) Rates.—For purposes of a (w— 
“(A) the Hazardous Substance Superfund financing rate 
is 0.79 cent a barrel, and 
“(B) the Oil Spill Liability Trust Fund financing rate is 
1.3 cents a barrel.” 

(c) Creprr AGarnst Portion oF Tax ATTRIBUTABLE TO O11 SPILL 
Rate.—Section 4612 of such Code (relating to definitions and special Anite, p. 1761. 
rules) is amended by redesignating subsection (c) as subsection (d) 
and by inserting after subsection (b) the following new subsection: 

“(c) Crepir AGAINST PorTION OF TAX ATTRIBUTABLE TO Or SPILL 
Rate.—There shall be allowed as a credit against so much of the tax 
imposed by section 4611 as is attributable to the Oil Spill Liability 
Trust Fund financing rate for any period an amount equal to the 
excess of— 

“(1) the sum of— 

“(A) the aggregate amounts paid by the taxpayer before 
January 1, 1987, into the Deepwater Port Liability Trust 
a and the Offshore Oil Pollution Compensation Fund, 
an 
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“(B) the interest accrued on such amounts before such 
date, over 

“(2) the amount of such payments taken into account under 
this subsection for all prior periods.” 

(d) CONFORMING AMENDMENTS.— 

(1) Subsection (e) of section 4611 of such Code (relating to 
application of taxes), as redesignated by subsection (b), is 
amended to read as follows: 

“(e) APPLICATION OF TAXES.— 

“(1) SUPERFUND RATE.—The Hazardous Substance Superfund 
financing rate under subsection (c) shall not apply after Septem- 
ber 30, 1985. 

“(2) OIL SPILL RATE.— 

“(A) IN GENERAL.—Except as provided in earperneresh 
(C), the Oil Spill Liability Trust Fund financing rate under 
subsection (c) shall apply on and after the commencement 
date and before January 1, 1992. 

“(B) COMMENCEMENT DATE.— 

“(i) IN GENERAL.—For purposes of this paragraph, the 
term ‘commencement date’ means the later of— 

“(I) February 1, 1987, or 

“(ID the 1st day of the lst calendar month begin- 
ning more than 30 days after the date of the 
enactment of qualified authorizing legislation. 

“(ii) QUALIFIED AUTHORIZING LEGISLATION.—For pur- 
poses of clause (i), the term ‘qualified authorizing legis- 
lation’ means any law enacted before September 1, 
1987, which is substantially identical to subtitle E of 
title VI, or subtitle D of title VII, of H.R. 5300 of the 
99th Congress as passed the House of Representatives. 

“(C) No TAX IF AMOUNTS COLLECTED EXCEED $300,000,000.— 

“(i) ESTIMATES BY SECRETARY.—The Secretary as of 
the close of each calendar quarter (and at such other 
times as the Secretary determines appropriate) shall 
make an estimate of the amount of taxes which will be 
collected under this section (to the extent attributable 
to the Oil Spill Liability Trust Fund financing rate) 
during the period beginning on the commencement 
date and ending on December 31, 1991. 

“(ii) TERMINATION IF $300,000,000 CREDITED BEFORE 
JANUARY 1, 1992.—If the Secretary estimates under 
clause (i) that more than $300,000,000 will be credited 
to the Fund before January 1, 1992, the Oil Spill Liabil- 
ity Trust Fund financing rate shall not apply after the 
date on which (as estimated by the Secretary) 
$300,000,000 will be so credited to the Fund.” 

(2) Subsection (c) of section 4661 of such Code (relating to 

Post, p. 1958. —— of tax on certain chemicals) is amended to read as 
ollows: 
“(c) TERMINATION.—The tax imposed by this section shall not 
apply after September 30, 1985.” 

(3) Paragraph (1) of section 221(b) of the Hazardous Substance 
Ante, p. 1774. Response Revenue Act of 1980 (relating to transfers to Response 
Trust Fund) is amended by adding at the end thereof the 

following: 
“In the case of the tax imposed by section 4611, ee 
(A) shall apply only to so much of such tax as is attributable to 
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the Hazardous Substance Superfund financing rate under sec- 
tion 4611(c).” 
(e) EFFECTIVE DATE.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall take effect on the 
commencement date (as defined in section 4611(e\(2) of the 
Internal Revenue Code of 1954, as added by this section). Ante, p. 1956. 

(2) COORDINATION WITH SUPERFUND REAUTHORIZATION.—The 
amendments made by this section shall not take effect if the 
— Amendments and Reauthorization Act of 1986 is Ante, p. 1613. 
enacted. 


Subpart B—Tax Provisions If Superfund Amendments 
Enacted 


SEC. 8032. INCREASE IN ENVIRONMENTAL TAX ON PETROLEUM. 


(a) In GENERAL.—Subsection (c) of section 4611 of the Internal 
Revenue Code of 1954 (relating to environmental tax on petroleum), Ante, pp. 1761, 
as amended by the Superfund Amendments and Reauthorization 1955. 
Act of 1986, is amended to read as follows: 

“(c) RATE oF TAx.— 

“(1) IN GENERAL.—The rate of the taxes imposed by this 
section is the sum of— 
ae the Hazardous Substance Superfund financing rate, 
an 
“(B) the Oil Spill Liability Trust Fund financing rate. 
“(2) Rates.—For purposes of paragraph (1)— 
“(A) the Hazardous Substance Superfund financing rate 
is— 
“(i) except as provided in clause (ii), 8.2 cents a 
barrel, and 
“(ii) 11.7 cents a barrel in the case of the tax imposed 
by subsection (a\(2), and 
“(B) the Oil Spill Liability Trust Fund financing rate is 
1.3 cents a barrel.” 

(b) CrepiT AGAINST PorTION OF TAX ATTRIBUTABLE TO O1L SPILL 
RaTE.—Section 4612 of such Code (relating to definitions and special Ante, pp. 1761, 
rules), as so amended, is amended by redesignating subsection (d) as 1955. 
subsection (e) and by inserting after subsection (c) the following new 
subsection: 

“(d) Crepit AGAINST PorTION OF TAX ATTRIBUTABLE TO O1L SPILL 
Rate.—There shall be allowed as a credit against so much of the tax 
imposed by section 4611 as is attributable to the Oil Spill Liability 
Trust Fund financing rate for any period an amount equal to the 
excess of— 

“(1) the sum of— 
“(A) the aggregate amounts paid by the taxpayer before 
January 1, 1987, into the Deepwater Port Liability Trust 
Fund and the Offshore Oil Pollution Compensation Fund, 


“(B) the interest accrued on such amounts before such 
date, over 
“(2) the amount of such payments taken into account under 
this subsection for all prior periods.” 
(c) CONFORMING AMENDMENTS.— 
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Ante, pp. 1761, (1) Subsection (e) of section 4611 of such Code (relating to 
1955. application of taxes), as so amended, is amended— 
(A) in the subsection heading by striking out “Taxes” and 
inserting in lieu thereof “Hazarpous SUBSTANCE 
SUPERFUND FINANCING RATE”, 
(B) in paragraph (1) by striking out “the taxes imposed by 
this section” and inserting in lieu thereof “the Hazardous 
Substance Superfund financing rate under this section”, 
(C) in paragraphs (2) and (3A) after “this section” by 
inserting “(to the extent attributable to the Hazardous 
Substance Superfund financing rate)”, and 
(D) in bce ee weg (3B) by striking out “no tax shall be 
imposed under this section” and inserting in lieu thereof 
“the Hazardous Substance Superfund financing rate under 
this section shall not apply”. 
(2) Section 4611 of such e, as so amended, is amended by 
adding at the end thereof the following new subsection: 
“(f) APPLICATION OF Or Spitu LiaBitity Trust Funp FINANCING 


“(1) IN GENERAL.—Except as provided in paragraph (3), the Oil 
Spill Liability Trust Fund financing rate under subsection (c) 
shall apply on and after the commencement date and before 
January 1, 1992. 

“(2) COMMENCEMENT DATE.— 

“(A) IN GENERAL.—For purposes of this subsection, the 
term ‘commencement date’ means the later of— 

“(i) February 1, 1987, or 

“(ii) the 1st day of the lst calendar month beginning 
more than 30 days after the date of the enactment of 
qualified authorizing legislation. 

“(B) QUALIFIED AUTHORIZING LEGISLATION.—For purposes 
of subparagraph (A), the term ‘qualified authorizing legisla- 
tion’ means any law enacted before September 1, 1987, 
which is substantially identical to subtitle E of title VI, or 
subtitle D of title VIII, of H.R. 5300 of the 99th Congress as 
passed the House of Representatives. 

“(3) No TAX IF AMOUNTS COLLECTED EXCEED $300,000,000.— 

“(A) EsTIMATES BY SECRETARY.—The Secretary as of the 
close of each calendar quarter (and at such other times as 
the Secretary determines appropriate) shall make an esti- 
mate of the amount of taxes which will be collected under 
this section (to the extent attributable to the Oil Spill 
Liability Trust Fund financing rate) during the period 
beginning on the commencement date and ending on 
December 31, 1991. 

“(B) TERMINATION IF $300,000,000 CREDITED BEFORE JANU- 
ARY 1, 1992.—If the Secretary estimates under subpara- 
graph (A) that more than $300,000,000 will be credited to 
the Fund before January 1, 1992, the Oil Spill Liability 
Trust Fund financing rate shall not apply after the date on 
which (as estimated by the Secretary) $300,000,000 will be 
so credited to the Fund.” 

(3) Sections 466l(c) and 4671(e) of such Code (relating to 
Ante, pp. 1761, termination of environmental taxes) are each amended by strik- 
1956. ing out “no tax is imposed under section 4611(a)” and inserting 

in lieu thereof “the Hazardous Substance Superfund financing 
rate under section 4611 does not apply”. 
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(4) Subsection (b) of section 9507 of such Code (relating to Infra; post, p. 
transfers to Superfund) is amended by adding at the end thereof 1962. 
the following: 
“In the case of the tax imposed by section 4611, paragraph (1) shall 
apply only to so much of such tax as is attributable to the Hazardous 
Substance Superfund financing rate under section 4611(c).” Ante, pp. 1955, 
(d) ErFective DatTEe.— 1957. 

(1) In ee eee provided in paragraph (2), the 26 USC 4611 
amendments made by this section shall take effect on the 
commencement date (as defined in section 4611(f(2) of the 
Internal Revenue Code of 1954, as added by this section). Ante, p. 1958. 

(2) CoORDINATION WITH SUPERFUND REAUTHORIZATION.—The 
amendments made by this section shall take effect only if the 
ry Amendments and Reauthorization Act of 1986 is Ante, p. 1613. 
enacted. 


Subpart C—Oil Spill Liability Trust Fund 


SEC. 8033. OIL SPILL LIABILITY TRUST FUND. 


(a) In GENERAL.—Subchapter A of chapter 98 of the Internal 
Revenue Code of 1954 (relating to establishment of trust funds) is Post, p. 2095; 26 
amended by adding after section 9506 the following new section: USC 9501. 


“SEC. 9507. OIL SPILL LIABILITY TRUST FUND. rhe es 1962; 


“(a) CREATION OF Trust Funp.—There is established in the Treas- 
ury of the United States a trust fund to be known as the ‘Oil Spill 
Liability Trust Fund’, consisting of such amounts as may be appro- 
priated or credited to such Trust Fund as provided in this section or 
section 9602(b). 

“(b) TRANSFERS TO TRUsT FuND.—There are hereby appropriated 
to the Oil Spill Liability Trust Fund amounts equivalent to— 

“(1) taxes received in the Treasury under section 4611 (relat- 
ing to environmental tax on petroleum) to the extent attrib- 
utable to the Oil Spill Liability Trust Fund financing rate under 
section 4611(c), 

“(2) amounts recovered, collected, or received under subtitle A 
= the Comprehensive Oil Pollution Liability and Compensation 

ct. 


“(3) amounts remaining (on the 1st day the Oil Spill Liability 
Trust Fund financing rate under section 4611(c) applies) in the 
Deep Water Port Liability Fund established by section 18(f) of 
the Deep Water Port Act of 1974, 33 USC 1517. 
“(4) amounts remaining (on such date) in the Offshore Oil 
Pollution Compensation Fund established under section 302 of 
oo Outer Continental Shelf Lands Act Amendments of 1978, 43 USC 1812. 
an 
“(5) amounts credited to such trust fund under section 311(s) 
of the Federal Water Pollution Control Act. 33 USC 1321. 
ITURES.— 
“(1) GENERAL EXPENDITURE PURPOSES.— 
“(A) IN GENERAL.—Amounts in the Oil Spill Liability 
Trust Fund shall be available, as provided in appropriation 
Acts, only for purposes of making expenditures for— 
“(i) the payment of removal costs described in the 
Comprehensive Oil Pollution Liability and Compensa- 
tion Act, 
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“(ii) the payment of claims under the Comprehensive 
Oil Pollution Liability and Compensation Act for 
damage which is not otherwise compensated, 

“(iii) carrying out subsections (c), (d), (i), and (1) of 

33 USC 1321. section 311 of the Federal Water Pollution Control Act 
with respect to any discharge of oil (as defined in such 
section), 

+, v)carryin g as section = of i eat - the 

as Act relating to oil pollution or the substan- 
wae wt a threat of oil pollution, 

“(v) the payment of all expenses of administration 
incurred by the Federal Government under the Com- 
prehensive Oil Pollution Liability and Compensation 
Act, and 

“(vi) the payment of contributions to the Inter- 
national Fund under such Act. 

For purposes of this subpernaee. references to the Com- 
prehensive Oil Pollution ility and Compensation Act 
shall be treated as references to qualified authorizing legis- 
Ante, pp. 1761, lation (as defined in section 4611). 
1955. “(B) SPECIAL RULES.— 

“(i) PAYMENTS TO GOVERNMENTS ONLY FOR REMOVAL 
COSTS AND NATURAL RESOURCE DAMAGE ASSESSMENTS 
AND CLAIMS.—Except in the case of payments described 
in subparagraph (Av), amounts shall be available 
under subparagraph (A) for payments to any govern- 
ment only for— 

“(I) removal costs and natural resource damage 
assessments and claims, and 

“(ID administrative expenses related to such 
costs, assessments, or claims. 

“Gii) RESTRICTIONS ON CONTRIBUTIONS TO INTER- 
NATIONAL FUND.—Under regulations prescribed by the 
Secretary, amounts shall be available under sub 
graph (A) with respect to any contribution to the Inter- 
national Fund only in proportion to the portion of such 
fund used for a purpose for which amounts may be paid 
from the Oil Spill Liability Trust Fund. 

“(2) LIMITATIONS ON EXPENDITURES.— 

“(A) $500,000,000 PER INCIDENT, ETC.—The maximum 
amount which may be paid from the Oil Spill Liability 
Trust Fund with respect to— 

- any single incident shall not exceed $500,000,000, 


“(ii) natural resource damage assessments and claims 
in connection with any single incident shall not exceed 
$250,000,000. 

““B) $30,000,000 minIMUM BALANCE.—Except in the case 
of payments described in paragraph (1XA\i), a payment 
ay be made from such Trust d only if the amount in 
such Trust Fund after such payment will not be less than 

$30,000,000. 

“(d) AutHoriry To Borrow.— 
Appropriation “(1) IN GENERAL.—There are authorized to be ap <i srg to 
authorization. the Oil Spill Liability Trust Fund, as repayable advances, such 
sums 6 — be necessary to carry out the purposes of such 
Trust Fund. 
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“(2) LIMITATION ON AMOUNT OUTSTANDING.—The maximum 
aggregate amount of repayable advances to the Oil Spill Liabil- 
ity Trust Fund which is outstanding at any one time shall not 
exceed $500,000,000. 

“(3) REPAYMENT OF ADVANCES.— 

“(A) IN GENERAL.—Advances made to the Oil Spill Liabil- 
ity Trust Fund shall be repaid, and interest on such ad- 
vances shall be paid, to the general fund of the Treasury 
when the Secretary determines that moneys are available 
for such purposes in such Fund. 

“(B) FINAL REPAYMENT.—No advance shall be made to the 
Oil Spill Liability Trust Fund after December 31, 1991, and 
= advances to such Fund shall be repaid on or before such 

ate. 

“(C) RaTE OF INTEREST.—Interest on advances made 
pursuant to this subsection shall be— 

“(i) at a rate determined by the Secretary of the 
Treasury (as of the close of the calendar month preced- 
ing the month in which the advance is made) to be 
equal to the current average market yield on outstand- 
ing marketable obligations of the United States with 
remaining periods to maturity comparable to the 
anticipated period during which the advance will be 
outstanding, and 
“(ii) compounded annually. 
“(e) LIABILITY OF THE UNrTED States LIMITED TO AMOUNT IN TRUST 
UND.— 

“(1) GENERAL RULE.—Any claim filed against the Oil Spill 
Liability Trust Fund may be paid only out of such Trust Fund. 

“(2) COORDINATION WITH OTHER PROVISIONS.—Nothing in the 
Comprehensive Oil Pollution Liability and Compensation Act 
(or in any amendment made by such Act) shall authorize the 
payment by the United States Government of any amount with 
respect to any such claim out of any source other than the Oil 
Spill Liability Trust Fund. 

“(3) ORDER IN WHICH UNPAID CLAIMS ARE TO BE PAID.—If at any 
time the Oil Spill Liability Trust Fund has insufficient funds (or 
is unable by reason of subsection (cX(2)) to pay all of the claims 
out of such Trust Fund at such time, such claims shall, to the 
extent permitted under paragraph (1) and such subsection, be 
paid in full in the order in which they were finally determined.” 

(b) CLERICAL AMENDMENT.—The table of sections for subchapter A 
of chapter 98 of such Code is amended by adding after the item 
relating to section 9506 the following new item: 

“Sec. 9507. Oil Spill Liability Trust Fund.” 

(c) Errective DaTe.— 26 USC 9509. 

(1) IN GENERAL.—The amendments made by this section shall 
take effect on the commencement date (as defined in section 
4611 of the Internal Revenue Code of 1954, as amended by this —_ pp. 1761, 
part). , 

(2) COORDINATION WITH SUPERFUND REAUTHORIZATION.—If the 
Superfund Amendments and Reauthorization Act of 1986 is Ante, p. 1613. 
enacted— 

(A) subsection (a) of this section shall be applied by 
substituting “section 9508” for “section 9506”, 
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Ante, p. 1959. 


Post, p. 2095; 
26 USC 901. 


22 USC 2751 
note. 


Terrorism. 
Ante, p. 874. 


(B) section 9507 of the Internal Revenue Code of 1954, as 
added by this section, is hereby redesignated as section 9509 
of such Code, and 

(C) in lieu of the amendment made by subsection (b), the 
table of sections for subchapter A of chapter 98 of such Code 
is amended by adding after the item relating to section 9508 
the following new item: 


“Sec. 9509. Oil Spill Liability Trust Fund.” 


PART V—DENIAL OF CERTAIN TAX BENEFITS 
WITH RESPECT TO ACTIVITIES IN CERTAIN 
FOREIGN COUNTRIES 


SEC. 8041. DENIAL OF CERTAIN TAX BENEFITS WITH RESPECT TO ACTIVI- 
TIES IN CERTAIN FOREIGN COUNTRIES. 


(a) DENIAL OF ForEIGN Tax Crepit.—Section 901 of the Internal 
Revenue Code of 1954 (relating to taxes of foreign countries and of 
possessions of the United States), as amended by the Tax Reform 
Act of 1986, is amended by redesignating subsection (j) as subsection 
(k) and by inserting after subsection (i) the following new subsection: 

“(j) DENIAL OF FoREIGN Tax Crepit, Erc., With REsPEcT To CER- 
TAIN FOREIGN COUNTRIES.— 

“(1) IN GENERAL.—Notwithstanding any other provision of 
this part— 

“(A) no credit shall be allowed under subsection (a) for 
any income, war profits, or excess profits taxes paid or 
accrued (or deemed paid under section 902 or 960) to any 
country if such taxes are with respect to income attrib- 
utable to a period to which this subsection applies to such 
country, an 

“(B) subsections (a), (b), and (c) of section 904 and sections 
902 and 960 shall be applied separately with respect to 
income attributable to such a period from sources within 
any country so identified. 

“(2) COUNTRIES TO WHICH SUBSECTION APPLIES.— 

“(A) IN GENERAL.—This subsection shall apply to any 
foreign country— 

“(i) the government of which the United States does 
not recognize, unless such government is otherwise 
eligible to purchase defense articles or services under 
the Arms Export Control Act, 

“(ii) with respect to which the United States has 
severed diplomatic relations, 

“(iii) with respect to which the United States has not 
severed diplomatic relations but does not conduct such 
relations, or 

“(iv) which the Secretary of State has, pursuant to 
section 6(j) of the Export Administration Act of 1979, 
as amended, designated as a foreign country which 
repeatedly provides support for acts of international 
terrorisms. 

“(B) PERIOD FOR WHICH SUBSECTION APPLIES.—This subsec- 
tion shall apply to any foreign country described in 
subparagraph (A) during the period— 

“(i) beginning on the later of— 
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“() January 1, 1987, or 
“() 6 months after such country becomes a 
country described in a (A), and 
“(ii) roe om the date the Secretary of State cer- 
tifies to the Secretary of the Treasury that such coun- 
try is no longer described in subparagraph (A). 

“(3) TAXES ALLOWED AS A DEDUCTION.—Section 275 shall not 
apply to any tax which is not allowable as a credit under 
subsection (a) by reason of this subsection. 

“(4) REGULATIONS.—The Secretary shall prescribe such regu- 
lations as may be necessary or appropriate to carry out the 
purposes of this subsection, including regulations which treat 
income paid through 1 or more entities as derived from a 
foreign country to which this subsection applies if such income 
was, without regard to such entities, derived from such 
country.” 

(b) DENIAL OF DEFERRAL OF INCOME.— 

(1) GENERAL RULE.—Section 952(a) of such Code (defining 
subpart F income) is amended— 

(A) by striking out “and” at the end of paragraph (3), by 
striking out the period at the end of paragraph (4) and 
inserting in lieu thereof “, and’, and by inserting imme- 
diately after paragraph (4) the following new paragraph: 

“(5) the income of such corporation derived from any foreign 
country during any period during which section 901(j) applies to 
such foreign country.”, and 

(B) by adding at the end eet the following sentence: 
“For purposes o “ier 2 (5), the income described 
therein shall be under regulations prescribed by 
the Secretary, so as to take into account deductions (inclu 
ing taxes) properly allocable to such income.” 

(2) INCOME DERIVED FROM FOREIGN COUNTRY.—Section 952 of 
such Code (defining subpart F income), as amended by the Tax 
Reform Act of 1986, is amended by adding at the end thereof the Post, p. 2095. 
following new subsection: 

“(d) Income Derivep From ForeiGn Country.—The Secretary Regulations. 
shall prescribe such regulations as may be necessary or appropriate 
to carry out the purposes of subsection (a5), including regulations 
which treat income paid through 1 or more entities as derived from 
a foreign country to which section 901(j) applies if such i income was, 
without regard to such entities, derived from such country.” 

(c) Errective Date.—The amendments made by this section shall 26 USC 901 note. 
take effect on January 1, 1987. 


PART VI—APPROPRIATIONS FOR IRS 
ENFORCEMENT 


SEC. 8051. APPROPRIATIONS FOR IRS ENFORCEMENT. 


For purposes of reconciliation, in order to provide for an accurate 
estimate of revenue raised by increased appropriations for the 
Internal Revenue Service, the enacted appropriations measure 
providing funding for the Internal Revenue Service for the fiscal 

ear ending September 30, 1987, will include the following ae 
re for ‘ Salaries and Expenses”, $95,147,000; for “Processing Tax 
Returns”, $1,332,902,000; for “Kxaminations and Agueele®, 
$1,623,162,000; and for “Investigation, Collection, and Taxpayer 
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Post, p. 2095; 
26 USC 4251. 


Post, p. 2095; 


26 USC 168 note. 


Iowa. 


Post, p. 2095; 
26 USC 42. 


26 USC 42 note. 


Post, p. 2095. 


Service’’, $1,196,581,000: Provided, That the allocation to the Senate 
Committee on Appropriations pursuant to section 302(a) of the 
Budget Act, as amended, under Senate Concurrent Resolution 120, 
the concurrent resolution on the budget for fiscal year 1987, is 
increased by $300,000,000 in both new budget authority and outlays. 


PART VII—STUDY OF COMMUNICATION SERV- 
ICES NOT SUBJECT TO FEDERAL EXCISE TAX 


SEC. 8061. STUDY OF COMMUNICATION SERVICES NOT SUBJECT TO 
FEDERAL EXCISE TAX. 


(a) In GENERAL.—The Secretary of the Treasury or his delegate 
shall conduct a study of communication services which are exempt 
from the tax imposed by section 4251 of the Internal Revenue Code 
of 1954 by reason of being a private communication service (as 
defined in section 4252(d) of such Code) or by reason of a specific 
exemption from such tax under section 4253 of such Code. Such 
study shall include an estimate of the reduction in tax revenues by 
reason of each such exemption, shall describe the types of persons 
which benefit from each such exemption, and a method under which 
such tax could be extended to private communication services (as so 
defined). In conducting such study, the Secretary of the Treasury or 
his delegate shall consult with the Secretary of Commerce and the 
Chairman of the Federal Communications Commission. 

(b) Report.—The report of the study under subsection (a) shall be 
submitted, not later than June 30, 1987, to the Committee on Ways 
and Means of the House of Representatives and the Committee on 
Finance of the Senate. 


PART VIII—AMENDMENTS RELATED TO TAX 
REFORM ACT OF 1986 


SEC. 8071. TREATMENT OF CERTAIN TRUCKS, ETC. 


Subsection (a) of section 204 of the Tax Reform Act of 1986 
(relating to additional transitional rules) is amended by adding at 
the end thereof the following new paragraph: 

“(40) CERTAIN TRUCKS, ETC.—The amendments made by sec- 
tion 201 shall not apply to trucks, tractor units, and trailers 
which a privately held truck leasing company headquartered in 
Des Moines, Iowa, contracted to purchase in September 1985 but 
only to the extent the aggregate reduction in Federal tax liabil- 
ity by reason of the application of this paragraph does not 
exceed $8,500,000.” 


SEC. 8072. APPLICATION OF AT-RISK RULES TO LOW-INCOME HOUSING 
CREDIT. 


(a) In GENERAL.—Paragraph (1) of section 42(k) of the Internal 
Revenue Code of 1986 (relating to low-income housing credit), as 
added by the Tax Reform Act of 1986, is amended by striking out 
“subparagraph (DXivX1)” and inserting in lieu thereof “subpara- 
graphs (DXiiXID and (DXivXD”. 

(b) ErrecttveE Date.—The amendment made by subsection (a) 
shall take effect as if included in the amendment made by secti -n 
252(a) of the Tax Reform Act of 1986. 
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SEC. 8073. TREATMENT OF CERTAIN RURAL HOUSING FOR PURPOSES OF 
TRANSITIONAL RULE FOR LOW-INCOME HOUSING. 


(a) In GENERAL.—Subsection (d) of section 502 of the Tax Reform 
Act of 1986 (defining qualified investor) is amended by adding at the 
end thereof the following new paragraph: 

“(4) SPECIAL RULE FOR CERTAIN RURAL HOUSING.—In the case 
“a interest in a qualified low-income housing project 
which— 

“(A) is assisted under section 515 of the Housing Act of 

1949 (relating to the Farmers’ Home Administration Pro- 

gram), and 42 USC 1485. 
“(B) is located in a town with a population of less than 

10,000 and which is not part of a metropolitan statistical 


area, 

paragraph (1B) shall be applied by substituting ‘35 percent’ for 

‘50 percent’ and subsection (b\(1) shall be applied by substituting 

‘5th taxable year’ for ‘6th taxable year’. The preceding sentence 

shall not apply to any interest unless, on December 31, 1986, at 

least one-half of the number of payments required with respect 

to such interest remain to be paid. 

(b) ErrectivE Date.—The amendment made by subsection (a) 26 USC 469 note. 

shall take effect as if included in section 502 of the Tax Reform Act 
of 1986 on the date of its enactment. 


PART IX—COORDINATION WITH OTHER 
PROVISIONS 


SEC. 8081. COORDINATION WITH OTHER PROVISIONS. 26 USC 1 note. 


Nothing in any provision of this Act (other than this title) shall be Taxes. 
construed as— 
(1) imposing any tax (or exempting any person or property 
from any tax), 
(2) establishing any trust fund, or 
(3) authorizing amounts to be expended from any trust fund. 


Subtitle B—Customs Revenues 


SEC. 8101. CUSTOMS USER FEES FOR THE PROCESSING OF MERCHANDISE 
ENTRIES. 


(a) AMOUNT OF FEE.—Subsection (a) of section 13031 of the Consoli- 
dated Omnibus Budget Reconciliation Act of 1985 (19 U.S.C. 58c(a)) 
is amended by adding at the end thereof the following new 
paragraphs: 
“(9) For the processing of any merchandise (other than an 
article that is— 
“(A) provided for in schedule 8 of the Tariff Schedules of 
the United States, 19 USC 1202 
“(B) a product of an insular possession of the United note. 
States, or 
“(C) a product of any county listed in General Headnote 
3(eXvi) or (vii) of such Schedules) 
that is formally entered, or withdrawn from warehouse for 
consumption— 
““i) after November 30, 1986, and 
“(ii) before October 1, 1987; 
a fee in an amount equal to 0.22 percent ad valorem. 
“(10) For the processing of any merchandise (other than an 
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19 USC 1401a. 


Federal 
Register, 
publication. 


article described in subparagraph (A), (B), or (C) of paragraph 
(9)) that is formally entered, or withdrawn from warehouse for 
consumption, during any fiscal year occurring after Septem- 
ber 30, 1987; a fee in an amount equal to the lesser of— 
“(A) 0.17 percent ad valorem, or 
“(B) an ad valorem rate which the Secretary of the 
Treasury estimates will provide a total amount of revenue 
during the fiscal year equal to— 

“(i) the total amount authorized to be appropriated 
for such fiscal year to the United States Customs Serv- 
ice for salaries and expenses incurred in conducting 
commercial operations during such fiscal year, reduced 


“(ii) the excess, if any, of— 

“(I) the total amount authorized to be appro- 
priated for such salaries and expenses for such 
fiscal year, over 

“(ID the total amount actually appropriated for 
such salaries and expenses for such fiscal year; 

except that if appropriations are not authorized for a fiscal year, 
the fee imposed under this paragraph with respect to that year 
shall be in an amount equal to 0.17 percent ad valorem.”. 

(b) REDUCTION IN AMOUNT OF FEE.—Subsection (b) of section 13031 
of the Consolidated Omnibus Budget Reconciliation Act of 1985 is 
amended by adding at the end thereof the following new 
paragraphs: 

“(8)(A) The fee charged under subsection (a)(9) or (10) with respect 
to the processing of merchandise shall— 

“(i) be paid by the importer of record of the merchandise; and 
“(ii) be based on the value of the merchandise as determined 
under section 402 of the Tariff Act of 1930. 

“(B\i) By no later than the date that is 5 days after the date on 
which any funds are appropriated to the United States Customs 
Service for salaries or expenses incurred in conducting commercial 
operations, the Secretary of the Treasury shall determine the ad 
valorem rate of the fee charged under subsection (a\(10) and shall 
publish the determination in the Federal Register. Such ad valorem 
rate shall apply with respect to services provided for the processing 
of entries, and withdrawals from warehouse, for consumption made 
after the date that is 60 days after the date of such determination. 

“(ii) No determination is required under clause (i) with respect to 
an appropriation to the United States Customs Service if the funds 
appropriated are available for less than 60 days. 

“(9) The Secretary may reduce by an amount he considers equi- 
table the fees charged under subsection (a) for the processing of 
merchandise entries at facilities at which users reimburse the 
United States Customs Service, pursuant to section 9701 of title 31, 
United States Code, or section 236 of the Trade and Tariff Act of 
1984 (19 U.S.C. 58b), for the services that it provides at the 
facilities.” 

(c) Provision or Customs Services.—(1) Subsection (e) of section 
13031(e) of the Consolidated Omnibus Budget Reconciliation Act of 
1985 is amended by adding at the end thereof the following new 
paragraph: 

“(4) Notwithstanding any other provision of law, during any 
period when fees are authorized under subsection (a), no 
charges, other than such fees, may be collected for— 
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“(A) any cargo inspection, clearance, or other customs 
service performed (regardless whether performed outside of 
normal business hours on an overtime basis); or 

“(B) any customs personnel provided; 

in connection with the arrival or departure of any commercial 
vessel, vehicle or aircraft, or its passengers, crew, and cargo, in 
the United States.” 

(2) Paragraph (2) of such subsection (e), as amended by section 
1893 of the Tax Reform Act of 1986, is amended by striking out 

“Paragraph (1)” and inserting “This subsection”. 

(d) Customs User Fee Account.—Subsection (f) of section 13031 of 
the Consolidated Omnibus Budget Reconciliation Act of 1985 (19 
U.S.C. 58c(f)) is amended by adding at the end thereof the following 
new paragraphs: 

“(3) Except as provided in paragraph (2), all funds in the 
Customs User Fee Account shall only be available, to the extent 
provided for in appropriation Acts, for the salaries and expenses 
of the United States Customs Service incurred in conducting 
commercial operations. 

“(4) At the close of fiscal year 1988 and each even-numbered 
fiscal year occurring thereafter, the Secretary of the Treasury 
shall submit a report to the Committee on Ways and Means of 
the House of Representatives and the Committee on Finance of 
the Senate regarding how the fees imposed under subsection (a) 
should be adjusted in order that the balance of the Customs 
User Fee Account approximates a zero balance. Before making 
recommendations regarding any such adjustments, the Sec- 
retary of the Treasury shall provide adequate opportunity for 
public comment. The recommendations shall, as precisely as 
possible, propose fees which reflect the actual costs to the 
United States Government for the commercial services provided 
by the United States Customs Service.”. 

(e) TERMINATION OF FreEs.—Subsection (j) of section 13031 of the 19 USC 58c note. 
Consolidated Omnibus Budget Reconciliation Act of 1985 is Ante, p. 310. 
amended— 

(1) by striking out “provided in paragraph (2)” in paragraph 
(1) and inserting in lieu thereof ‘otherwise provided in this 
subsection”; and 

(2) by adding at the end thereof the following new paragraph: 

(3) Fees may not be charged under subsection (a) after September 
30, 1989.” 

Paragraph. (3) shall not apply to any authorization made by title IX 
of this Act. 


SEC. 8102. AUTHORIZATION OF APPROPRIATIONS FOR FISCAL YEAR 1987 
FOR THE UNITED STATES CUSTOMS SERVICE. 


Section 301 of the Customs Procedural Reform and Simplification 
Act of 1978 (19 U.S.C. 2075) is amended as follows: 
(1) Subsection (a) is amended— 
(A) by inserting “(1)” after “(a)”; and 
(B) by adding at the end thereof the following new 
paragraph: 
“(2) The authorization of the appropriations for the United States 
Customs Service for each fiscal year after fiscal year 1987 shall 
specify— 
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“(A) the amount authorized for the fiscal year for the salaries 
and expenses of the Service in conducting commercial oper- 
ations; and 

“(B) the amount authorized for the fiscal year for the salaries 
and expenses of the Service for other than commercial oper- 
ations.”; and 

(2) Subsection (b) is amended to read as follows: 

Aggecerition “(b)\(1) There are authorized to be appropriated to the Department 

authorization. of the Treasury not to exceed $1,001,180,000 for the salaries and 
expenses of the United States Customs Service for fiscal year 1987; 
of which— 

“(A) $749,131,000 is for salaries and expenses to maintain 
current operating levels, and includes such sums as may be 
necessary to complete the testing of the prototype of the auto- 
matic license plate reader program and to implement that 
program; 

“(B) $80,999,000 is for the salaries and expenses of additional 
personnel to be used in carrying out drug enforcement activi- 
ties; and 

“(C) $171,050,000 is for the operation and maintenance of the 
air interdiction program of the Service, of which— 

“(i) $93,500,000 is for additional aircraft, communications 
enhancements, and command, control, communications, 
and intelligence centers, and 

(ii) $350,000 is for a feasibility and application study for 
a low-level radar detection system in collaboration with the 
Los Alamos National Laboratory. 

“(2) No part of any sum that is appropriated under the authority 
of paragraph (1) may be used to close any port of entry at which, 
during fiscal year 1986— 

“(A) not less than 2,500 merchandise entries (including infor- 
mal entries) were made; and 

“(B) not less than $1,500,000 in customs revenues were 
assessed.”’. 


Subtitle C—Public Debt Limit and Related 
Provisions 


31 USC 3101 SEC. 8201. TEMPORARY INCREASE IN PUBLIC DEBT LIMIT. 


— During the period beginning on the date of the enactment of this 
Act and ending on May 15, 1987, the public debt limit set forth in 
subsection (b) of section 3101 of title 31, United States Code, shall be 
temporarily increased by $189,000,000,000. 


SEC. 8202. RESTORATION OF LOST INTEREST TO CERTAIN TRUST FUNDS. 


(a) GENERAL RuULE.—The Secretary of the Treasury shall pay, from 
amounts in the general fund of the Treasury not otherwise appro- 
priated, to each qualified fund on the lst normai interest payment 
date after the date of the enactment of this Act an amount equal to 
the interest payment shortfall for such fund. 

(b) QUALIFIED Funp.—For purposes of this section, the term 
“qualified fund” means any fund which is listed in Table III of the 
Monthly Statement of Public Debt issued by the Department of the 
Treasury for September 30, 1986, and which has an interest pay- 
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ment shortfall. Such term shall not include the Department of 
Defense Military Retirement Fund. 

(c) INTEREST PAYMENT SHORTFALL.—For purposes of this section, 
the term “interest payment shortfall” means, with respect to any 
fund, the reduction in the interest which would have been earned by 
such fund during the period beginning with September 30, 1986, and 
ending with the date of the enactment of this Act as the result of 
noninvestments, redemptions, and disinvestments with respect to 
such fund which occurred ae period and which would not 
have occurred if H.J. Res. 668 h Congress, 2d Session), as passed 
by the House of Representatives on June 26, 1986, had been enacted 
into law on September 30, 1986. Such amount shall be reduced by 
any payment to such fund under any other provision of law in 
respect of such lost interest. 


SEC. 8203. RESTORATION OF DEPARTMENT OF DEFENSE MILITARY 
RETIREMENT FUND. 


The Secretary of the Treasury shall immediately issue to the 
Department of Defense Mili tirement Fund x oe sll under 

chapter 31 of title 31, United States Code, which such Secretary, in 31 USC 3101 et 
consultation with the Secretary of Defense, determines would have *¢9- 

been issued to such fund on October 1, 1986, if H.J. Res. 668 (99th 

Congress, 2d session), as passed by the House of Representatives on 

June 26, 1986, had been enacted into law on September 30, 1986. 

Such obligations shall be market-based special obligations issued at 

prices, including accrued interest, prevailing for such oe or a on 

October 1, 1986. Such obligations shall be issued as of ber 1, 


1986, and the fund shall earn interest on such obligations beginning 
on October 1, 1986. Such obligations shall be substituted for obliga- 


tions which are held by such fund on the date of the enactment of 
this Act (and any uninvested balance on such date in such fund shall 
be reduced) in a manner which will ensure that, after such substi- 
tution (and reduction), the holdings of such fund will replicate to the 
maximum extent practicable the holdi which would have been 
held by such fund on such date if such H.J. Res. 668 had been 
enacted into law on September 30, 1986. 


TITLE IX—INCOME SECURITY, MEDI- 
CARE, MEDICAID, AND MATERNAL AND 
CHILD HEALTH PROGRAMS 


Subtitle A—OASDI provisions 

Subtitle B—Provisions relating to public assistance 
Subtitle C—Older Americans pension benefits 
Subtitle D—Provisions relating to medicare 

Subtitle E—Medicaid and maternal and child health 
Subtitle F—Provision relating to access to health care 


Subtitle A—OASDI Provisions 


SEC. 9001. ELIMINATION OF 3-PERCENT TRIGGER FOR COST-OF-LIVING 
INCREASES. 
(a) ELIMINATION OF TRIGGER.—Section 215(iX1\B) of the Social 


ae Act is amended by striking out “with respect to which the 42 USC 415. 
applicable increase percentage is 3 percent or more” and inserting 
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in lieu thereof “with respect to which the applicable increase 
percentage is greater than zero”. 

(b) CONFORMING AMENDMENTS.— 

(1) IN cuRRENT LAw.—Section 215(i) of such Act is further 
amended— 

(AXi) by striking out clause (i) in paragraph (2XC) and 
redesignating clauses (ii) and (iii) of such paragraph as 
clauses (i) and (ii), respectively; and 

(ii) by striking out “under clause (ii)” in clause (ii) of such 
paragraph as so redesignated and inserting in lieu thereof 
“under clause (i)”; 

(B) by inserting “and by section 9001 of the Omnibus 
Budget Reconciliation Act of 1986” after “Social Security 
Amendments of 1983” in paragraph (4); and 

(C) by striking out “because the wage increase percentage 
was less than 3 percent” in paragraph (5A\i) and inserting 
in lieu thereof “because there was no wage increase 
percentage greater than zero” 

(2) IN APPLICABLE FORMER LAW. —Section 215(i) of such Act, as 
in effect in December 1978 and applied in certain cases under 
the provisions of such Act in effect after December 1978, is 
amended— 

(A) by striking out “, by not less than 3 per centum,” in 
paragraph (1)(B); and 

(B) by striking out ‘“(C\(i) Whenever” and all that follows 
down through “(ii) Whenever” in paragraph (2XC) and 
inserting in lieu thereof “(C) Whenever”. 

(c) TECHNICAL AMENDMENT TO SMI _ Procram.—Section 
1839(f(2)A) of such Act is amended to read as follows: 

“(A) the monthly premium amount determined under subsec- 
tion (a2) for that January reduced by the amount (if any) by 
which the monthly benefit under section 202 or 223 for that 
November, after the deduction of the premium (disregarding 
subsection (b)) for that individual for that December and after 
rounding under section 215(g), would exceed the monthly benefit 
under section 202 or 223 for that December, after the deduction 
of the monthly premium amount determined under subsection 
(aX2) (disregarding subsection (b)) for that individual for that 
January and after rounding under section 215(g), or’. 

(d) Errective Date.—(1) Except as provided in paragraphs (2) and 
(3), the amendments made by this section shall apply with respect to 
cost-of-living increases determined under section 215(i) of the Social 
Security Act (as currently in effect, and as in effect in December 
1978 and applied in certain cases under the provisions of such Act in 
effect after December 1978) in 1986 and subsequent years. 

(2) The amendments made by paragraphs (1A) and (2XB) of 
subsection (b) shall apply with respect to months after September 
1986. 

(3) The amendment made by subsection (c) shall apply with re- 
spect to monthly premiums (under section 1839 of the Social Secu- 
rity Act) for months after December 1986. 


SEC. 9002. DEPOSITS OF SOCIAL SECURITY CONTRIBUTIONS BY STATE 
AND LOCAL GOVERNMENT EMPLOYERS. 


(a) RETURNS AND PayMENTs.—(1) Subchapter C of chapter 21 of 
the Internal Revenue Code of 1954 is amended by redesignating 
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section 3126 as section 3127, and by inserting after section 3125 the 
following new section: 


“SEC. 3126. RETURN AND PAYMENT BY GOVERNMENTAL EMPLOYER. W: 


“If the employer is a State or political subdivision thereof, or an 26 USC 3126. 
agency or instrumentality of any one or more of the foregoing, the 
return of the amount deducted and withheld upon any wages under 
section 3101 and the amount of the tax iaaeaed by section 3111 may 
be made by any officer or employee of such State or political 
subdivision or such agency or instrumentality, as the case may be, 
having control of the payment of such wages, or appropriately 
designated for that purpose.’ 

(2) The table of sections for subchapter C of chapter 21 of such 
Code is amended by striking out the last item and inserting in lieu 
thereof the following: 

“Sec. 3126. Return and Poe by governmental employer. 
“Sec. 3127. Short title.” 

(b) TREATMENT OF SERVICE UNDER SECTION 218 AGREEMENTS AS 
EMPLOYMENT PERFORMED BY EMPLOYEES.— 

(1) SERVICE TREATED AS EMPLOYMENT.—(A) Section 3121(bX7) of 
such Code is amended— 

(i) by striking out “; or” at the end of subparagraph (C) 
and inserting in lieu thereof a comma; 

(ii) by striking out the semicolon at the end of subpara- 
graph (D) and inserting in lieu thereof “, or ”; and 

(ili) by adding after subparagraph (D) the following new 
subparagraph: 

“(E) service included under an faperenent entered into 
pursuant to section 218 of the Social Security Act;” 

(B) Section 1402(b) of such Code is amended by striking out 

“under an agreement entered into pursuant to the provisions of 
section 218 of the Social Security Act (relating to coverage of 
State employees), or” in the flush sentence immediately follow- 
ing paragraph (2). 

(2) INDIVIDUAL PERFORMING SERVICES TREATED AS EMPLOYEE.— 
(A) Section 3121(d) of such Code is amended by redesignating 
paragraph (3) as paragraph (4), and by inserting after paragraph 
(2) the following new paragraph: 

“(3) any individual who performs services that are included 
under an agreement entered into pursuant to section 218 of the 
Social Security Act; or”. 

(B) Section 3306(i) of such Code is amended by striking out 

‘subparagraphs (B) and (C) of paragraph (3)” and inserting in 
lieu eta yF ‘paragraph (3) and subparagraphs (B) and oO of 
paragrap 

(c) CONFORMING AMENDMENTS IN Sociat Securiry Act.—({1) 42 USC 418. 
Subsections (e), oh, Wi, ®, @, (q), (r), (s), (t), and (w) of section 218 of the 
Social Securit 1 Fes ed; and subsections (f), (g), (k), (1), (m), 
(n), (0), (p), and (u) olin fale section are redesignated as subsections (e), 
&, & (h), (i), @), (&), @, and (m), respectively. 

XA) Section 205(cX1 (DXi) of such Act is amended by inse 42 USC 405. 

“ag in effect prior to December 31, 1986)” after “section a18te ’ 

(B) —— 205(eX5\F Vii) of such Act is amended— 

(i) by inserting “(as in effect prior to December 31, 1986)” 
after “section 218”; and 

(ii) by inserting “(as so in effect)” after “subsection (q) of such 
section”. 
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(C) Section 218(d\6) of such Act is amended— 

(i) by striking out “subsection (f)” in subparagraph (A) and 
inserting in lieu thereof “subsection (e)”; and 

(ii) by striking out “subsection (f)(1)” in subparagraph (F) and 
inserting in lieu thereof “subsection (e)(1)”. 

(D) Section 218(d\8D) of such Act is amended by striking out 
“subsection (p)” and inserting in lieu thereof “subsection (1)”. 

(E) Section 218(e(1) of such Act (as redesignated by paragraph (1) 
of this subsection) is amended by striking out “Except as provided in 
subsection (e2), any agreement” and inserting in lieu thereof “Any 
agreement”. 

(F) Section 224(aX2)B) of such Act is amended by striking out 
“section 218(k)” and inserting in lieu thereof “section 218(g)”. 

(d) ErrectivE Date.—The amendments made by this section are 
effective with respect to payments due with respect to wages paid 
after December 31, 1986, including wages paid after such date by a 
State (or political subdivision thereof) that modified its agreement 
pursuant to the provisions of section 218(e\(2) of the Social Security 
Act prior to the date of the enactment of this Act; except that in 
cases where, in accordance with the currently applicable schedule, 
deposits of taxes due under an agreement entered into pursuant to 
section 218 of the Social Security Act would be required within 3 
days after the close of an eighth-monthly period, such 3-day require- 
ment shall be changed to a 7-day requirement for wages paid prior 
to October 1, 1987, and to a 5-day requirement for wages paid after 
September 30, 1987, and prior to October 1, 1988. For wages paid 
prior to October 1, 1988, the deposit schedule for taxes imposed 
under sections 3101 and 3111 shall be determined separately from 
the deposit schedule for taxes withheld under section 3402 if the 
taxes imposed under sections 3101 and 3111 are due with respect to 
service included under an agreement entered into pursuant to 
section 218 of the Social Security Act. 


Subtitle B—Provisions Relating to Public 
Assistance 


SEC. 9101. TARGETING UNDER INCOME AND ELIGIBILITY VERIFICATION 
SYSTEM. 


Section 1137(a\4XC) of the Social Security Act is amended by 
inserting after “payments” the following: “, and no State shall be 
required to use such information to verify the eligibility of all 
recipients”. 

SEC. 9102. ANNUAL CALCULATION OF FEDERAL PERCENTAGE FOR AFDC 
PURPOSES. 


Section 9528(c) of the Consolidated Omnibus Budget Reconcili- 
ation Act of 1985 (as added by section 9421(a) of this Act) is amended 
(effective as provided in section 9421(b))— 

(1) by striking out “payment to a State under section 1903” 
and inserting in lieu thereof “payments to States under sections 
403 and 1903”; and 

(2) by inserting “with respect to either such section” after 
“shall not apply to a State”. 
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SEC. 9103. REQUIREMENT OF STATUTORILY PRESCRIBED PROCEDURES 
TO PROHIBIT RETROACTIVE MODIFICATION OF CHILD SUP- 
PORT ARREARAGES. 


(a) IN GENERAL.—Section 466(a) of the Social Security Act is State and local 
amended by inserting immediately after paragraph (8) the following sovernments. 
new paragraph: 42 USC 666. 

“(9) Procedures which require that any payment or install- 
ment of support under any child support order, whether ordered 
through the State judicial system or through the expedited 
processes required by paragraph (2), is (on and after the date it 
is due)— 

“(A) a judgment by operation of law, with the full force, 
effect, and attributes of a judgment of the State, including 
the ability to be enforced, 

“(B) entitled as a judgment to full faith and credit in such 
State and in any other State, and 

“(C) not subject to retroactive modification by such State 
or by any other State; 

except that such procedures may permit modification with re- 
spect to any period during which there is pending a petition for 
modification, but only from the date that notice of such petition 
has been given, either directly or through the appropriate 
agent, to the obligee or (where the obligee is the petitioner) to 
the obligor.”. 

(b) Errective Date.—(1) Except as provided in paragraph (2), the 42 USC 666 note. 
amendment made by subsection (a) shall become effective on the 
date of the enactment of this Act. 

(2) In the case of a State with respect to which the Secretary of State and local 
Health and Human Services has determined that State legislation is governments. 
required in order to conform the State plan approved under part D 
of title IV of the Social Security Act to the requirements imposed by 42 USC 651. 
the amendment made by subsection (a), the State plan shall not be 
regarded as failing to comply with the requirements of such part 
solely by reason of its failure to meet the requirements imposed by 
such amendment prior to the beginning of the fourth month begin- 
ning after the end of the first session of the State legislature which 
ends on or after the date of the enactment of this Act. For purposes 
of the preceding sentence, the term “session” means a regular, 
special, budget, or other session of a State legislature. 


Subtitle C—Older Americans Pension Benefits 


SEC. 9201. PROHIBITION AGAINST DISCRIMINATION ON THE BASIS OF 
AGE IN EMPLOYEE PENSION BENEFIT PLANS. 


Section 4 of the Age Discrimination in Employment Act of 1967 
(29 U.S.C 623) is amended by adding at the end the following new 
subsection: 

“(iX1) Except as otherwise provided in this subsection, it shall be 
unlawful for an employer, an employment agency, a labor organiza- 
tion, or any combination thereof to establish or maintain an em- 
ployee pension benefit plan which requires or permits— 

“(A) in the case of a defined benefit plan, the cessation of an 
employee’s benefit accrual, or the reduction of the rate of an 
employee’s benefit accrual, because of age, or 


71-194 0 - 89 - 7: GL. 3 Part3 
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29 USC 1053. 


“(B) in the case of a defined contribution plan, the cessation of 
allocations to an employee’s account, or the reduction of the 
rate at which amounts are allocated to an employee’s account, 
because of age. 

“(2) Nothing in this section shall be construed to prohibit an 
employer, employment agency, or labor organization from observing 
any provision of an employee pension benefit plan to the extent that 
such provision imposes (without regard to age) a limitation on the 
amount of benefits that the plan provides or a limitation on the 
number of years of service or years of participation which are taken 
a account for purposes of determining benefit accrual under the 

an. 

“(3) In the case of any employee who, as of the end of any plan 
year under a defined benefit plan, has attained normal retirement 
age under such plan— 

“(A) if distribution of benefits under such plan with respect to 
such employee has commenced as of the end of such plan year, 
then any requirement of this subsection for continued accrual of 
benefits under such plan with respect to such employee during 
such plan year shall be treated as satisfied to the extent of the 
actuarial equivalent of in-service distribution of benefits, and 

“(B) if distribution of benefits under such plan with respect to 
such employee has not commenced as of the end of such year in 
accordance with section 206(aX3) of the Employee Retirement 
Income Security Act of 1974 and section 401(aX14XC) of the 
Internal Revenue Code of 1986, and the payment of benefits 
under such plan with respect to such employee is not suspended 
during such plan year pursuant to section 203(aX3XB) of the 
Employee Retirement Income Security Act of 1974 or section 
411(aX3XB) of the Internal Revenue Code of 1986, then any 
requirement of this subsection for continued accrual of benefits 
under such plan with respect to such employee during such plan 
year shall be treated as satisfied to the extent of any adjustment 
in the benefit payable under the plan during such plan year 
attributable to the delay in the distribution of benefits after the 
attainment of normal retirement age. 

The provisions of this paragraph shall apply in accordance with 
regulations of the Secretary of the Treasury. Such regulations shall 
provide for the application of the preceding provisions of this para- 
graph to all employee pension benefit plans subject to this subsec- 
tion and may provide for the application of such provisions, in the 
case of any such employee, with respect to any period of time within 
a plan year. 

“(4) Compliance with the requirements of this subsection with 
respect to an employee pension benefit plan shall constitute compli- 
ance with the requirements of this section relating to benefit 
accrual under such plan. 

“(5) Paragraph (1) shall not apply with respect to any employee 
who is a highly compensated employee (within the meaning of 
section 414(q) of the Internal Revenue Code of 1986) to the extent 
provided in regulations prescribed by the Secretary of the Treasury 
for purposes of precluding discrimination in favor of highly com- 
pensated employees within the meaning of subchapter D of chapter 
1 of the Internal Revenue Code of 1986. 

“(6) A plan shall not be treated as failing to meet the require- 
ments of paragraph (1) solely because the subsidized portion of any 
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early retirement benefit is disregarded in determining benefit 
accruals. 

“(7) Any regulations prescribed by the Secretary of the Treasury 
pursuant to clause (v) of section 411(b\1\H) of the Internal Revenue 
Code of 1986 and subparagraphs (C) and (D) of section 411(bX2) of 
such Code shall apply with respect to the requirements of this 
subsection in the same manner and to the same extent as such 
regulations apply with respect to the requirements of such sections 
411(bX 1H) and 411(bX2). 

“(8) A plan shall not be treated as failing to meet the require- 
ments of this section solely because such plan provides a normal 
retirement age described in section 3(24\B) of the Employee Retire- 
ment Income Security Act of 1974 and section 411(aX8XB) of the 
Internal Revenue Code of 1986. 

“(9) For purposes of this subsection— 

“(A) The terms ‘employee pension benefit plan’, ‘defined bene- 
fit plan’, ‘defined contribution plan’, and ‘normal retirement 
age’ have the meanings provided such terms in section 3 of the 
100. Retirement Income Security Act of 1974 (29 U.S.C. 

2) 


“(B) The term ‘compensation’ has the meaning oe by 
section 414(s) of the Internal Revenue Code of 1986.” 


SEC. 9202. BENEFIT ACCRUAL BEYOND NORMAL RETIREMENT AGE. 

(a) ERISA AMENDMENTS.— 

(1) IN GENERAL.—Subsection (a) of section 204 of the Employee 
Retirement Income Security Act of 1974 (29 U.S.C. 1054(a)) is 
amended to read as follows: 

“(a) Each pension plan shall satisfy the requirements of subsec- 
tion (bX3), and— 

“(1) in the case of a defined benefit plan, shall satisfy the 
requirements of subsection (b\1); and 

“(2) in the case of a defined contribution plan, shall satisfy the 
requirements of subsection (b\(2).”. 

(2) DEFINED BENEFIT PLANS.—Section 204(b\1) of such Act is 
amended by adding at the end thereof the following new 
subparagraph: 

“(HXi) Notwithstanding the preceding subparagraphs, a defined 
benefit plan shall be treated as not satisfying the requirements of 
this paragraph if, under the plan, an employee’s benefit accrual is 
ceased, or the rate of an employee’s benefit accrual is reduced, 
because of the attainment of any age. 

“(ii) A plan shall not be treated as failing to meet the require- 
ments of this subparagraph solely because the plan imposes (without 
regard to age) a limitation on the amount of benefits that the plan 
provides or a limitation on the number of years of service or years of 
participation which are taken into account for purposes of determin- 
ing benefit accrual under the plan. 

“(iii) In the case of any employee who, as of the end of any plan 
year under a defined benefit plan, has attained normal retirement 
age under such plan— 

“(I) if distribution of benefits under such plan with respect to 
such employee has commenced as of the end of such plan year, 
then any requirement of this subparagraph for continued ac- 
crual of benefits under such plan with respect to such employee 
during such plan year shall be treated as satisfied to the extent 
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29 USC 1056. 


29 USC 1053. 


29 USC 1054. 


of the actuarial equivalent of in-service distribution of benefits, 


d 
“(ID if distribution of benefits under such plan with respect to 
such employee has not commenced as of the end of such year in 
accordance with section 206(aX3), and the payment of benefits 
under such plan with respect to such employee is not suspended 
during such plan year pursuant to section 203(a\(3\B), then any 
requirement of this subparagraph for continued accrual of bene- 
fits under such plan with respect to such employee during such 
plan year shall be treated as satisfied to the extent of any 
adjustment in the benefit payable under the plan during such 
plan year attributable to the delay in the distribution of bene- 
fits after the attainment of normal retirement age. 
The preceding provisions of this clause shall apply in accordance 
with regulations of the Secretary of the Treasury. Such regulations 
may provide for the application of the preceding provisions of this 
clause, in the case of any such employee, with respect to any period 
of time within a plan year. 

“(iv) Clause (i) shall not apply with respect to any employee who is 
a highly compensated employee (within the meaning of section 
414(q) of the Internal Revenue Code of 1986) to the extent provided 
in regulations prescribed by the Secretary of the Treasury for 
purposes of precluding discrimination in favor of highly com- 
pensated employees within the meaning of subchapter D of chapter 
1 of the Internal Revenue Code of 1986. 

“(v) A plan shall not be treated as failing to meet the require- 
ments of clause (i) solely because the subsidized portion of any early 
retirement benefit is disregarded in determining benefit accruals. 

“(vi) Any regulations prescribed by the Secretary of the Treasury 
pursuant to clause (v) of section 411(b\(1)(H) of the Internal Revenue 
Code of 1986 shall apply with respect to the requirements of this 
subparagraph in the same manner and to the same extent as such 
regulations apply with respect to the requirements of such section 
411(bX1)D.”. 

(3) DEFINED CONTRIBUTION PLANS.—Section 204(b) of such Act 
is further amended— 
(A) by redesignating paragraphs (2) and (3) as paragraphs 
(3) and (4), respectively; and 
(B) by inserting after paragraph (1) the following new 
paragraph: 

“(2A) A defined contribution plan satisfies the requirements of 
this paragraph if, under the plan, allocations to the employee’s 
account are not ceased, and the rate at which amounts are allocated 
to the employee’s account is not reduced, because of the attainment 
of any age. 

“(B) Subparagraph (A) shall not apply with respect to any em- 
ployee who is a highly compensated employee (within the meaning 
of section 414(q) of the Internal Revenue Code of 1986) to the extent 
provided in regulations prescribed by the Secretary of the Treasury 
for purposes of precluding discrimination in favor of highly com- 
pensated employees within the meaning of subchapter D of chapter 
1 of the Internal Revenue Code of 1986. 

“(C) A plan shall not be treated as failing to meet the require- 
ments of subparagraph (A) solely because the subsidized portion of 


any early retirement benefit is disregarded in determining benefit 
accruals. 
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“(D) Any regulations prescribed by the Secretary of the Treasury Regulations. 
pursuant to subparagraphs (C) and (D) of section 411(b\(2) of the 
Internal Revenue Code of 1986 shall apply with respect to the 
requirements of this paragraph in the same manner and to the same 


extent as such regulations apply with respect to the requirements of 
such section 411(b\2).”. 


(b) IRC AMENDMENTS.— 

(1) DEFINED BENEFIT PLANS.—Section 411(b\1) of the Internal 
Revenue Code of 1986 (relating to accrued benefit requirements) 26 USC 411. 
is amended— 

(A) by striking out “GENERAL RULEs.—” and inserting in 
lieu thereof “DEFINED BENEFIT PLANS.—”; AND 

(B) by adding at the end thereof the following new 
subparagraph: 

“(H) CoNTINUED ACCRUAL BEYOND NORMAL RETIREMENT 
AGE.— 

“(i) IN GENERAL.—Notwithstanding the preceding 
subparagraphs, a defined benefit plan shall be treated 
as not satisfying the requirements of this paragraph if, 
under the plan, an employee’s benefit accrual is ceased, 
or the rate of an employee’s benefit accrual is reduced, 
because of the attainment of any age. 

“(ii) CERTAIN LIMITATIONS PERMITTED.—A plan shall 
not be treated as failing to meet the requirements of 
this subparagraph solely because the plan imposes 
(without regard to age) a limitation on the amount of 
benefits that the plan provides or a limitation on the 
number of years of service or years of participation 
which are taken into account for purposes of determin- 
ing benefit accrual under the plan. 

“(iii) ADJUSTMENTS UNDER PLAN FOR DELAYED RETIRE- 
MENT TAKEN INTO ACCOUNT.—In the case of any em- 
ployee who, as of the end of any plan year under a 
defined benefit plan, has attained normal retirement 
age under such plan— 

“(D) if distribution of benefits under such plan 
with respect to such employee has commenced as 
of the end of such plan year, then any requirement 
of this subparagraph for continued accrual of bene- 
fits under such plan with respect to such employee 
during such plan year shall be treated as satisfied 
to the extent of the actuarial equivalent of in- 
service distribution of benefits, and 

“(II if distribution of benefits under such plan 
with respect to such employee has not commenced 
as of the end of such year in accordance with 
section 401(a\14\(C), and the payment of benefits 
under such plan with res to such employee is 
not suspended during such plan year pursuant to 
subsection (aX3\B), then any requirement of this 
subparagraph for continued accrual of benefits 
under such plan with respect to such employee 
during such plan year shall be treated as satisfied 
to the extent of any adjustment in the benefit 
payable under the plan during such plan year 
attributable to the delay in the distribution of 
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benefits after the attainment of normal retirement 

age. 
The preceding provisions of this clause shall apply in 
accordance with regulations of the Secretary. Such 
regulations may provide for the application of the 
preceding provisions of this clause, in the case of any 
such employee, with respect to any period of time 
within a plan year. 

“(iv) DISREGARD OF SUBSIDIZED PORTION OF EARLY 
RETIREMENT BENEFIT.—A plan shall not be treated as 
failing to meet the requirements of clause (i) solely 
because the subsidized portion of any early retirement 
benefit is disregarded in determining benefit accruals. 

“(v) COORDINATION WITH OTHER REQUIREMENTS.—The 
Secretary shall provide by regulation for the coordina- 
tion of the requirements of this subparagraph with the 
requirements of subsection (a), sections 404, 410, and 
415, and the provisions of this subchapter preclud- 
ing discrimination in favor of highly compensated 
employees.”. 

(2) DEFINED CONTRIBUTION PLANS.—Section 411(b) of such Code 
is further amended— 

(A) by redesignating paragraphs (2) and (3) as paragraphs 
(3) and (4), respectively; and 

“(B) by inserting after paragraph (1) the following new 
paragraph: 

“(2) DEFINED CONTRIBUTION PLANS.— 

“(A) IN GENERAL.—A defined contribution plan satisfies 
the requirements of this paragraph if, under the plan, 
allocations to the employee’s account are not ceased, and 
the rate at which amounts are allocated to the employee’s 
account is not reduced, because of the attainment of any 
age. 

“(B) DISREGARD OF SUBSIDIZED PORTION OF EARLY RETIRE- 
MENT BENEFIT.—A plan shall not be treated as failing to 
meet the requirements of subparagraph (A) solely because 
the subsidized portion of any early retirement benefit is 
disregarded in determining benefit accruals. 

“(C) APPLICATION TO TARGET BENEFIT PLANS.—The Sec- 
retary shall provide by regulation for the application of the 
requirements of this paragraph to target benefit plans. 

“(D) CooRDINATION WITH OTHER REQUIREMENTS.—The Sec- 
retary may provide by regulation for the coordination of the 
requirements of this subparagraph with the requirements 
of subsection (a), sections 404, 410, and 415, and the provi- 
sions of this subchapter precluding discrimination in favor 
of highly compensated employees.”. 

(3) CONFORMING AMENDMENT.—The first sentence of section 
411(a) of such Code (relating to minimum vesting standards) is 
amended by striking out “paragraph (2) of subsection (b), and” 
and all that follows through the end thereof and inserting in 
lieu thereof “subsection (b\(3), and also satisfies, in the case of a 
defined benefit plan, the requirements of subsection (b)(1) and, 
in the case of a defined contribution plan, the requirements of 
subsection (b\(2).”. 
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SEC. 9203. TREATMENT OF INDIVIDUALS HIRED AT AGES NEAR RETIRE- 
MENT AGE. 


(a) REPEAL OF PROvISIONS PERMITTING CERTAIN PLANS TO EXCLUDE 
—_ EMPLOYEES FROM PLAN PARTICIPATION ON THE BASIS OF 

GE.— 

(1) ERISA AMENDMENT.—Section 202(aX2) of the Employee 
Retirement Income Security Act of 1974 (29 U.S.C. 1052(aX(2)) is 
amended by striking out “unless—” and all that follows and 
inserting in lieu thereof a period. 

(2) IRC AMENDMENT.—Section 410(a\(2) of the Internal Reve- 
nue Code of 1986 (relating to maximum age conditions) is Post, p. 2095; 
amended by striking out “unless—” and all that follows and 26 USC 410. 
inserting in lieu thereof a period. 

(b) DELAYED NorMAL RETIREMENT AGE FOR INDIVIDUALS COMMENC- 
ING PLAN PARTICIPATION WITHIN 5 YEARS OF ATTAINING NORMAL 
RETIREMENT AGE UNDER THE PLAN.— 

(1) ERISA AMENDMENT.—Subparagraph (B) of section 3(24) of 
the Employee Retirement Income Security Act of 1974 (29 
U.S.C. 1002(24\B)) is amended to read as follows: 

“(B) the latest of— 

“(i) the time a plan icipant attains age 65, 

“(ii) in the case of a plan participant who commences 
partic oe in the plan within 5 years before attaining 
normal retirement age under the plan, the 5th anniversary 
of the time the plan participant commences participation in 
the plan, or 

“Qii) in the case of a plan participant not described in 
clause (ii), the 10th anniversary of the time the plan partici- 
pant commences participation in the plan.”’. 


(2) IRC AMENDMENT. frye Oyo (B) of section 411(aX8) of 


the Internal Revenue Code of 1986 (relating to normal retire- 
ment age) i is amended to read as follows: 26 USC 411. 
(B) the latest of— 
“(i) the time a plan participant attains age 65, 
“(ii) in the case of a plan participant who commences 
participation in the plan within 5 years before attain- 
ing normal retirement age under the plan, the 5th 
anniversary of the time the plan participant com- 
mences participation in the plan, or 
“(iii) in the case of a plan participant not described in 
clause (ii), the 10th anniversary of the time the plan 
participant commences participation in the plan.”. 
SEC. 9204. EFFECTIVE DATE; REGULATIONS. 29 USC 628 note. 


(a) APPLICABILITY TO EMPLOYEES WITH SERVICE AFTER 1988.— 

(1) IN GENERAL.—The amendments made by sections 9201 and 
9202 shall apply only with respect to plan years beginning on or 
after January 1, 1988, and only to employees who have 1 hour of 
service in any plan year to which such amendments apply. 

(2) SPECIAL RULE FOR COLLECTIVELY BARGAINED PLANS.—In the 
case of a plan maintained pursuant to 1 or more collective 
bargaining ments between employee representatives and 1 
or more employers ratified before March 1, 1986, paragraph (1) 
shall be applied to benefits pursuant to, and individuals covered 
by, any such agreement by substituting for “January 1, 1988” 
the date of the commencement of the first plan year beginning 
on or after the earlier of— 
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(A) the later of— 
(i) January 1, 1988, or 
(ii) the date on which the last of such collective 
bargaining agreements terminate (determined without 
regard to any extension thereof after February 28, 
1986), or 
(B) January 1, 1990. 

(b) APPLICABILITY OF AMENDMENTS RELATING TO NORMAL a 
MENT AGE.—The amendments made by section 9203 shall apply onl 
with respect to plan years beginning on or after January 1, 1988, 
and only with respect to service performed on or after such date. 

(c) PLAN AMENDMENTS.—If any amendment made by this subtitle 
requires an amendment to any plan, such plan amendment shall not 
be required to be made before the first plan year beginning on or 
after January 1, 1989, if— 

(1) during the period after such amendment takes effect and 
before such first plan year, the plan is operated in accordance 
with the requirements of such amendment, and 

(2) such plan amendment applies retroactively to the period 
after such amendment takes effect and such first plan year. 

A pension plan shall not be treated as failing to provide definitel 
determinable benefits or contributions, or to be operated in accord- 
ance with the provisions of the plan, merely because it operates in 
accordance with this subsection. 

(d) INTERAGENCY CoORDINATION.—The regulations and rulings 
issued by the Secretary of Labor, the regulations and rulings issued 
by the retary of the Treasury, and the regulations and rulings 
issued by the Equal Employment Opportunity Commission pursuant 
to the amendments made by this subtitle shall each be consistent 
with the others. The Secretary of Labor, the Secretary of the 
Treasury, and the Equal Employment Opportunity Commission 
shall each consult with om others to the extent necessary to meet 
the requirements of the p: oe sentence. 

(e) FinaL REGULATIONS.—The Secretary of Labor, the Secretary of 


the Treasury, and the Equal Employment es apap ed Commission 


shall each issue before February 1, 1988, such final regulations as 


may be necessary to carry out the amendments made by this 
subtitle. 


Subtitle D—Provisions Relating to Medicare 


TABLE OF CONTENTS 


Part 1—Provisions RELATING TO MEDICARE Part A ONLY 


. Changes in inpatient hospital deductible. 


. Applicable percentage increase in payments for inpatient hospital 
services. 


. Payments for hospital capital-related costs. 
. Coverage of hospitals in Puerto Rico under a DRG prospective payment 


system. 

. Improving quality of care with respect to part A services. 

. Payments to large rural hospitals serving a disproportionate share of 
low-income patients. 

. Technical amendments and miscellaneous provisions relating to part A. 


Part 2—Provisions RELATING TO Parts A AND B 


. Periodic interim — system (PIP) for DRG hospitals and prompt 
payment for medicare providers. 


. Health maintenance organizations and competitive medical plans. 
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. Provisions relating to improvement of quality of care. 

. Direct costs of graduate medical education. 

. Payments for home health services. 

. Establishment of patient outcome assessment research program. 

. Improvements in civil monetary penalty and exclusion provisions. 

. Hospital protocols for organ procurement and standards for organ pro- 
curement agencies. 

. Medicare as secondary payer; coverage requirements for certain other 
payers. 

. Payment for services of certified registered nurse anesthetists. 

: rr amendments and miscellaneous provisions relating to parts A 
an 


BER RESEEE 


Part 3—Provisions RELATING TO MEDICARE Part B 
9331. Payment for physicians’ services. 
9332. Incentives for physician participation. 
9333. Limits on reasonable charges. 
9334. Payment for cataract surgical procedures. 
9335. Payment rates for renal services and improvements in administration of 
end stage renal disease networks and program. 
9336. Vision care. 
9337. Occupational therapy services. 
9338. Services of a physician assistant. 
9339. Payment for clinical diagnostic laboratory tests. 
9340. Payment for parenteral and enteral nutrition supplies and equipment. 
9341. Changing medicare appeal rights. 
9342. Alzheimer’s disease demonstration projects. 
9343. Payments for ambulatory surgery. 
9344. Technical amendments and miscellaneous provisions relating to part B. 


Part 4—IMPROVED REVIEW OF QUALITY BY PEER REVIEW ORGANIZATIONS 


9351. PRO review of hospital denial notices. 
9352. PRO review of inpatient hospital services and early readmission cases. 
. 9353. PRO review of quality of care. 


PART 1—PROVISIONS RELATING TO MEDICARE 
PART A ONLY 


SEC. 9301. CHANGES IN INPATIENT HOSPITAL DEDUCTIBLE. 


(a) In GENERAL.—Section 1813(b) of the Social Security Act (42 
U.S.C. 1395e(b)) is amended to read as follows: 

“(bX1) The inpatient hospital deductible for 1987 shall be $520. 
The inpatient hospital deductible for any succeeding year shall be 
an amount equal to the in nm pg“ hospital deductible for the preced- 
ing calendar year, changed by the applicable percentage increase (as 
defined in section nen which is applied under section Ante, p. 153. 
1886(d\3XA) for discharges in the fiscal year that begins on Octo- Post, p. 1983. 
ber 1 of such preceding calendar year, and adjusted to reflect changes 
in real case mix (determined on the basis of the most recent case mix 
data available). Any amount determined under the preceding sen- 
tence which is not a multiple of $4 shall be rounded to the nearest 
multiple of $4 (or, if it is midway between two multiples of $4, to the 
next higher multiple of $4). 

“(2) The Secretary shall promulgate the inpatient hospital deduct- 
ible and all coinsurance amounts under this section between 
September 1 and September 15 of the year preceding the year to 
which they will apply. 

“(3) The inpatient hospital deductible for a year shall apply to— 

“(A) the deduction under the first sentence of subsection (aX1) 
for the year in which the first day of inpatient hospita: services 
occurs in a spell of illness, and 
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note. 
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“(B) to the coinsurance amounts under subsection (a) for 
inpatient hospital services and post-hospital extended care serv- 
ices furnished in that year.”. 

(b) ErrectivE Date.—The amendment made by subsection (a) 
shall apply to inpatient hospital services and post-hospital extended 
care services furnished on or after January 1, 1987. and to the 
monthly premium (under part A of title XVIII of the Social Security 
Act) for months beginning with January 1987. 

(c) PROMULGATION OF NEw DepuctiBLe.—The Secretary of Health 
and Human Services shall provide, within 30 days after the date of 
the enactment of this Act, for the publication of the inpatient 
hospital deductible, the coinsurance amounts for inpatient hospital 
services and post-hospital extended care services and the monthly 
part A premiums for 1987, as modified under the amendment made 
by subsection (a). 


SEC. 9302. APPLICABLE PERCENTAGE INCREASE IN PAYMENTS FOR IN- 
PATIENT HOSPITAL SERVICES. 


(a) APPLICABLE PERCENTAGE INCREASE.— 

(1) IN GENERAL.—Subclause (ID) of section 1886(b\3\(BXi) of the 
Social Security Act (42 U.S.C. 1895ww(bX3\BXi)) is amended to 
read as follows: 

“(ID for fiscal year 1987, 1.15 percent, and for fiscal year 1988, 
the market basket percentage increase (as defined in clause (ii)) 
minus 2.0 percentage points, and”. 

(2) CONFORMING AMENDMENTS.—(A) Section 1886(d\3\A) of 
such Act is amended by striking “and 1986” and inserting 
“, 1986, 1987, and 1988”. 

(B) Section 1886(e)4) of such Act is amended by striking 
“determine for each fiscal year (beginning with fiscal year 
1987)” and inserting “recommend for fiscal year 1988 an appro- 
priate change factor for inpatient hospital services for dis- 
charges in that fiscal year and shall determine for each subse- 
quent fiscal year’. 

(C) Section 1866(eX5) of such Act is amended by inserting 
“recommendation or” before “determination” each place it 
appears. 

(3) EFFECTIVE DATE.—The amendment made by paragraph (1) 
shall apply to cost reporting periods beginning on or after 
October 1, 1986 and, for purposes of section 1886(d) of the Social 
Security Act, for cost reporting periods beginning and dis- 
charges occurring on or after October 1, 1986. 

(b) SEPARATE OUTLIER OFFSETS FOR URBAN AND RURAL 
HosPITALs.— 

(1) IN GENERAL.—Section 1886(d\8XB) of such Act is 
amended— 

(A) by inserting “for hospitals located in an urban area 
and for hospitals located in a rural area” after “subpara- 
graph (A)”’, and 

(B) by inserting before the period the following: “for 
hospitals located in such respective area’”’. 

(2) EFFECTIVE DATE.—The amendments made by paragraph (1) 
shall apply to discharges occurring on or after October 1, 1986. 

(3) MAINTAINING CURRENT OUTLIER POLICY IN FISCAL YEAR 
1987.—For payments made under section 1886(d) of the Social 
Security Act for discharges occurring in fiscal year 1987— 
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(A) the proportions under paragraph (3B) for hospitals 
located in urban and rural areas shall be established at 
such levels as produce the same total dollar reduction 
under a paragraph as if this section had not been 
ena 

(B) the t thresholds and standards used for making addi- 
tional payments under paragraph (5) of such section shall 
be the same as those in effect as of October 1, 1986. 

(c) CompuTiInc Ursan AND Rurat AveRaGes.—Section 
1886(dX3XA) of such Act is amended by adding at the end the 
following: “With respect to discharges occurring on or after Octo- 
ber 1, 1987, the Secretary shall compute urban and rural averages 
on the basis of discharge weighting rather than hospital weighting, 
making appropriate adjustments to ensure that computation on 
such basis does not result in total payments under this section that 
are greater or less than the total payments that would have been 
made under this section but for this sentence, and making appro- 
priate changes in the manner of determining the reductions under 
subparagraph (C\ii).”. 

(d) REGIONAL REFERRAL CENTERS.— 

(1) CrrreR1aA.— 

(A) IN GENERAL.—Section 1886(d\5\CXi) of such Act is 
amended— 

(i) by inserting “(1)” after “(C\i)”’, and 
(ii) by aan at the end the following new subclause: 

“() The Secretary shall provide, under subclause (I), for the 
classification of a rural hospital as a regional referral center if the 
hospital has a case mix equal to or greater than the median case 
mix for hospitals (other than hospitals with approved teaching 
programs) located in an urban area in the same region (as defined in 
paragraph (2XD)), has at least 5,000 discharges a year or, if less, the 
median number of discharges in urban hospitals in the region in 
which the hospital is located (or, in the case of a rural osteopathic 
hospital, meets the criterion established by the Secretary under 
subclause (I) with respect to the annual number of discharges for 
such hospitals), and meets any other criteria established by the 
Secretary under subclause (1).”’. 

(B) ErrectIvE DATE.—(i) Subject. to clause (ii), the amend- 42 USC 1395ww 
ments made by subparagraph (A) shall apply to payments 0e. 
for discharges occurring on or after October 1, 1986. 

(ii) An appeal for classification of a rural hospital as a 
regional referral center, pursuant to the amendments made 
by subparagraph (A), which is filed before January 1, 1987, 
and which is approved shall be effective with respect to 
discharges occurring on or after nee 1, 1986. 

(2) EXTENSION OF REGIONAL REFERRAL CLASSIFICA- 42 USC 1395ww 
TION.—Any hospital that is classified as a a regional referral note. 
center under eoction 1886(dX5XCXi) of the Social ity Act on 
the date of the enactment of this Act shall continue to be 
classified as a regional referral center for cost reporting periods 

on or after October 1, 1986, and before October 1, 
1989. 


(3) BUDGET-NEUTRAL IMPLEMENTATION.—Paragraph (2) and the 42 USC 1395ww 
amendment made by paragraph (1A) shall be implemented in te. 
a manner that ensures that total payments under section 1886 
of the Social Security Act are not increased or decreased by 





100 STAT. 1984 PUBLIC LAW 99-509—OCT. 21, 1986 


42 USC 1395. 


42 USC 1395c. 


42 USC 1395ww. 


42 USC 1395ww 
note. 


reason of the classifications required by such paragraph or 
amendment. 
(4) RURAL SECONDARY SPECIALTY DEMONSTRATION PROJECT.— 
(A) EsTABLISHMENT.—The Secretary of Health and 
Human Services (in this paragraph referred to as the “Sec- 
retary’) shall enter into an agreement with Lake Region 
Hospital and Nursing Home at Fergus Falls, Minnesota, for 
the purpose of conducting a rural secondary specialty 
center demonstration project (in this paragraph referred to 
ant the “project”) under title XVIII of the Social Security 


(B) PurposE.—The purpose of this project shall be to 
determine the effect that a modified system of making 
payments under part A of such title to rural secondary 
specialty centers would have on— 

(i) total expenditures under such part, and 
(ii) the access of medicare beneficiaries located in 
rural areas to quality health care. 

(C) Payments.—During the period of the demonstration 
project, payments under part A of such title shall be made 
under the project on the basis of average standardized 
amounts computed for urban areas in the region in which 
the project is conducted, as adjusted by a rural wage index. 

(D) Duration.—The project shall be of a maximum dura- 
tion of three years. 

(E) Reports.—The Secretary shall submit a final report 
to the Congress on the project not later than six months 
after the completion of the project. 

(e) MIiscELLANEOUS PROVISIONS.— 

(1) ANNUAL ADJUSTMENT.—Section 1886(d)(4\(C) of such Act is 
amended by, striking “in fiscal year 1986 and at least every four 
fiscal ie and inserting “in fiscal year 1988 and at least 
annu. 

(2) Cuamprien AUTHORITY TO VARY RATES.—Section 1886(e)(4) 
of such Act is amended by adding at the end the following new 
sentence: “The percentage change shall be the same for all 
subsection (d) hospitals and subsection (d) Puerto Rico hospitals, 
but may be different from that for other hospitals (and units not 
included as such hospitals) and may vary among such other 
hospitals and units.”. 

(3) NoTICE OF EARLIER PROMULGATION OF PERCENTAGE IN- 
CREASE.—Section 1886(e\3) of such Act is amended— 

(A) by inserting “(A)” after “(3)’, and 

(B) by adding at the end the following new subpar. ae 

“(B) The Secretary, not later than April 1, 1987, for fi year 
1988 and not later than March 1 before the beginning of each fiscal 
year (beginning with fiscal year 1989), shall report to the Congress 
the Secretary’s initial estimate of the percentage change that the 
Secretary will recommend or determine under paragraph (4) with 
respect to that fiscal year.”. 

(4) EXTENSION OF SOLE COMMUNITY PROVIDER PROVISION.—Sec- 
tion 1886(dX5\C\ii) of such Act is amended by striking “1986” 
and inserting “1988”. 

(f) PROMULGATION OF New Rate.—The Secretary of Health and 
Human Services shall — within 30 days after the date of the 
enactment of this Act, for the publication of the payments rates that 
will apply under section 1886 of the Social Security Act, for dis- 
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charges occurring on or after October 1, 1986, taking into account 
the amendments made by this section, without regard to the provi- 
sions of chapter 5 of title 5, United States Code. 


SEC. 9303. PAYMENTS FOR HOSPITAL CAPITAL-RELATED COSTS. 


(a) In GENERAL.—Section 1886(g) of the Social Security Act (42 
U.S.C. 1395ww(g)) is amended by adding at the end the following 
new paragraph: 

“(3)A) Except as provided in subparagraph (B), in determining the 
amount of the payments that may be made under this title with 
respect to all the capital-related costs of inpatient hospital services 
of a subsection (d) hospital, the Secretary shall reduce the amounts 
of such payments otherwise established under this title by— 

“(i) 3.5 percent for payments attributable to portions of cost 
reporting periods occurring during fiscal year 1987, 

“(ii) T percent for payments attributable to portions of cost 
reporting periods or discharges (as the case may be) occurring 
during fiscal year 1988, and 

“(iii) 10 percent for payments attributable to portions of cost 
reporting periods or discharges (as the case may be) occurring 
during fiscal year 1989. 

“(B) Subparagraph (A) shall not apply to payments with respect to 
the capital-related costs of any hospital that is a sole community 
hospital (as defined in subsection (d)(5\C\(ii)). 

“(C) If the Secretary provides, under subsection (a4), for the 
inclusion of other capital-related costs in operating costs of inpatient 
hospital services, the Secretary shall provide— 

“(i) notwithstanding any other provision of this title, for the 
continuation of payment under the reasonable cost methodology 
described in section 1861(vX1) with respect to capital-related 42 USC 1395x. 
costs of any hospital that is such a sole community hospital for 
cost reporting periods beginning before October 1, 1990, and 

“(ii) in the design of such payment system that the aggregate 
payment amounts under this title for such other capital-related 
costs for payments attributable to portions of cost reporting 
periods occurring during fiscal year 1988 and fiscal year 1989 
shall approximate the aggregate payment amount under this 
title that would have been made (taking into account the provi- 
sions of subparagraphs (A) and (B)) during that fiscal year but 
for the inclusion of such costs by the Secretary.”. 

(b) AppITION oF PuERTo Rico Hosprrats.—Effective for cost report- 
ing periods beginning and discharges occurring (as the case may be) 
on or after October 1, 1987, section 1886(g\3\A) of the Social u- 
rity Act (as amended by subsection (a)) is amended by inserting “and 
a subsection (d) Puerto Rico hospital” after “subsection (d) hospital’. 

(c) CLARIFICATION OF SECRETARIAL AUTHORITY TO INCORPORATE 
PAYMENT FOR OTHER CAPITAL-RELATED COSTS UNDER THE PROSPEC- 
TIVE PAYMENT SystEM.—Section 1886(a\4) of such Act is amended 
by striking “October 1, 1987” and inserting “October 1 of 1987 (or of 
such later year as the Secretary may, in his discretion, select)’. 


SEC. 9304. COVERAGE OF HOSPITALS IN PUERTO RICO UNDER A DRG 
PROSPECTIVE PAYMENT SYSTEM. 


(a) In GENERAL.—Section 1886(d) of the Social Security Act (42 


U.S.C. 1395ww(d)) is amended by adding at the end the following 
new paragraph: 
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42 USC 1395f. “(9(A) Notwithstanding section 1814(b) but subject to the provi- 
42 USC 1395e. sions of section 1813, the amount of the payment with respect to the 
operating costs of inpatient hospital services of a subsection (d) 
Puerto Rico hospital for inpatient hospital discharges in a fiscal year 
beginning on or after October 1, 1987, is equal to the sum of— 

“(i) 75 percent of the Puerto Rico adjusted DRG prospective 
payment rate (determined under subparagraph (B) or (C)) for 
such discharges, and 

“(ii) 25 percent of the discharge-weighted average of — 

“(I) the national adjusted DRG prospective payment rate 
(determined under paragraph (3\(D)) for hospitals located in 
an urban area, and 

“(ID such rate for hospitals located in a rural area, 

for such discharges, adjusted in the manner provided in para- 
graph (3\E) for different area wage levels. As used in this 
section, the term ‘subsection (d) Puerto Rico hospital’ means a 
hospital that is located in Puerto Rico and that would be a 
subsection (d) hospital (as defined in paragraph (1)(B)) if it were 
located in one of the fifty States. 

“(B) The Secretary shall determine a Puerto Rico adjusted 
DRG prospective payment rate, for each inpatient hospital 
discharge in fiscal year 1988 involving inpatient hospital serv- 
ices of a subsection (d) Puerto Rico hospital for which payment 
may be made under part A of this title. Such rate shall be 
determined for such hospitals located in urban or rural areas 
within Puerto Rico, as follows: 

“(i) The Secretary shall determine the target amount (as 
defined in subsection (bX8XA)) for the hospital for the cost 
reporting period beginning in fiscal year 1987 and increase such 
amount by prorating the applicable percentage increase (as 
defined in subsection (bX3\B)) to update the amount to the 
midpoint in fiscal year 1988. 

“(ii) The Secretary shall standardize the amount determined 
under clause (i) for each hospital by— 

“(D) excluding an estimate of indirect medical education 


“(ID adjusting for variations among hospitals by area in 
the average hospital wage level, 

“(IID adjusting for variations in case mix among hos- 
pitals, and 

“(IV) excluding an estimate of the additional payments to 
certain subsection (d) Puerto Rico hospitals to be made 
under subparagraph (DXv) (relating to disproportionate 
share payments). 

“(iii) The Secretary shall compute a discharge weighted aver- 
age of the standardized amounts determined under clause (ii) 
for all hospitals located in an urban area and for all hospitals 
— in a rural area (as such terms are defined in paragraph 
(2XD)). 

“(iv) The Secretary shall reduce the average standardized 
amount by a propertion equal to the proportion (estimated by 
the Secretary) of the amount of payments under this paragraph 
which are additional payments described in subparagraph (DXi) 
(relating to outlier payments). 

“(v) For each discharge classified within a diagnosis-related 
group for hospitals located in an urban or rural area, respec- 
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tively, the Secretary shall establish a Puerto Rico DRG prospec- 
tive payment rate equal to the product of— 

‘D the average standardized amount (computed under 
clause (iii) and reduced under clause (iv)) for hospitals 
located in an urban or rural area, respectively, and 

“(ID the weighting factor (determined under paragraph 
(4\B)) for that diagnosis-related group. 

“(vi) The Secretary shall adjust the proportion (as estimated 
by the Secretary from time to time) of hospitals’ costs which are 
attributable to wages and wage-related costs, of the Puerto Rico 
DRG prospective payment rate mas under clause (v) for 
area differences in hospital wage levels by a factor (established 
by the Secretary) reflecting the relative hospital wage level in 
the geographic area of the a compared to the Puerto 
Rican average hospital wage level. 

“(C) The Secretary shall determine a Puerto Rico adjusted DRG Urban areas. 
prospective payment rate, for each inpatient hospital discharge ural areas. 
after fiscal year 1988 involving inpatient hospital services of a 
subsection (d) Puerto Rico hospital for which payment may be made 
under part A of this title. Such rate shall be determined for hos- 42 USC 1395c. 
pitals located in urban or rural areas within Puerto Rico as follows: 

“(i) The Secretary shall compute an average standardized 
amount for hospitals located in an urban area and for hospitals 
located in a rural area equal to the respective average standard- 
ized amount computed for the previous fiscal year under 
subparagraph (B\iii) or under this clause, increased for fiscal 
year 1989 by the applicable percentage increase under subsec- 
tion (bX3\B), and adjusted for subsequent fiscal years in accord- 
ance with the final determination of the Secretary under 
subsection (e)(4), and adjusted to reflect the most recent case- 
mix data available. 

“(ii) The Secretary shall reduce each of the average standard- 
ized amounts by a proportion equal to the proportion (estimated 
by the Secretary) of the amount of payments under this para- 
graph which are additional payments described in subpara- 
graph (D\ji) (relating to outlier payments). 

“(iii) For each discharge classified within a diagnosis-related 
group for hospitals located in an urban or rural area, respec- 
tively, the Secretary shall establish a Puerto Rico DRG prospec- 
tive payment rate equal to the product of— 

‘(D) the average standardized amount (computed under 
clause (i) and reduced under clause (ii)) for hospitals located 
in an urban or rural area, respectively, and 

“(ID the weighting factor (determined under paragraph 
(4\B)) for that diagnosis-related group. 

“(iv) The Secretary shall adjust the proportion (as estimated 
by the Secretary from time to time) of hospitals’ costs which are 
attributable to wages and wage-related costs, of the Puerto Rico 
DRG prospective payment rate mesa under clause (iii) for 
area differences in hospital wage levels b y a factor (established 
by the Secretary) reflecting the relative hospital wage level in 
the geographic area of the hospital compared to the Puerto Rico 
average hospital wage level. 

‘(D) The following provisions of paragraph (5) shall apply to 
subsection (d) Puerto Rico hospitals receiving payment under this 
paragraph in the same manner and to the extent as they apply to 
subsection (d) hospitals receiving payment under this subsection: 
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42 USC 1395ww. 


42 USC 1395ww 
note. 


Ante, p. 1985. 


“(i) Subparagraph (A) (relating to outlier payments). 

“(ii) Subparagraph (B) (relating to payments for indirect medi- 
cal education costs), except that for this purpose the sum of the 
amount determined under subparagraph (A) of this paragraph 
and the amount paid to the hospital under clause (i) of this 
subparagraph shall be substituted for the sum referred to in 
paragraph (5)(BXiXD. 

“(iii) Subparagraph (C\iii) (relating to exceptions and 
adjustments). 

“(iv) Subparagraph (E) (relating to payments for costs of 
certified registered nurse anesthetists). 

“(v) Subparagraph (F) (relating to disproportionate share pay- 
ments), except that for this purpose the sum described in clause 
(ii) of this subparagraph shall be substituted for the sum re- 
ferred to in paragraph (5XF\iiXD.”. 

(b) CONFORMING AMENDMENTS.—(1) The first sentence of subclause 
(I) of section 1886(d\5\(C)GXD of such Act, as redesignated by section 
9302(d), is amended by inserting “(other than under paragraph (9))” 
after “established under this subsection”. 

(2) The second and third sentences of section 1886(d)(5\C\ii) of 
such Act are each amended by inserting “(other than under para- 
graph (9))” after “payment amounts under this subsection”’. 

(c) Bupcet Neutra.ity.—Section 1886(e\(1) of the Social Secu- 
rity Act is amended by adding at the end the following new 
subparagraph: 

“(C) For discharges occurring in fiscal year 1988, the Secretary 
shall provide for such equal proportional adjustment in each of the 
average standardized amounts otherwise computed under subsection 
(dX3) for that fiscal year as may be necessary to assure that— 

“(i) the aggregate payment amounts otherwise provided under 
subsections (d\(1Aiii), (45), and (d\9) for that fiscal year for 
operating costs of inpatient hospital services of subsection (d) 
hospitals and subsection (d) Puerto Rico hospitals, 

are not greater or less than— 

“(ii) the payment amounts that would have been payable for 
such services for those same hospitals for that fiscal year but for 
the enactment of the amendments made by section 9304 of the 
Omnibus Budget Reconciliation Act of 1986.”. 

(d) ErrecTIvE Date.—The amendments made by this section shall 
apply to discharges occurring on or after October 1, 1987. 


SEC. 9305. IMPROVING QUALITY OF CARE WITH RESPECT TO PART A 
SERVICES. 


(a) REFINEMENT OF PROSPECTIVE PAYMENT SYSTEM.— 

(1) DEVELOPMENT OF LEGISLATIVE PROPOSAL.—The Secretary of 
Health and Human Services shall develop and submit to Con- 
gress a specific legislative proposal to improve the classification 
and payment system under section 1886(d) of the Social Security 
Act (and, as appropriate, the system for payment of outliers 
under section 1886(d5\A) of such Act) in order to assure that 
the amount of payment per discharge approximates the cost 
of medically necessary care provided in an efficient manner 
for individual patients or classes of patients with similar 
conditions. 

(2) ACCOUNTING FOR SEVERITY OF ILLNESS.—In developing the 
proposal, the Secretary shall account for variations in severity 





PUBLIC LAW 99-509—OCT. 21, 1986 100 STAT. 1989 


of illness and case complexity which are not adequately ac- 
counted for by the current classification and payment system. 

(3) DEADLINE.—The proposal shall be submitted to Congress 
ty not later than 2 years after the date of the enactment of this 

ct. 

(b) RequirinGc Notice or Hospitat DiscHARGE RIGHTsS.— 

(1) REQUIREMENT FOR HOSPITALS TO PROVIDE STATEMENT.—Sec- 
tion 1866(a\(1) of the Social Security Act (42 U.S.C. 1395cc(a\(1)), 
as amended by section 1895(b) of the Tax Reform Act of 1986 
and by section 233 of the Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 1986, is amended— 

(A) by striking “and” at the end of the subparagraph (K), 

(B) by striking the period at the end of subparagraph (L) 
and inserting “, and”, and 

(C) by inserting after subparagraph (L) the following new 
subparagraph: 

“(M) in the case of hospitals, to provide to each individual who 
is entitled to benefits under part A (or to a person acting on the 
individual’s behalf), at or about the time of the individual’s 
admission as an inpatient to the hospital, a written statement 
(containing such language as the Secretary prescribes consistent 
with this paragraph) which explains— 

“(i) the individual’s rights to benefits for inpatient hos- 
pital services and for post-hospital services under this title, 

“(ii) the circumstances under which such an individual 
will and will not be liable for charges for continued stay in 
the hospital, 

“(iii) the individual’s right to appeal denials of benefits 
for continued inpatient hospital services, including the 
practical steps to initiate such an appeal, and 

“(iv) the individual’s liability for payment for services if 
such a denial of benefits is upheld on appeal, 

and which provides such additional information as the Sec- 
retary may specify.” 

(2) EFFECTIVE DATE.—The Secretary of Health and Human 42 USC 1395cc 
Services shall first prescribe the language required under sec- °e. 
tion 1866(aX1)(M) of the Social Security Act not later than six 
months after the date of the enactment of this Act. The require- 
ment of such section shall apply to admissions to hospitals 
occurring on such date (not later than 60 days after the date 
such language is first prescribed) as the Secretary shall provide. 

(c) Requirrinc Hosprrats To Provipe DIscHARGE P:.ANNING 
PROCEsS.— 

(1) REQUIREMENT AS CONDITION OF PARTICIPATION.—Section 
1861(eX6) of the Social Security Act (42 U.S.C. 1395x(eX6)) is 
amended— 

(A) by inserting “(A)” after “(6)”, and 

(B) by inserting before the semicolon at the end the 
following: “and (B) has in place a discharge planning proc- 
ess that meets the requirements of subsection (ee)”. 

(2) DisCHARGE PLANNING PROCESS DEFINED.—Section 1861 of 
such Act is further amended by adding at the end the following 
new subsection: 
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42 USC 1395x 
note. 


42 USC 1395. 
Reports. 


“DISCHARGE PLANNING PROCESS 


“(ee1) A discharge planning process of a hospital shall be consid- 
ered sufficient if it is applicable to services furnished by the hospital 
to individuals entitled to benefits under this title and if it meets the 
— and standards established by the Secretary under para- 
graph (2). 

“(2) The Secretary shall develop guidelines and standards for the 
discharge planning process in order to ensure a timely and smooth 
transition to the most appropriate type of and setting for post- 
hospital or rehabilitative care. The guidelines and standards shall 
include the following: 

“(A) The hospital must identify, at an early stage of hos- 
pitalization, those patients who are likely to suffer adverse 
health consequences upon discharge in the absence of adequate 
discharge planning. 

“(B) Hospitals must provide a discharge planning evaluation 
for patients identified under subparagraph (A) and for other 
patients upon the request of the patient, patient’s representa- 
tive, or patient’s physician. 

“(C) Any discharge planning evaluation must be made on a 
timely basis to ensure that appropriate arrangements for post- 
hospital care will be made before discharge and to avoid 
unnecessary delays in discharge. 

“(D) A discharge planning evaluation must include an evalua- 
tion of a patient’s likely need for appropriate post-hospital 
services and the availability of those services. 

“(E) The discharge planning evaluation must be included in 
the patient’s medical record for use in establishing an appro- 
priate discharge plan and the results of the evaluation must be 
discussed with the patient (or the patient’ s representative). 

“(F) Upon the request of a patient's physician, the hospital 
must arrange for the development and initial implementation 
of a discharge plan for the patient. 

“(G) Any discharge planning evaluation or discharge plan 
required under this paragraph must be developed by, or under 
the supervision of, a registered professional nurse, social 
worker, or other appropriately qualified personnel.” 

(3) EFFECT OF ACCREDITATION.—The second sentence of section 
1865(a) of such Act (42 U.S.C. 1395bb(a)) is amended— 

(A) by inserting “, requires a discharge planning process 
(or imposes another requirement which serves substantially 
the same purpose),” after “the same pu )”, and 

~ by inserting “clause (A) or (B) of after’ “comply also 
wit 

(4) EFFECTIVE DATE.—The amendments made by this subsec- 
tion shall apply to hospitals as of one year after the date of the 
enactment of this Act. 

(d) Review or STANDARDS FOR MEDICARE CONDITIONS OF PARTICIPA- 
TION FOR ASSURING QUALITY OF INPATIENT HospITAL SERVICES.—The 
Secretary of Health and Human Services shall arrange for a study 
of the adequacy of the standards used for hospitals, for purposes of 
meeting the conditions of participation under title XVIII of the 
Social Security Act, in assuring the quality of services furnished in 
hospitals. The Secretary shall report to Congress on the results of 
the study by not later than 2 years after the date of the enactment 
of this Act. 
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(e) Srupy or PAYMENT FOR ADMINISTRATIVELY NEcEssARY Days.— 

(1) IN GENERAL.—The Secretary of Health and Human Serv- Health care 
ices shall conduct a study to determine whether a payment ‘acilities. 
should be made (in a budget-neutral manner under title XVIII 
of such Act to hospitals receiving payments under section 42 USC 1395. 
1886(d) of such Act) to a hospital for administratively necessary 

days, separate from the per-discharge and outlier payments 
made under such section. 

(2) ADMINISTRATIVELY NECESSARY DAYS DEFINED.—In this 
subsection, an “administratively necessary day” is a day of 
continued inpatient hospital stay, for an individual entitled to 
benefits under part A of title X of the Social Security Act, 42 USC 1935c. 
necessitated by a delay in obtaining placement for the individ- 
ualina skilled nursing facility. 

(3) CONSIDERATIONS IN CONDUCTING STUDY.—In conducting the 
study, the Secretary shall consider— 

(A) the need for such a payment in order to minimize— 
(i) the disproportionate financial impact of current 
law on certain hospitals (or hospitals in certain loca- 
tions) due to difficulties in arranging for appropriate 
post-hospital care, such as difficulties resulting from a 
shortage of beds in skilled nursing facilities where 
those hospitals are located and from the source of 
payment for such care, and 
(ii) the risk of inappropriate discharge to a non- 
institutional or inappropriate institutional setting of 
individuals who need post-hospital services in a skilled 
nursing facility, and 
(B) the administrative mechanisms that can be used to 
— inappropriate payments for administratively nec- 


essary days. 
(4) Report ON stuDy.—The Secretary shall report to Congress 
on the results of the study not later than January 1, 1989. 
(f) EXTENDING WAIVER oF LIABILITY PROVISIONS TO HOSPICE 42 USC 1395y 
PROGRAMS.— note. 
(1) IN GENERAL.—The Secretary of Health and Human Serv- 
ices shall, for purposes of determining whether payments to a 


hospice program should be denied pursuant to section 
1862(aX1XC) of the Social Security Act, apply (under section 42 USC 1395y. 
187%a) of such Act) a presumption of compliance of 2.5 percent Infra. 
(based on the number of days of eo care billed) in a manner 
substantially similar to that provided to home health agencies 
under policies in effect as of July 1, 1985. 
(2) EFFECTIVE DATE.—Paragraph (1) shall apply to hospice care 
furnished on or after the first day of the first month that begins 
at least 6 months after the date of the enactment of this Act and 
before November 1, 1988. 
(g) ExTENSION OF WAIVER OF LIABILITY PROVISIONS TO CERTAIN 
CovERAGE DENIALS FOR HomE HEALTH SERVICES.— 
(1) IN GENERAL.—Section 1879 of the Social Security Act (42 
U.S.C. 1395pp) is amended— 

(A) in subsection (aX(1), by inserting ‘or by reason of a 
coverage denial described in subsection (g)” after “section 
1862(a\(1) or (9)”; 

(B) in the first sentence of subsection (a), by inserting 
“and as though the coverage denial described in subsection 
(g) had not occurred” before the period at the end; 
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42 USC 1395y. 


42 USC 1395h. 


42 USC 1395f. 
42 USC 1395n. 


42 USC 1395pp 
note. 


42 USC 1395. 


Ante, p. 1991. 


(C) in the third sentence of subsection (a), by inserting “‘or 
by reason of a coverage denial described in subsection (g)” 
after “section 1862(a\(1) or (9); 

(D) in subsection (c), by inserting “or by reason of a 
coverage denial described in subsection (g)” after “section 
1862(a\(1) or (9); and 

(E) by adding at the end the following new subsections: 

“(f(1) A home health agency which meets the applicable require- 
ments of paragraphs (8) and (4) shall be presumed to meet the 
requirement of subsection (a2) with respect to any coverage denial 
described in subsection (g). 

“(2) The presumption of paragraph (1) with respect to specific 
services may be rebutted by actual or imputed knowledge of the 
facts described in subsection (aX(2), including any of the following: 

“(A) Notice by the fiscal intermediary of the fact that pay- 
ment may not be made under this title with respect to the 
services. 

“(B) It is clear and obvious that the provider should have 
known at the time the services were furnished that they were 
excluded from coverage. 

“(3) The requirements of this paragraph are as follows: 

“(A) The agency complies with requirements of the Secretary 
under this title respecting timely submittal of bills for payment 
and medical documentation. 

“(B) The agency program has reasonable procedures to notify 
promptly each patient (and the patient’s physician) where it is 
determined that a patient is being or will be furnished items or 
services which are excluded from coverage under this title. 

“(4) The requirement of this paragraph is that, on the basis of bills 
submitted by a home heaJth agency during the previous quarter, the 
rate of denial of bills for the agency by reason of a coverage denial 
described in subsection (g) does not exceed 2.5 percent, computed 
based on visits for home health services billed. 

“(5) In this subsection, the term ‘fiscal intermediary’ means, with 
respect to a home health agency, an agency or organization with an 
agreement under section 1816 with res to the agency. 

“(g) The coverage denial descri in this subsection is, with 
respect to the provision of home health services to an individual, a 
failure to meet the requirements of section 1814(aX2\C) or section 
1835(aX2\A) in that the individual— 

“(1) is or was not confined to his home, or 

“(2) does or did not need skilled nursing care on an intermit- 
tent basis.” 

(2) Reports.—The Secretary of Health and Human Services 
shall report to Congress annually in March of 1987 and 1988— 

(A) information on the frequency and distribution (by 
type of provider) of denials of bills for payment under title 
XVIII of the Social Security Act for extended care services, 
home health services, and hospice care, by reason of section 
1862(aX(1) or (9) of such Act and coverage denials described 
in section 1879(g) of such Act, including— 

(i) the reasons for such denials, 

(ii) the extent to which payments were nonetheless 
made because of section 1879 of such Act, and 

(iii) the rate of reversals of such denials, and 

(B) such other information as may be appropriate to 
evaluate the appropriateness of any percentage standards 
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established for the granting of favorable presumptions with 
respect to such denials. 

(3) EFFECTIVE DATE.—The amendments made by paragraph (1) 42 USC 1395pp 
shall apply to coverage denials occurring on or after July 1, note. 
1987, and before October 1, 1989. 

(h) DEVELOPMENT OF UNIFORM NEEDS ASSESSMENT INSTRUMENT.— 42 USC 1395x 

(1) DEVELOPMENT.—The Secretary of Health and Human Serv- n0te. 
roy shall develop a uniform needs assessment instrument 
that— 

(A) evaluates— 

(i) the functional capacity of an individual, 

(ii) the nursing and other care requirements of the 
individual to meet health care needs and to assist with 
functional incapacities, and 

(iii) the social and familial resources available to the 
individual to meet those requirements; and 

(B) can be used by discharge planners, hospitals, nursing 
facilities, other health care providers, and fiscal 
intermediaries in evaluating an individual’s need for post- 
hospital extended care services, home health services, and 
long-term care services of a health-related or supportive 
nature. 

The Secretary may develop more than one such instrument for 
use in different situations. 

(2) Apvisory PANEL.—The Secretary shall develop any 
instrument in consultation with an advisory panel, appointed 
by the Secretary, that includes experts in the delivery of post- 
hospital extended care services, home health services, and long- 
term care services and includes representatives of hospitals, of 
physicians, of skilled nursing facilities, of home health agencies, 
of long-term care providers, of fiscal intermediaries, and of 
medicare beneficiaries. 

(3) REPORT ON INSTRUMENT.—The Secretary shall report to 
Congress, not later than January 1, 1989, on the instrument or 
instruments developed under this section. The report shall rec- 
ommendations for the appropriate use of such instrument or 
instruments. 

(i) INCLUDING IN ANNUAL REPORTS ON PROSPECTIVE PAYMENT 
SystEM INFORMATION ON QUALITY OF Post-HosprTaL CARE.— 

(1) IN GENERAL.—Section 603(aX2) of the Social Security 
Amendments of 1983 is amended— 42 USC 1395ww 

(A) by striking “1987” in subparagraph (A) and inserting ®- 

“1989”, and 
(B) by adding at the end the following new subparagraph: 
“(E) In each annual report to Congress under subparagraph (A), 
the Secretary shall include— 

“@) an evaluation of the adequacy of the procedures for 
assuring quality of post-hospital services furnished under title 
XVIII of the Social Security Act, 42 USC 1395. 

“(ii) an assessment of problems that have prevented groups of 
medicare beneficiaries (including those eligible for medical 
assistance under title XIX of such Act) from receiving appro- 42 USC 1396. 
priate post-hospital services covered under such title, and 

“(ii) information on reconsiderations and appeals taken 
under title XVIII of such Act with respect to payment for post- 
hospital services.”. 
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42 USC 1395ww (2) EFFECTIVE DATE.—The amendment made by paragraph 

me SC 1996 (1B) shall apply to reports for years beginning with 1986. 

ahs. - - (k) PrioR AND CONCURRENT AUTHORIZATION DEMONSTRATION 

ROJECT.— 

Health care (1) IN GENERAL.—The Secretary of Health and Human Serv- 

facilities. ices shall conduct a demonstration program concerning prior 
and concurrent authorization for post-hospital extended care 
services and home health services furnished under part A or 

42 USC 1395c, part B of title XVIII of the Social Security Act. 

1395}. (2) Scope.—The program shall include at least four projects 
and shall be initiated by not later than January 1, 1987. 

Health care (3) CONSULTATION AND MOoNnITORING.—The program shall be 

oe %, developed in consultation with an advisory panel that includes 

scahapenaie. experts in the delivery of post-hospital extended care services, 
home health services, and long-term care services and includes 
representatives of hospitals, of physicians, of skilled nursing 
facilities, of home health agencies, of long-term care providers, 
of fiscal intermediaries, and of medicare beneficiaries. The Sec- 
retary shall monitor the acceptance of individuals entitled to 

42 USC 1395. benefits under title XVIII of the Social Security Act by provid- 
ers to ensure that the placement of such individuals is not 
me a until the results of prior and concurrent review are 

nown. 

(4) EVALUATION AND REPORT.—The Secretary shall evaluate 
the demonstration program conducted under this subsection 
and shall report to Congress on such evaluation no later than 
February 1, 1989. Such evaluation and report shall address— 

(A) the administrative and program costs for prior and 
concurrent authorization across demonstration projects and 
in comparison to administrative and program costs under 
the current system of retroactive review, including costs for 
uncovered services paid under the waiver of liability 
which would not be incurred under prior or concurrent 
authorization; 

(B) impact of prior or concurrent authorization on access 
to and availability of extended care services and home 
health services in comparison to the current system (includ- 
ing costs to providers) and on timely discharge of hospital 
inpatients; and 

(C) accuracy and associated cost savings of payment 
determinations and rates of claim reversals under prior or 
concurrent authorization versus the current system. 

Grants. (5) FunpING.—Expenditures made for the demonstration pro- 
cacao oe : gram shall be made from the Federal Hospital Insurance Trust 
> Fund under section 1817 of the Social Security Act. Grants and 
payments under contracts may be made either in advance or by 
way of reimbursement, as may be determined by the Secretary, 
and shall be made in such installments and on such conditions 
as the Secretary finds necessary to carry out the purpose of this 

subsection. 

(6) WAIVER OF MEDICARE REQUIREMENTS.—The Secretary shall 
waive compliance with such requirements of title XVIII of the 

42 USC 1395. Social Security Act to the extent and for the period the Sec- 
retary finds necessary for the conduct of the demonstration 
program. 
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SEC. 9306. PAYMENTS TO LARGE RURAL HOSPITALS. SERVING A 
DISPROPORTIONATE SHARE OF LOW-INCOME PATIENTS. 


(a) QUALIFYING HosprTa.ts.—Section 1886(d\5\FXv) of the Social 
Security Act (42 U.S.C. 13895ww(dX5\FXv)) is amended by adding at 
the end the following new sentence: 

“A hospital located in a rural area and with 500 or more beds also 
‘serves a significantly disproportionate number of low income pa- 
tients’ for a cost reporting period if the hospital has a disproportion- 
ate patient percentage (as defined in clause (vi)) for that period 
which equals or exceeds a percentage specified by the Secretary.”. 

(b) PaymMent AmMouNntT.—Section 1886(d\5XFXiv) of such Act is 
amended— 

(1) in subclause (I, by inserting “or is described in the second 
sentence of subclause (III)” after “100 or more beds”, and 

(2) in subclause (IID, by inserting “and is not described in the 
second sentence of clause (v)” after “rural area”. 

(c) EXTENSION OF DISPROPORTIONATE SHARE PROVISION.—Section 
1886(d) of such Act is further amended, in paragraphs (2XCXiv), 
(3XCXii), (5(BMGi), and (5\FXi), by striking “1988” each place it 
appears and inserting “1989”’. 

(d) ErrectivE Date.—The amendments made by subsections (a) 42 USC 1395ww 


— shall apply to discharges occurring on or after October 1, note. 
1986. 


SEC. 9307. TECHNICAL AMENDMENTS AND MISCELLANEOUS PROVISIONS 
RELATING TO PART A. 


(a) TEMPORARY WAIVER OF INPATIENT LIMITATIONS FOR THE 
Connecticut Hospice, Inc.—With respect to the Connecticut Hos- 
pice, Inc., for hospice care provided before October 1, 1988, the 
reference in section 1861(ddX2\AXiii) of the Social Security Act (42 
U.S.C. 1395x(dd\2A)iii)) to “20 percent” is deemed a reference to 
“50 percent”. 
(b) MassacnusetTts MEDICARE REPAYMENT.—The Secretary of 
Health and Human Services shall not, on or after the date of the 
enactment of this section and before January 1, 1988, recoup from, 
or otherwise reduce payments to, hospitals in the State of Massachu- 
setts because of alleged overpayments to such hospitals under part 
A of title XVIII of the Social Security Act which occurred during the 42 USC 1395c. 
period of the State-wide hospital reimbursement demonstration 
project conducted in that State, between October 1, 1982, and 
June 30, 1986, under section 402 of the Social Security Amendments 
of 1967 and section 222 of the Social Security Amendments of 1972. 42 USC 1395b-1, 
(c) Part A COBRA TecunicaL Corrections.—(1) Effective as if 1395 
included in the enactment of the Tax Reform Act of 1986, if House = an a 
Concurrent Resolution 395 (99th Congress, 2d Session) has not been F 
adopted, section 1895(b) of the Tax Reform Act of 1986 is amended— Post, p. 2095; 42 
(A) by striking paragraph (1), and USC 1395u. 
(B) by striking subparagraphs (A) and (B) of paragraph (2). 
(2) Effective as if included in the enactment of the Tax Reform Act 
of 1986— 
(A) section 1895(b) of such Act is amended, in subparagraph 
(AXii) of the paragraph relating to “PHysiclAN PAYMENT’, by 
inserting before the period the following: “the first place it 
appears , and 
(B) section 1895(d\5XA) of such Act is amended by striking 42 USC 162. 
“162(kX(2)” and inserting “162(k\(5)”. 
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42 USC 1395ww. 


42 USC 1395dd. 
Ante, p. 164. 
Effective date. 
42 USC 1395ww 


note. 
42 USC 1395ww 
note. 


Puerto Rico. 


42 USC 1395ww. 


42 USC 1395h. 


(3) If House Concurrent Resolution 395 (99th Congress, 2d Session) 
has been adopted, effective for discharges occurring on or after 
May 1, 1986, Jeations 1886(dX5XFXviX1) of the Social Security Act is 
amended— 

(A) by striking “supplementary” and inserting “supple- 
mental”, and 
(B) by striking ‘ ‘fiscal year” and inserting ‘‘period”’. 

(4) Paragraphs (2) and (3) of section 1867(b) of the Social Security 
Act are amended by striking “legally responsible”. 

(d) MiscELLANEOUS ACCOUNTING PRovision.—Effective on the date 
of the enactment of Public Law 99-107, in applying section 5(a) of 
such Act, a cost reporting period beginning on September 28, 29, or 
30 is deemed to begin on October 1 and any reference to Septem- 
ber 30 is deemed also to be a reference to September 27. 


PART 2—PROVISIONS RELATING TO PARTS A 
AND B 


SEC. 9311. PERIODIC INTERIM PAYMENT SYSTEM (PIP) FOR DRG 


HOSPITALS AND PROMPT PAYMENT FOR MEDICARE 
PROVIDERS. 


(a) Periopic INTERIM PAYMENTS.— 

(1) IN GENERAL.—Section 1815 of the Social Security Act (42 
U.S.C. 1395g) is amended by adding at the end the following new 
subsection: 

“(e(1) The Secretary shall provide payment under this part for 
inpatient hospital services furnished by a subsection (d) hospital (as 
defined in section 1886(d\1\B), and including a distinct psychiatric 
or rehabilitation unit of such a hospital) and a subsection (d) Puerto 
Rico hospital (as defined in section 1886(dX(9XA)) on a periodic 
interim payment basis (rather than on the basis of bills actually 
submitted) in the following cases: 

“(A) Upon the request of a hospital which is paid through an 
agency or organization with an agreement with the Secretary 
under section 1816, if the agency or organization, for three 
consecutive calendar months, fails to meet the requirements of 
subsection (c\(2) of such section’ and if the hospital meets the 
requirements (in effect as of October 1, 1986) applicable to 
payment on such a basis, until such time as the agency or 
organization meets such requirements for three consecutive 
calendar months. 

“(B) In the case of hospital that— 

“(i) has a disproportionate share adjustment percentage 
(as established in clause (iv) of such section) of at least 5.1 
percent (as computed for purposes of establishing the aver- 
age standardized amounts for discharges occurring during 
fiscal year 1987), and 
“(ii) requests payment on such basis, 
but only if the hospital was being paid for inpatient hospital 
services on such a periodic interim payment basis as of June 30, 
1987, and continues to meet the requirements (in effect as of 
October 1, 1986) applicable to payment on such a basis. 
“(C) In the case of a hospital that— 
“(i) is located in a rural area, 
“(ii) has 100 or fewer beds, and 
“(iii) requests payment on such basis, 
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but only if the hospital was being paid for inpatient hospital 
services on such a periodic interim payment basis as of June 30, 
1987, and continues to meet the requirements (in effect as of 
October 1, 1986) applicable to payment on such a basis. 

‘(2) The Secretary shall provide (or continue to provide) for 
payment on a periodic interim payment basis (under the standards 
established under section 405.454(j) of title 42, Code of Federal 
Regulations, as in effect on October 1, 1986) with respect to— 

“(A) inpatient hospital services of a hospital that is not a 
subsection (d) hospital (as defined in section 1886(d\1\B)); 

“(B) a hospital which is receiving payment under a State 
hospital reimbursement system under section 1814(bX3) or 
1886(c), if payment on a periodic interim payment basis is an 
integral part of such reimbursement system; 

“(C) extended care services; 

“(D) home health services; and 

“(E) hospice care; 

if the provider of such services elects to receive, and qualifies for, 
such payments. 

“(3) In the case of a subsection (d) hospital or a subsection (d) 
Puerto Rico hospital (as defined for purposes of section 1886) which 
has significant cash flow problems resulting from operations of its 
intermediary or from unusual circumstances of the hospital’s oper- 
ation, the Secretary may make available appropriate accelerated 
payments.”. 

(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 
shall apply to claims received on or after July 1, 1987. 

(3) TRANSITION.—Upon the request of a hospital which— 

(A) as of June 30, 1987, is receiving payments under part 
A of title XVIII of such Act for inpatient hospital services 
on a periodic interim payment basis, 
(B) requests continuation of payment on such basis, and 
(C) is paid through an agency or organization with an 
agreement under section 1816 of such Act, 
the Secretary of Health and Human Services shall continue 
payment on such a basis until not earlier than the end of the 
first period of three consecutive calendar months (beginning no 
earlier than April 1987) during all of which the agency or 
organization has met the requirements of section 1816(c\(2) of 
such Act (relating to prompt payment of claims). 

(b) Prompt PAYMENT oF CLaims UNDER Part A.—Section 1816(c) 
of the Social Security Act (42 U.S.C. 1395h(c)) is amended— 

(1) by inserting “(1)” after “(c)”’, and 

(2) by adding at the end the following new paragraph: 

“(2(A) Each agreement under this section shall provide that 
payment shall be issued, mailed, or otherwise transmitted with 
respect to not less than 95 percent of all claims submitted under this 
title— 

“(i) which are clean claims, and 

“qi) for which payment is not made on a periodic interim 
payment basis, 

within the applicable number of calendar days after the date on 
which the claim is received. 

“(B) In this paragraph: 

“(i) The term ‘clean claim’ means a claim that has no defect 
or impropriety (including any lack of any required substantiat- 
ing documentation) or particular circumstance requiring special 


42 USC 1395ww. 


State and local 
governments. 
42 USC 1395f. 


Claims. 

42 USC 1395g 
note. 

42 USC 1395g 
note. 

42 USC 1395c. 


Claims. 
42 USC 1395h. 
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Contracts. 
Claims. 


treatment that prevents timely payment from being made on 
the claim under this title. 

“(ii) The term ‘applicable number of calendar days’ means— 
“(D with respect to claims received in the 12-month 

period beginning October 1, 1986, 30 calendar days, 
Pend) with respect to claims ‘received in the 12-month 

period beginning October 1, 1987, 26 calendar days, 
Peed) with respect to claims received in the 12-month 
period beginning October 1, 1988, 25 calendar days, and 
Peed) with respect to claims received in the 12-month 
period beginning October 1, 1989, and claims received in 

any succeeding 12-month period, 24 calendar days 
“(C) If payment is not issued, mailed, or otherwise “trahemitted 
within the applicable number of calendar days (as defined in clause 
(ii) of subparagraph (B)) after a clean claim (as defined in clause (i) of 
such subparagraph) is received from a hospital, skilled nursing 
facility, home health agency, or hospice program that is not receiv- 
ing payments on a periodic interim payment basis with respect to 
such services, interest shall be paid at the rate used for purposes of 
section 3902(a) of title 31, United States Code (relating to interest 
nalties for failure to make prompt payments) for the period 
fealeniad on the day after the required payment date and ending on 
the date on which payment is made.” 

(c) Prompt PAYMENT oF CLAIMs Unper Part B.—Section 1842(c) of 

the Social Security Act (42 U.S.C. 1395u(c)) is amended— 
(1) by inserting “(1)” after “(c)”, and 
(2) by adding at the end the following new paragraph: 

“(2XA) Each contract under this section which provides for the 
disbursement of funds, as described in subsection (a\(1)(B), shall 
provide that payment shall be issued, mailed, or otherwise transmit- 
ted with respect to not less than 95 percent of all claims submitted 
under this part— 

“@ which are clean claims, and 

“(ii) for which payment is not made on a periodic interim 

payment basis, 
within the applicable number of calendar days after the date on 
which the claim is received. 

“(B) In this paragraph: 

“(i) The term ‘clean claim’ means a claim that has no defect 
or impropriety (including any lack of any required substantiat- 
ing documentation) or particular circumstance requiring special 
treatment that prevents timely payment from being made on 
the claim under this part. 

“(ii) The term ‘applicable number of calendar days’ means— 
“() with respect to claims received in the 12-month 
period beginning October 1, 1986, 30 calendar days, 

Pe) with respect to claims received in the 12-month 
period beginning October 1, 1987, 26 calendar days (or 19 
calendar days with respect to claims submitted by partici- 

pating physicians), 

“(ID with respect to claims received in the 12-month 
period beginning October 1, 1988, 25 calendar days (or 18 
calendar days with respect to claims submitted by partici- 
pating en and 

“(IV) with respect to claims received in the 12-month 
period beginning October 1, 1989, and claims received in 
any succeeding 12-month period, 24 calendar days (or 17 
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calendar days with respect to claims submitted by partici- 
pating physicians). 
“(C) If payment is not issued, mailed, or otherwise transmitted 
within the applicable number of calendar days (as defined in clause 
(ii) of subparagraph (B)) after a clean claim (as defined in clause (i) of 
such subparagraph) is received, interest shall be paid at the rate 
used for purposes of section 3902(a) of title 31, United States Code 
(relating to interest penalties for failure to make prompt payments) 
for the period beginning on the day after the required payment date 
and ending on the date on which payment is made.”’. 
(d) Errective DatTEes.— ; 42 USC 1395h 
(1) Except as provided in paragraph (2), the amendments note. 
made by subsections (b) and (c) shall apply to claims received on “!#ims. 
or after November 1, 1986. 
(2) Sections 1816(cX2XC)) and 1842(cX2\C) of the Social Secu- Ante, pp. 1997, 
rity Act, as added by such amendments, shall apply to claims 1998. 
received on or after April 1, 1987. Cates. 
(3) The Secretary of Health and Human Services shall provide Contracts. 
for such timely amendments to agreements under section 1816 
of the Social urity Act.and contracts under section 1842 of 
such Act, and regulations, to such extent as may be necessary to 
implement the provisions of this Act on a timely basis. 


SEC. 9312. HEALTH MAINTENANCE ORGANIZATIONS AND COMPETITIVE 
MEDICAL PLANS. 


(a) REPEAL oF “2 For 1” CONVERSION REQUIREMENT FOR CERTAIN 42 USC 1395mm 
HEALTH MAINTENANCE ORGANIZATIONS.—Section 114(c\(2) of the Tax note. 
Equity and Fiscal Responsibility Act of 1982 is amended by adding 
at the end the following new subparagraph: 

“(E) The preceding provisions of this paragraph shall not to apply 
to payments made for current, nonrisk medicare enrollees for 
months beginning with April 1987.”. 

. (b) REQUIRING THE PROVISION OF AN EXPLANATION OF ENROLLEE 

IGHTS.— 

(1) IN GENERAL.—Subsection (c\(3) of section 1876 of the Social 
Security Act (42 U.S.C. 1895mm) is amended by adding at the 
end the following new subparagraph: 

“(E) Each eligible organization shall provide each enrollee, at the 
time of enrollment and not less frequently than annually thereafter, 
an explanation of the enrollee’s rights under this section, including 
an explanation of— 

“(j) the enrollee’s rights to benefits from the organization, 

“(ii) the restrictions on payments under this title for services 
furnished other than by or through the organization, 

“(iii) out-of-area coverage provided by the organization, 

“(iv) the. organization’s coverage of emergency services and 
urgently needed care, and 

“(v) appeal rights of enrollees.”. 

(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 42 USC 1395mm 
shall take effect on January 1, 1987, and shall apply to enroll- te. 
ments effected on or after such date. 

(c) ReEstRICTING WAIVER OF REQUIREMENT OF 50 PERCENT Non- 
MEDICARE ENROLLMENT.— 

(1). RESTRICTION ON NEW WAIVERS.—Paragraph (2) of subsec- 
tion (f) of such section is amended by striking all that follows 
“only” and inserting a dash and the following: 
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“(A) to the extent that more than 50 percent of the population 
of the area served by the organization consists of individuals 
who are entitled to benefits under this title or under a State 

42 USC 1396. plan approved under title XIX, or 

Contracts. “(B) in the case of an eligible organization that is owned and 

State and a operated by a governmental entity, only with respect to a period 

— of three years beginning on the date the organization first 
enters into a contract under this section, and only if the 
organization has taken and is making reasonable efforts to 
enroll individuals who are not entitled to benefits under this 
title or under a State plan approved under title XIX.”. 

(2) SANCTIONS FOR NONCOMPLIANCE.— 

(A) SUSPENSION OF ENROLLMENT OR PAYMENT FOR NEW 
ENROLLEES.—Such subsection is further amended by adding 
at the end the following new paragraph: 

“(3) If the Secretary determines that an eligible organization has 
failed to comply with the requirements of this subsection, the 
Secretary may provide for the suspension of enrollment of individ- 
uals under this section or of payment to the organization under 
this section for individuals newly enrolled with the organization, 
after the date the Secretary notifies the organization of such 
noncompliance.”. 

(B) TERMINATION OF CONTRACT.—Subsection (iC) of 
such section is amended by striking “and (e)” and insert 
“(e), and (f)”’. 

42 USC 1895mm (3) EFFECTIVE DATES.— 

note. (A) NEW RESTRICTION.—The amendment made by para- 
graph (1) shall apply to modifications and waivers granted 
after the date of the enactment of this Act. 

(B) SANCTIONS FOR NONCOMPLIANCE.—The amendments 
made by paragraph (2) shall take effect on the date of the 
enactment of this Act. 

(C) TREATMENT OF CURRENT WAIVERS.—In the case of an 
eligible organization (or successor organization) that— 

(i) as of the date of the enactment of this Act, has 
been granted, under paragraph (2) of section 1876(f) of 
42 USC 1395mm. the Social Security Act, a modification or waiver of the 
ee imposed by paragraph (1) of that section, 
ut 


(ii) does not meet the uirement for such modi- 
fication or waiver under the amendment made by 
paragraph (1) of this subsection, 

the organization shall make, and continue to make, reason- 
able efforts to meet scheduled enrollment goals, consistent 
with a schedule of compliance approved by the Secretary of 
Health and Human Services. If the Secretary determines 
that the organization has complied, or made significant 
progress towards compliance, with such schedule of compli- 
ance, the Secretary may extend such waiver. If the Sec- 
retary determines that the organization has not complied 
with such schedule, the Secretary may provide for a sanc- 
tion described in ago 1876003) of the Social Security 
Act (as amended this section) effective with respect 
to individuals scoot with the organization after the 
= the Secretary notifies the organization of such noncom- 


pliance. 
(d) REquIRING Prompt PAYMENT OF CLAIMS.— 
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(1) IN GENERAL.—Subsection (g) of such section is amended by 
adding at the end the following new paragraph: 

“(6\(A) A risk-sharing contract under this section shall require the Contracts. 
eligible organization to provide prompt payment (consistent with 

the provisions of sections 1816(c\(2) and 1842(cX2)) of claims submit- Ante, pp. 1997, 

ted for services and supplies furnished to individuals puerent to 1998. 

such contract, if the services or supplies are not furnished under a 

contract between the organization and the provider or supplier. 

“(B) In the case of an eligible organization which the Secretary 
determines, after notice and opportunity for a hearing, has failed to 

make payments of amounts in compliance with subparagraph (A), 

the Secretary may provide for direct payment of the amounts owed 

to providers and suppliers for such covered services furnished to 

individuals enrolled under this section under the contract. If the 

Secretary provides for such direct payments, the Secretary shall 

provide for an appropriate reduction in the amount of — 

otherwise made to the organization under this section to reflect the 

amount of the Secretary’s payments (and costs incurred by the 

Secretary in making such payments).”’. 

(2) EFFECTIVE DATE.—The amendment made by paragraph (1) Contracts. 
shall apply to risk-sharing contracts under section 1876 of the 42 USC 1395mm 
Social -— Act with respect to services furnished on or after "°° 
January 1, 1987. 

(e) RequirinGc AccEss To FINANCIAL RECORDS AND DISCLOSURE OF 

INTERNAL LOANS.— 

(1) IN GENERAL.—Subsection (iX3X(C) of such section is 
amended— 

(A) by striking ‘‘and” at the end, 
(B) by inserting “(i)” after “(C)”’, and 

(C) by adding at the end the following new clauses: 

“(ii) shail require the organization to provide and supply 
information (described in section 1866(bX2\C\Xii)) in the manner 42 USC 13985cc. 
such information is required to be provided or supplied under 
that section; 

“(iii) shall require the organization to notify the Secretary of Loans. 
loans and other special financial arrangements which are made 
between the organization and subcontractors, affiliates, and 
related parties; and”. 

(2) EFFECTIVE DATE.—The amendments made by paragraph (1) Contracts. 
shall apply to contracts as of January 1, 1987. 42 USC 1395mm 

(f) AuTHORITY TO Impose Crvit Mongy PENALTIES.—Subsection (i) °° 
of such section is amended by adding at the end the following new 


ph: 
“(6XA) Any eligible organization with a risk-sharing contract 
under this section that fails substantially to provide medicall 
necessary items and services that are required (under law or suc 
contract) to be provided to individuals covered under such contract, 
if the failure has adversely affected (or has a substantial likelihood 
of adversely affecting) these individuals, is subject to a civil money 
penalty of not more than $10,000 for each such failure. 
“(B) The provisions of section 1128A (other than subsection (a)) Post, pp. 2003, 
shall apply to a civil money penalty under subparagraph (A) in the 2008. 
same manner as they apply to a civil money penalty under that 
section.”. 
(g) Srupy or AAPCC anp ACR.—The Secretary of Health and Contracts. 
Human Services shall provide, through contract with an appro- 42 USC 1395 mm 
priate organization, for a study of the methods by which— note. 
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42 USC 1395mm. 


42 USC 1395mm 
note. 


42 USC 1395mm 
note. 


99 Stat. 1037. 


42 USC 406, 
1302, 1395hh. 


42 USC 1395pp. 


42 USC 1395x 
note. 


(1) the adjusted average per capita cost (“AAPCC’”’, as defined 
in section 1876(a)(4) of the Social Security Act) can be refined to 
more accurately reflect the average cost of providing care to 
different classes of patients, and 

(2) the adjusted community rate (“ACR”, as defined in section 
1876(e)(3) of such Act) can be refined. 

The Secretary shall submit to Congress, by not later than January 1, 
1988, specific legislative recommendations concerning methods by 
which the calculation of the AAPCC and the ACR can be refined. 

(h) ALLOwING MEDICARE BENEFICIARIES TO DISENROLL AT A LOCAL 
SociaL Security Orrice.—The Secretary of Health and Human 
Services shall provide that individuals enrolled with an eligible 
organization under section 1876 of the Social Security Act may 
disenroll, on and after June 1, 1987, at any local office of the Social 
Security Administration. 

(i) Use or RESERVE FuNps.—Notwithstanding any provision of 
section 1876(g)(5) of the Social Security Act (42 U.S.C. 13895mm(g)5)) 
to the contrary, funds reserved by an eligible organization under 
such section before the date of the enactment of this Act may be 
applied, at the organization’s option, to offset the amount of any 
reduction in payment amounts to the organization effected under 
Public Law 99-177 during fiscal year 1986. 


SEC. 9313. PROVISIONS RELATING TO IMPROVEMENT OF QUALITY OF 
CARE. 


(a) PERMITTING PROVIDER REPRESENTATION OF BENEFICIARIES.— 

(1) In GENERAL.—Section 1869(b)\(1) of the Social Security Act 
(42 U.S.C. 1395ff(bX1)) is amended by adding at the end the 
following new sentence: ‘Sections 206(a), 1102, and 1871 shall 
not be construed as authorizing the Secretary to prohibit an 
individual from being represented under this subsection by a 
person that furnishes or supplies the individual, directly or 
indirectly, with services or items solely on the basis that the 
person furnishes or supplies the individual with such a service 
or item. Any person that furnishes services or items to an 
individual may not represent an individual under this subsec- 
tion with respect to the issue described in section 1879(a\(2) 
unless the person has waived any rights for payment from the 
beneficiary with respect to the services or items involved in the 
appeal. If a person furnishes services or items to an individual 
and represents the individual under this subsection, the person 
may not impose any financial liability on such individual in 
connection with such representation.”. 

(2) TREATMENT OF COSTS OF UNSUCCESSFUL APPEAL.—Section 
1861(vX1) of such Act (42 U.S.C. 13895x(v)\(1)) is amended by 
adding at the end the following new subparagraph: 

“(R) In determining such reasonable cost, costs incurred by a 
provider of services representing a beneficiary in an unsuccessful 
appeal of a determination described in section 1869(b) shall not be 
allowable as reasonable costs.”’. 

(3) EFFECTIVE DATE.—The amendments made by this para- 
graph take effect on the date of the enactment of this Act. 

(b) PERMITTING REVIEW OF TECHNICAL DENIALS.— 

(1) IN GENERAL.—Section 1869 of such Act is further 
amended— 
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(A) in subsection (a), by inserting before “shall” the fol- 
lowing: “and any other determination with respect to a 
claim for benefits under part A”, and 

(B) in subsection es 

(i) by striking “o " at the end of subparagraph (B), 

(ii) by inserting “, ad ’ at the end of subparagraph (C), 
an 

(iii) by inserting after subparagraph (C) the following 
new subparagraph: 

“(D) any other denial (other than under part B of title XI) of a 
claim for benefits under part A or a claim for benefits with 
respect to home health services under part B,”. 

(2) EFFECTIVE DATE.—The amendments made by this subsec- 
tion take effect on the date of the enactment of this Act. 

(c) PROHIBITION OF CERTAIN PHYSICIAN INCENTIVE PLANS.— 

(1) MAKING CERTAIN PLANS SUBJECT TO CIVIL MONETARY PEN- 
ALTIES.—Section 1128A of the Social Security Act (42 U.S.C. 
1320a-7a) is amended— 

(A) by striking ‘“‘subsection (a)” each place it appears and 
inserting “subsection (a) or (b)”, 

(B) in subsection (a\(1), by striking “(h\(1)” and “(h\(2)” 
and inserting ‘‘(i)(1)” and “(i(2)’, respectively, 

(C) in subsection (f), by striking “subsection (d)” and 
inserting “subsection (e)”, 

(D) by redesignating subsections (b) through (h) as subsec- 
tions (c) through (i), respectively, and 

(E) by inserting after subsection (a) the following new 
subsection: 

“(b)\(1) If a hospital, an eligible organization with a risk-sharing 
contract under section 1876, or an entity with a contract under 
section 1903(m) knowingly makes a payment, directly or indirectly, 
to a physician as an inducement to reduce or limit services provided 
with respect to individuals who— 

“(A) are entitled to benefits under part A or part B of title 
XVII or to medical assistance under a State plan approved 
under title XIX, 

“(B) in the case of an eligible organization or an entity, are 
enrolled with the organization or entity, and 

“(C) are under the direct care of the physician, 

the hospital or organization shall be subject, in addition to any other 
penalties that may be prescribed by law, to a civil money penalty of 
not more than $2,000 for each such individual with respect to whom 
the payment is made. 

“(2) Any physician who knowingly accepts receipt of a payment 
described in paragraph (1) shall be subject, in addition to any other 
penalties that may be prescribed by law, to a civil money penalty of 
not more than $2,000 for individual described in such paragraph 
with respect to whom the payment is made.” 

(2) EFFECTIVE DATE.—The amendments made by paragraph (1) 
shall apply to— 

(A) payments by hospitals occurring more than 6 months 
after the date of the enactment of this Act, and 

(B) payments by eligible organizations or entities occur- 
ring on or after April 1, 1989. 

(8) Stupy.—The Secretary of Health and Human Services 
shall report to Congress, not later than January 1, 1988, 
concerning incentive arrangements offered by health mainte- 
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nance organizations and competitive medical plans to physi- 
cians. The report shall— 
(A) review the type of incentive arrangements in common 
use, 
(B) evaluate their potential to pressure improperly physi- 
cians to reduce or limit services in a medically inappropri- 
ate manner, and 

(C) make recommendations concerning providing for an 
exception, to the prohibition contained in section 1128A(b) 

Post, pp. 2003, of the Social Security Act, for incentive arrangements that 

2008. may be used by such organizations and plans to encourage 
efficiency in the utilization of medical and other services 
but that do not have a substantial potential for adverse 
effect on quality. 

42 USC 139511 (d) Stupy To DevELop A STRATEGY FOR QUALITY REVIEW AND 

note. ASSURANCE.— 

(1) IN GENERAL.—The Secretary of Health and Human Serv- 
ices shall arrange for a study to design a strategy for reviewing 
and assuring the quality of care for which payment may be 

42 USC 1395. made under title XVIII of the Social Security Act. 
ie ITEMS INCLUDED IN sTUDY.—Among other items, the study 
shall— 

(A) identify the appropriate considerations which should 
be used in defining “quality of care”; 

(B) evaluate the relative roles of structure, process, and 
outcome standards in assuring quality of care; 

(C) develop prototype criteria and standards for defining 
and measuring quality of care; 

(D) evaluate the adequacy and focus of the current meth- 
ods for measuring, reviewing, and assuring quality of care; 

Research and (E) evaluate the current research on methodologies for 
development. measuring quality of care, and suggest areas of research 
needed for further progress; 

(F) evaluate the adequacy and range of methods available 
to correct or prevent identified problems with quality of 
care; 

(G) review mechanisms available for promoting, coordi- 
nating, and supervising at the national level quality review 
and assurance activities; and 

(H) develop general criteria which may be used in 
establishing priorities in the allocation of funds and person- 
nel in reviewing and assuring quality of care. 

(3) Report.—The Secretary shall submit to Congress, not later 
than 2 years after the date of the enactment of this Act, a report 
on the study. Such report shall address the items described in 
paragraph (2) and shall include recommendations with respect 
to strengthening quality assurance and review activities for 
services furnished under the medicare program. 

(4) ARRANGEMENTS FOR sTuDY.—(A) The Secretary shall re- 
quest the National Academy of Sciences, acting through appro- 
priate units, to submit an application to conduct the study 
described in this subsection. If the Academy submits an accept- 
able application, the Secretary shall enter into an appropriate 
arrangement with the Academy for the conduct of the study. If 
the Academy does not submit an acceptable application to 
conduct the study, the Secretary may request one or more 
appropriate nonprofit private entities to submit an application 
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to conduct the study and may enter into an appropriate 
arrangement for the conduct of the study by the entity which 
submits the best acceptable application. 

(B) In developing plans for the conduct of the study, the 
Secretary shall assure that consumer and provider groups, peer 
review organizations, the Joint Commission on Accreditation of 
Hospitals, professional societies, and private purchasers of care 
with experience and expertise in the monitoring of the quality 
of care are consulted. 

(5) CoorDINATION.—The Secretary shall designate an office 
with responsibilities for coordinating studies, under this subsec- 
tion and other authority, relating to the quality of services 
furnished to medicare and medicaid beneficiaries, in particular 
studies relating to the evaluation of the prospective payment 
system on the quality of health care provided to medicare 
beneficiaries. These responsibilities shall include assessing the 
feasibility and costs of alternative studies in relation to their 
importance, overseeing and coordinating access to needed data, 
and maintaining a clearinghouse for both public and private 
sector studies. 


SEC. 9314. DIRECT COSTS OF GRADUATE MEDICAL EDUCATION. 


(a) CLARIFYING COUNTING OF TIME SPENT IN OUTPATIENT SET- 
TINGS.—Section 1886(h)(4) of such Act, as amended by section 1895(b) 
of the Tax Reform Act of 1986, is amended by adding at the end the 
following new subparagraph: 

“(E) COUNTING TIME SPENT IN OUTPATIENT SETTINGS.— 
Such rules shall provide that only time spent in activities 
relating to patient care shall be counted and that all the 
time so spent by a resident under an approved medical 
residency training program shall be counted towards the 
determination of full-time equivalency, without regard to 
the setting in which the activities are performed, if the 
hospital incurs all, or substantially all, of the costs for the 
training program in that setting.”. 

(b) ErrectivE Date.—The amendments made by subsection (a) 
shall apply to payments for approved residency training programs 
as of July 1, 1987. 


SEC. 9315. PAYMENTS FOR HOME HEALTH SERVICES. 


(a) LimITATIONS ON PAYMENT FOR HoME HEALTH SERvICcEs.—Sec- 
tion 1861(v\1XL) of the Social Security Act (42 U.S.C. 1395x(vX1XL)) 
is amended— 

(1) by inserting “(i)” after “(L)”’, and 
(2) by striking “the 75th percentile” and all that follows 
through ‘“‘as the Secretary may determine.” and inserting in 
lieu thereof ‘for cost reporting periods beginning on or after— 
“(I) July 1, 1985, and before July 1, 1986, 120 percent, 
“UID July 1, 1986, and before July 1, 1987, 115 percent, or 

“(IID July 1, 1987, 112 percent, 
of the mean of the labor-related and nonlabor per visit costs for free 

standing home health agencies. 

“(ii) Effective for cost reporting periods beginning on or after 
July 1, 1986, such limitations shall be applied on an aggregate basis 
for the agency, rather than on a discipline specific basis, with 
appropriate adjustment for administrative and general costs of 
hospital-based agencies.” 


71-194 0 - 89 - 8: QL. 3 Part3 
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42 USC 1395x (b) CONSIDERATIONS IN ESTABLISHING LimiTts.—In establishing 

note. limitations under section 1861(vX1\L) of the Social Security Act on 
payment for home health services for cost reporting periods begin- 
ning on or after July 1, 1986, the Secretary of Health and Human 
Services shall— 

(1) base such limitations on the most recent data available, 
which data may be for cost reporting periods beginning no 
earlier than October 1, 1983; and 

(2) take into account the changes in costs of home health 
agencies for billing and verification procedures that result from 
the Secretary’s changing the requirements for such procedures, 
to the extent the changes in costs are not reflected in such data. 

Paragraph (2) shall apply to changes in requirements effected 
before, on, or after July 1, 1986. 
42 USC 1395x (c) GAO Report.—The Comptroller General shall study and report 
note. to Congress, not later than February 1, 1988, on— 

(1) the appropriateness and impact on medicare beneficiaries 
of applying the per visit cost limits for home health services 
under section 1861(vX1\L) of the Social Security Act on a dis- 
cipline-specific basis, rather than on an aggregate basis, for all 
home health services furnished by an agency, and 

(2) the appropriateness of the percentage limits established 
under such section. 


SEC. 9316. ESTABLISHMENT OF PATIENT OUTCOME ASSESSMENT RE- 
SEARCH PROGRAM. 


(a) In GENERAL.—Section 1875 of the Social Security Act (42 
U.S.C. 139511) is amended by adding at the end the following new 
subsection: 

“(cX1) The Secretary shall establish a patient outcome assessment 
research program (in this subsection referred to as the ‘research 
program’) to promote research with respect to patient outcomes of 
selected medical treatments and surgical procedures for the purpose 
of assessing their appropriateness, necessity, and effectiveness. The 
research program shall include— 

“(A) reorganization of data relating to claims under parts A 
and B of this title in a manner that facilitates research with 
respect to patient outcomes, 

“(B) assessments of the appropriateness of admissions and 
discharges, 

“(C) assessments of. the extent of professional uncertainty 
regarding efficacy, 

“(D) development of improved methods for measuring patient 
outcomes, 

“(E) evaluations of patient outcomes, and 

Health care “(F) evaluation of the effects on physicians’ practice patterns 
professionals. of the dissemination to physicians and peer review organiza- 
ar tise. tions with contracts under part B of title XI of the findings 
; of the research conducted under subparagraphs (B), (C), (D), 

and (E). 

“(2) In selecting treatments and procedures to be studied, the 
Secretary shall give priority to those medical and surgical treat- 
ments and procedures— 

“(A) for which data indicate a highly (or potentially highly) 
variable pattern of utilization among beneficiaries under this 
title in different geographic areas, and 
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“(B) which are significant (or potentially significant) for pur- 
poses of this title in terms of utilization by beneficiaries, length 
of hospitalization associated with the treatment or pro- 
cedure, costs to the research program, and risk involved to the 
beneficiary. 

“(3) For purposes of carrying out the research program, there are Appropriation 
authorized to be appropriated— authorization. 

“(A) from the Federal Hospital Insurance Trust Fund 
$4,000,000 for fiscal year 1987 and $5,000,000 for each of fiscal 
years 1988 and 1989, and 

“(B) from the Federal Supplementary Medical Insurance 
Trust Fund $2,000,000 for fiscal years 1987 and $2,500,000 for 
each of fiscal years 1988 and 1989. 

“(4) Not less than 90 percent of the amount appropriated for any 
fiscal year to carry out the research program shall be used to fund 
grants to, and cooperative agreements with, non-Federal entities to 
conduct research described in paragraph (1). The remainder may be 
used by the Secretary to provide such research by Federal entities 
and for administrative costs. 

“(5) The research program shall be administered by the National Grants. 
Center for Health Services Research and Health Care Technology Contracts. 
established under section 305 of the Public Health Service Act (in 42 USC 242. 
this subsection referred to as the ‘Center’). The Center shall estab- 
lish application procedures for grants and cooperative agreements, 
and shall establish peer review panels to review all such applica- 
tions and all research findings. The Center shall consult with the Reports. 
council on health care technology (established under a grant under 
section 309 of the Public Health Service Act) in establishing the 42 USC 242n. 
scope and priorities for the research program and shall report 
periodically to any such council on the status of the program. 

“(6) The Secretary shall make available data derived from the 
programs under this title and other programs administered by the 
Secretary for use in the research program. 

“(7) The Center shall report to the Committees on Finance and 
Appropriations of the Senate and the Committees on Ways and 
Means, Energy and Commerce, and Appropriations of the House of 
Representatives not later than 18 months after the date of the 
enactment of this Act, and annually thereafter, with respect to the 
findings under the research program. In cooperation with appro- 
priate medical specialty groups, the Center shall disseminate such 
findings as widely as possible, including disseminating such findings 
to each peer review organization which has a contract under part B 
of title XI.” 42 USC 1320c. 

(b) PermittinGc Services To Be Provipep UNDER RESEARCH PRo- 
GRAM.—Section 1862(a\1) of such Act (42 U.S.C. 1395y(aX(1)) is 
amended— 

(1) by striking ‘“‘and” at the end of subparagraph (C), 

(2) by striking the semicolon at the end of subparagraph (D) 
and inserting “, and”, and 

(3) by adding at the end the following new subparagraph: 

“(E) in the case of research conducted pursuant to section 
1875(c), which is not reasonable and necessary to carry out the 
purposes of that section;”. 
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SEC. 9317. IMPROVEMENTS IN CIVIL MONETARY PENALTY AND EXCLU- 
SION PROVISIONS. 


(a) CoLLATERAL EstoprpeL Errect oF Prior FEDERAL CRIMINAL 
Convictions.—Section 1128A(c) of the Social Security Act (42 U.S.C. 
1320a-7a(c)), as redesignated by section a is amended by 
adding at the end the following new paragraph 

“(3) In a proceeding under subsection (a) or (b) which— 

“(A) is against a person who has been convicted (whether 
upon a verdict after trial or upon a plea of guilty or nolo 
contendere) of a Federal crime charging fraud or false state- 
ments, and 

“(B) involves the same transaction as in the criminal action, 

the person is estopped from denying the essential elements of the 
criminal offense.”’. 

(b) AuTHorrry oF HEARING OFFICER TO SANCTION MisconDUCT.— 
Such section is further amended by adding at the end the following 
new paragraph: 

“(4) The official conducting a hearing under this section may 
sanction a person, including any party or attorney, for failing to 
comply with an order or procedure, failing to defend an action, or 
other misconduct as would interfere with the speedy, orderly, or fair 
conduct of the hearing. Such sanction shall reasonably relate to the 
severity and nature of the failure or misconduct. Such sanction may 
include— 

“(A) in the case of refusal to provide or permit discovery, 
drawing negative factual inferences or treating such refusal as 
an admission by deeming the matter, or certain facts, to be 
established, 

“(B) prohibiting a party from introducing certain evidence or 
otherwise supporting a particular claim or defense, 

“(C) ee pleadings, in whole or in part, 

“(D) staying the proceedings, 

“(E) dismissal of the action, 

“(F) entering a default judgment, 

“(G) ordering the party or attorney to pay attorneys’ fees and 
other costs caused by the failure or misconduct, and 

“(H) refusing to consider any motion or other action which is 
not filed in a timely manner.”’. 

(c) CLARIFICATION OF EXCLUSION AUTHORITY FOR CERTAIN OFFEND- 
ErS.—Section 1128 of such Act (42 U.S.C. 1320a-7) is amended by 
adding at the end the following new subsection: 

“(f) For purposes of subsection (a), a eee or other individual 
is considered to have been ‘convicted’ of a criminal offense— 

“(1) when a judgment of conviction has been entered against 
the physician or individual by a Federal, State, or local court, 
aodeen of whether there is an appeal pending or whether the 
judgment of conviction or other record relating to criminal 
conduct has been expunged; 

(2) when there has been a finding of guilt —— the physi- 
cian or individual by a Federal, State, or local court: 

“(3) when a plea of guilty or ‘nolo contendere by the physician 
or individual has been accepted by a Federal, State, or local 
court; or 

“(4) when the physician or individual has entered into partici- 
pation in a first offender or other program where judgment of 
conviction has been withheld.” 
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(d) Errective Dates.—(1) The amendment made by subsection (a) 
shall take effect on the date of the enactment of this Act, without 
regard to when the criminal conviction was obtained, but shall only 
apply to a conviction upon a plea of nolo contendere tendered after 
the date of the enactment of this Act. 

(2) The amendment made by subsection (b) shall apply to failures 
. misconduct occurring on or after the date of the enactment of this 

ct. 

(3) The provisions— 

(A) of paragraphs (1), (2), and (8) of section 1128(f) of the Social 
Security Act (as added by the amendment made by subsection 
(c)) shall apply to judgments entered, findings made, and pleas 
na before, on, or after the date of the enactment of this 
Act, an 

(B) of paragraph (4) of such section shall apply to participa- 
tion in a program entered into on or after the date of the 
enactment of this Act. 


SEC. 9318. HOSPITAL PROTOCOLS FOR ORGAN PROCUREMENT AND 
STANDARDS FOR ORGAN PROCUREMENT AGENCIES. 


(a) In GENERAL.—Title XI of the Social Security Act is amended by 
inserting after section 1137 the following new section: 


“HOSPITAL PROTOCOLS FOR ORGAN PROCUREMENT AND STANDARDS FOR 
ORGAN PROCUREMENT AGENCIES 


“Sec. 1138. (aX1) The Secretary shall provide that a hospital 
meeting the requirements of title XVIII or XIX may participate in 
the program established under such title only if— 

“(A) the hospital establishes written protocols for the identi- 
fication of potential organ donors that— 

“(j) assure that families of potential organ donors are 
made aware of the option of organ or tissue donation and 
their option to decline, 

“(ii) encourage discretion and sensitivity with respect to 
the circumstances, views, and beliefs of such families, and 

“(iii) require that an organ procurement agency des- 
ignated by the Secretary pursuant to subsection (b\1\F) be 
notified of potential organ donors; and 

“(B) In the case of a hospital in which organ transplants are 
performed, the hospital is a member of, and abides by the rules 
and requirements of, the Organ Procurement and Transplan- 
tation Network established pursuant to section 372 of the Public 
Health Service Act (in this section referred to as the ‘Network’). 

“(2) For purposes of this subsection, the term ‘organ’ means a 
human kidney, liver, heart, lung, pancreas, and any other human 
organ or tissue specified by the Secretary for purposes of this 
subsection. 

“(bX1) The Secretary shall provide that payment may be made 
under title XVIII or XIX with respect to organ procurement costs 
attributable to payments made to an organ procurement agency 
only if the agency— 

“(A\i) is a qualified organ procurement organization (as de- 
scribed in section 371(b) of the Public Health Service Act) that is 
operating under a grant made under section 371(a) of such Act, 
or (ii) has been certified or recertified by the Secretary within 
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the previous two years as meeting the standards to be a quali- 
fied organ procurement organization (as so described); 

“(B) meets the requirements that are applicable under such 
title for organ procurement agencies; 

“(C) meets performance-related standards prescribed by the 
Secretary; 

“(D).is a member of, and abides by the rules and requirements 
of, the Network; 

“(E) allocates organs, within its service area and nationally, 
in accordance with medical criteria and the policies of the 
Network; and 

“(F) is designated by the Secretary as an organ procurement 
organization payments to which may be treated as organ 
Eeseeepenes costs for purposes of reimbursement under such 
title. 

“(2) The Secretary may not designate more than one organ 
procurement organization for each service area (described in section 
non 1XE) of the Public Health Service Act) under paragraph 
(1XF).”. 

(b) Errective Dates.—(1) Section 1138(a) of the Social Security 
Act shall apply to hospitals participating in the programs under 
titles XVIII and XIX of such Act as of October 1, 1987. 

(2) Section 1138(b) of such Act shall apply to costs of organs 
procured on or after October 1, 1987. 


SEC. 9319. MEDICARE AS SECONDARY PAYER; COVERAGE REQUIRE- 
MENTS FOR CERTAIN OTHER PAYERS. 


(a) MEDICARE SECONDARY FOR DISABLED EMPLOYEES OF CERTAIN 
LARGE EMPLOYERS.—Section 1862(b) of the Social Security Act (42 
U.S.C. 1395y(b)) is amended by adding at the end the following new 
paragraph: 

“(4 AX) A large group health plan may not take into account that 
an active individual is eligible for or receives benefits under this 
title under section 226(b), other than an individual who is, or would 
upon application be, entitled to benefits under section 226A. 

“(ii) Payment may not be made under this title, except as provided 
in clause (iii), with res to any item or service to the extent that 
payment has been made, or can reasonably be ex to be made, 
with respect to the item or service as requi under clause (i). 

“(ii) Any payment under this title with respect to any item or 
service to which clause (i) applies shall be conditioned on reimburse- 
ment to the appropriate Trust Fund established by this title. In 
order to recover payment made under this title for the item or 
service, the United States may bring an action against any entity 
which is required under this subsection (a) to pay with respect to the 
item or service (and may, in accordance with paragraph (5), collect 
double damages against that entity), or against any other entity that 
has received payment from that entity with respect to the item or 
service, and may join or intervene in any action related to the 
events that gave rise to the need for the item or service. The United 
States shall be subrogated (to the extent of payment made under 
this title for an item or service) to any right under clause (i) of an 
individual or any other entity to payment with respect to the item 
or service. The Secretary may waive (in whole or in part) the 
provisions of this clause in the case of an individual claim if the 
Secretary determines that the waiver isin. the best interests of 
the program established under this title. 
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“(B) In this paragraph: 

“(i) The term ‘large group health plan’ has the meaning given 
oo term in section 5000(b) of the Internal Revenue e of 

“(ii) The term ‘active individual’ means an employee (as may 
be defined in regulations), the employer, an individual associ- 
ated with the employer in a business relationship, or a member 
of the family of any of those persons. 

“(C) The provisions of eubecaianas h (B) of paragraph (3) shall 
apply to coordination of payment under this paragraph in the case 
of large group health plans in the same manner as they apply to 
coordination of payment under paragraph (3) in the case of group 
health plans. 

“(D) The preceding provisions of this paragraph shall only apply 
to items and services furnished on or after January 1, 1987, and 
before January 1, 1992.” 

(b) ESTABLISHMENT OF Private CAUSE oF ACTION WHERE MEDICARE 
SEconpDary.—Such section is further amended by adding at the end 
the following new paragraph: 

“(5) There is hereby created a private cause of action for damages 
(which shall be in an amount double the amount otherwise provided) 
in the case of a workmen’s compensation law or plan, automobile or 
liability insurance policy or plan or no fault insurance plan, group 
health plan, or large group health plan which is made a prima 
payer under paragraph (1), (2), (3), or (4), respectively, and whic 
fails to provide for primary payment (or appro riate reimburse- 
ment) in accordance with such respective paragrap 

(c) SPECIAL ENROLLMENT PERIODS 

(1) Section 1837(iX1) of sch: Act (42 U.S.C. 1395p(iX1)) is 
amended by adding at the end the following: “In the case of an 
individual who has not attained the age of 65, at the time the 
individual first satisfies paragraph (1) of section 1836, is en- 42 USC 13950. 
rolled in a large group health plan as an active individual (as 
those terms are defined in section 1862(b\4(B)), and has elected 42 USC 1395y. 
not to enroll (or to be deemed enrolled) under this section 
during the individual’s initial enrollment ee there shall be 
a special enrollment period described in pone (3\B).”. 

(2) Section 1837(iX2) of such Act (42 t U. Bi C. 1395p(iX2)) is 
amended by adding at the end the following: “In the case of an 
individual who has not attained the age of 65, has enrolled (or 
has been deemed to have enrolled) in the medical insurance 
program established under this part during the individual’s 
initial enrollment period, or is an individual described in the 
second sentence of paragraph (1), has enrolled in such program 
during any subsequent special enrollment period under this 
subsection during which the individual was not enrolled in a 
large group health plan as an active individual (as those terms 
are defined in section 1862(bX4\B)), and has not terminated 
enrollment under this section at any time at which the individ- 
ual is not enrolled in such a large group health plan as an active 
individual, there shall be a special enrollment period described 
in paragraph (3\B).”. 

(3) Section 1837(i(3) of such Act (42 U.S.C. 1395p(iX3)) is 
amended— 

(A) by inserting “(A)” after “(3)”, 
(B) by inserting “the first sentences of” after “referred to 
in” 


(C) by adding at the end the following new subparagraph: 
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“(B) The special enrollment period referred to in the second 
sentences of paragraphs (1) and (2) is the period beginning with the 
first day of the first month in which the individual is no longer 
enrolled as an active individual in a large group health plan (as such 
one are defined in section 1862(b\4B)) and ending seven months 
ater.”. 

(4) The second sentence of section 1839(b) of such Act (42 
U.S.C. 1395r(b)) is amended by inserting before the period the 
following: “or months during which the individual has not 
attained the age of 65 and for which the individual can dem- 
onstrate that the individual was enrolled in a large group 
health plan as an active individual (as those terms are defined 
in section 1862(b)\(4)B))”’. 

(d) Tax IMPOSED ON NONCONFORMING PLANS.— 

(1) Subtitle D of the Internal Revenue Code of 1954 (relating 
to miscellaneous excise taxes) is amended by adding at the end 
the following new chapter: 


“CHAPTER 47—CERTAIN LARGE GROUP HEALTH PLANS 
“Sec. 5000. Certain large group health plans. 


“SEC. 5000. CERTAIN LARGE GROUP HEALTH PLANS. 


“(a) IMPOSITION OF Tax.—There is hereby imposed on any em- 
ployer or employee organization that contributes to a nonconform- 
ing large group health plan a tax equal to 25 percent of the 
employer’s or employee organization’s expenses incurred during the 
calendar year for each large group health plan to which the em- 
ployer or employee organization contributes. 

“(b) Lance Group HEALTH PLAN.—For purposes of this section, 
the term ‘large group health plan’ means a plan of, or contributed to 
by, an employer or employee organization (including a self-insured 
plan) to provide health care (directly or otherwise) to the employees, 
former employees, the employer, others associated or formerly asso- 
ciated with the employer in a business relationship, or their fami- 
lies, that covers employees of at least one employer that normally 
employed at least 100 employees on a typical business day during 
the previous calendar year. 

“(c) NONCONFORMING LARGE Group HEALTH PLAN.—For purposes 
of this section, the term ‘nonconforming large group health plan’ 
means a large group health plan that at any time during a calendar 
year does not comply with the requirements of section 
1862(b)\(4)(A\(i) of the Social Security Act. 

“(d) GOVERNMENT ENTITIES.—For purposes of this section, the 
term ‘employer’ does not include a Federal or other governmental 
entity.” 
(2) The table of chapters of subtitle D of such Code is amended 
by adding at the end thereof the following: 

“CuHapter 47. Certain large group health plans.”. 


(e) Srupy or Impact ON DISABLED BENEFICIARIES AND FAMILY.— 
The Comptroller General shall study and report to Congress, by not 
later than March 1, 1990, the impact of the amendments made by 
this section on access of disabled individuals and members of their 
family to employment and health insurance. The report shall in- 
clude information relating to— 
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(1) the number of disabled medicare beneficiaries for whom 
medicare has become secondary, either through their employ- 
ment or the employment of a family member; 

(2) the amount of savings to the medicare program achieved 
annually through this provision; and 

(3) the effect on employment, and employment-based health 
coverage, of disabled individuals and family members. 

(f) Errective Dates.— 42 USC 1395y 

(1) Except as provided in paragraph (2), the amendments te. 
made by this section shall apply to items and services furnished 
on or after January 1, 1987. 

(2) The amendments made by subsection eo shall apply to 
enrollments occurring on or after January 1, 1987 


SEC. 9320. PAYMENT FOR SERVICES OF CERTIFIED REGISTERED NURSE 
ANESTHETISTS. 


(a) ExTension or Pass-THROUGH FoR Costs OF CERTIFIED REGIs- 
TERED Nurse ANESTHETISTS. —Section 2312(c) of the Deficit Reduction 
Act of 1984 is amended by striking “October 1, 1987.” and inserting 42 USC 1395ww 
“January 1, 1989. In the case of a cost reporting period that begins te. 
before January 1, 1989, but end after such date, additional payments 
under the amendment made by subsection (a) shall be proportionately 
ee to reflect the portion of the period occurring after such 
ate.”’. 
(b) CoveraGe or SERVICES OF A CERTIFIED REGISTERED NURSE 
ANESTHETIST UNDER Part B.—Section 1861(s) of the Social Security 
Act (42 U.S.C. 1395x(s)) is amended— 
(1) by redesignating paragraphs (11) through (14) as para- 
graphs (12) through (15), respectively; 
(2) by striking “and” at the end of paragraph (9); 
(3) by ee. the period at the end of paragraph (10) and 
inserting “; and”; and 
(4) by inserting after paragraph (10) the following new para- 


aph: 
“(11) services of a certified registered nurse anesthetist (as 
defined in subsection (bb)).”’. 
(c) DEFINITION OF SERVICES OF A CERTIFIED REGISTERED NuRSE 
ANESTHETIST.—Section 1861 of such Act is amended by inserting 
after subsection (aa) the following new subsection: 


“SERVICES OF A CERTIFIED REGISTERED NURSE ANESTHETIST 


“(bbX1) The term ‘services of a certified registered nurse anes- 
thetist’? means anesthesia services and related care furnished by a 
certified registered nurse anesthetist (as defined in paragraph (2)) 
which the nurse anesthetist is legally authorized to perform as such 
by the State in which the services are furnished. 

“(2) The term ‘certified registered nurse anesthetist’ means a 
certified registered nurse anesthetist licensed by the State who 
meets such education, training, and other requirements relating to 
anesthesia services and related care as the Secretary may prescribe. 
In prescribing such requirements the Secretary may use the same 
requirements as those established by a national organization for the 
certification of nurse anesthetists.” 

(d) Direct PAYMENT FOR Services.—Section 1832(aX2\B) of such 
Act (42 U.S.C. 1395k(aX2XB)) is amended— 

(1) by striking ‘“‘and” at the end of clause (i), 
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Ante, p. 2013. 


42 USC 1395u. 


Health care 
professionals. 


, @ oy eearnes ; and” at the end of clause (ii) and inserting 
, and 
(3) by ‘adding at the end the following new clause: 
“(iii) services of a certified registered nurse anes- 
thetist; and”. 

(e) AMouNT oF PAYMENT.—(1) Section 1833(a1) of such Act (42 
U.S.C. 1395l(aX1)) is amended by striking “and” at the end of 
subparagraph (E), and by adding - the end the following: “and (H) 
with respect to services of a certified registered nurse anesthetist 
under section 1861(sX11), the amounts paid shall be 80 percent of the 
lesser of the actual charge or the fee schedule for such services 
established by the Secretary in accordance with subsection (1),”. 

(2) Section 1833 of such Act is further amended by adding at the 
end the following new subsection: 

“(1) The Secretary shall establish a fee schedule for services of 
certified registered nurse anesthetists under section 1861(s\11). 

“(2) Except as provided in paragraph (3), the fee schedule estab- 
lished under paragraph (1) shall be initially based on audited data 
from cost reporting periods ending in fiscal year 1985. The fee 
schedule shall be adjusted annually (to become effective on Janu- 
ary 1 of each calendar year) by the percentage increase in the MEI 
(as defined in section 1842(bX4\EXii)) for that year. 

“(3 A) In establishing the initial fee schedule for those services, 
the Secretary shall adjust the fee schedule to the extent necessary to 
ensure that the estimated total amount which will be paid under 
this title for those services plus applicable coinsurance in 1989 will 
equal the estimated total amount which would be paid under this 
title for those services in 1989 if the services were included as 
inpatient hospital services and payment for such services was made 
under part A in the same manner as payment was made in fiscal 
year 1987, adjusted to take into account changes in prices and 
technology relating to the administration of anesthesia. 

“(B) The Secretary shall also reduce the prevailing charge of 
physicians for medical direction of a certified registered nurse anes- 
thetist, or the fee schedule for services of certified registered nurse 
anesthetists, or both, to the extent necessary to ensure that the 
estimated total amount which will be paid under this title plus 
applicable coinsurance for such medical direction and such services 
in 1989 and 1990 will not exceed the estimated total amount which 
would have been paid but for the enactment of the amendments 
made by section 9320 of the Omnibus Budget Reconciliation Act of 
1986. A reduced prevailing charge under this subparagraph shall 
become the prevailing charge but for subsequent years for purposes 
of applying the economic index under the fourth sentence of section 
1 3). 

“(4) In establishing the fee schedule under paragraph (1), the 
Secretary may utilize a system of time units, a system of base and 
time units, or any appropriate methodology. The Secretary may 
establish a nationwide fee schedule or adjust the fee schedule 
for geographic areas (as the Secretary may determine to be 
appropriate). 

“(5MA) Payment for the services of a certified registered nurse 
anesthetist (for which payment may otherwise be made under this 
part) may be made on the basis of a claim or request for payment 
presented by the certified registered nurse anesthetist furnishing 
such services, or by a hospital, physician, or group practice with 
which the certified registered nurse anesthetist furnishing such 
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services has an employment or contractual relationship that pro- 
vides for payment to be made under this part for such services to 
such hospital, physician, or group practice. 

“(BXi) Payment for the services of a certified registered nurse 
anesthetist under this part may be made only on an assignment- 
related basis, and any such assignment agreed to by a certified 
registered nurse anesthetist shall be binding upon any other person 
presenting a claim or request for payment for such services. 

“(ii) Except for deductible and coinsurance amounts applicable 
under this section, any person who knowingly and willfully pre- 
sents, or causes to be presented, to an individual enrolled under this 
part a bill or request for payment for services of a certified reg- 
istered nurse anesthetist for which payment may be made under 
this part only on an assignment-related basis is subject to a civil 
monetary penalty of not to exceed $2,000 for each such bill or 
request. Such a penalty shall be imposed in the same manner as 
civil monetary penalties are imposed under section 1128A with Ante, pp. 2003, 
respect to actions described in subsection (a) of that section. 2008. 

“(C) No hospital that presents a claim or request for payment for Claims. 
services of a certified nurse anesthetist under this part may treat 
any uncollected coinsurance amount imposed under this part with 
eee to such services as a bad debt of such hospital for purposes of 
this title. 

“(6(A) If an adjustment under paragraph (3B) results in a reduc- Health care 
tion in the reasonable charge for a physicians’ service and a_ Professionals. 
nonparticipating physician furnishes the service to an individual 
entitled to benefits under this part (sub yer to subparagraph (D)), the 
physician may not charge the individual more than the limiting 
charge (as defined in subparagraph (B)) plus (for services furnished 
during the 12-month period beginning on the effective date of the 
reduction) % of the amount by which the physician’s actual charges 
= the service for the previous 12-month period exceeds the limiting 
charge. 

“(B) In subparagraph (A), the term ‘limiting charge’ means, with 
respect to a service, 125 percent of the prevailing charge for the 
service after the reduction referred to in subparagraph (A). 

“(C) If a physician knowingly and willfully imposes charges in Health care 
violation of subparagraph (A), the Secretary may apply sanctions professionals. 
against such physician in accordance with subsection (jX(2). Sanctions. 

“(D) This paragraph shall not apply to services furnished after the Reports. 
earlier of (i) December 31, 1990, or (ii) one-year after the date the 

Secretary reports to Congress, under section 1845(eX3), on the devel- Arnie, p. 190. 
opment of the relative value scale under section 1845.” 

(3) Section 184262) of such Act (42 U.S.C. 1395u(jX2)) i is amended 

by a ‘paragraph (1) or subsection (k)” and inserting “this 
Pp 


() Nor Treatep as Part or INPATIENT HosprraL SERVICES.— 
Section 1861(b\(4) of such Act (42 U.S.C. 1395x(bXA)) is is amended by 
inserting before the semicolon the following: “, anesthesia services 
orouar by a certified certified registered nurse anesthetist”. 

(g) CONFORMING AMENDMENTS TO HospiTaAL PAYMENTS.—(1) Sec- 
tion 1886(aX4) of such Act (42 U.S.C. 1395ww(aX4)) is amended by 
striking “, costs of anesthesia services provided by a certified reg- 
istered nurse anesthetist,”’. 

(2) Section 1886(dX5) of such Act (42 U.S.C. 1395ww(dX5)) is 
amended by striking subparagraph (E). 
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(h) OrHER CoNFORMING AMENDMENTsS.—(1) Section 1862(a\(14) of 
such Act (42 U.S.C. 1395y(aX14)) is amended by inserting before the 
period the following: “or are services of a certified registered nurse 
anesthetist”. 

(2) Section 1866(aX1)H) of such Act (42 U.S.C. 1395cc(aX1H)) is 
amended by inserting “, and other than services of a certified 
registered nurse anesthetist” after “1862(a\(14)’. 

(3) Sections 1864(a), 1865(a), 1902(aX9XC), and 1915(aX1XBXiiXD) of 
such Act (42 U.S.C. 1395aa(a), 1395bb(a), 1396a(aX9XC), 
1396n(aX1\BXGiiD) are each amended by striking “paragraphs (11) 
and (12)” and inserting “ aphs (12) and (13)”. 

(i) Errective Date.—The amendments made by this section (other 
than subsection (a)) shall apply to services furnished on or after 
January 1, 1989. 

(j) Construction.—Nothing in this section or the amendments 
made by this section shall contravene provisions of State law relat- 
ing to the practice of medicine or nursing or State law requirements 
or institutional requirements regarding the administration of 
anesthesia and its medical direction or supervision. 


SEC. 9321. TECHNICAL AMENDMENTS AND MISCELLANEOUS PROVISIONS 
RELATING TO PARTS A AND B. 


(a) TREATMENT OF GROUP PURCHASING VENDOR AGREEMENTS.— 

(1) IN GENERAL.—Section 1877(bX3) of the Social Security Act 
(42 U.S.C. 1395nn(bX3)) is amended— 

(A) by striking “and” at the end of subparagraph (A), 

(B) by striking the period at the end of subparagraph (B) 
and inserting “; and”, and 

(C) by adding at the end the following: 

“(C) any amount paid by a vendor of goods or services to a 
person authorized to act as a purchasing agent for a group of 
individuals or entities who are furnishing services reimbursed 
under this title if— 

“(i) the person has a written contract, with each such 
individual or entity which specifies the amount to be paid 
the person, which amount may be a fixed amount or a fixed 
percentage of the value of the purchases made by each such 
individual or entity under the contract, and 

“(ii) in the case of an entity that is a provider of services, 
the person discloses (in such form and manner as the 
Secretary requires) to the entity and, —_ request, to the 
Secretary the amount received from each such vendor with 
respect to purchases made by or on behalf of the entity.”. 

(2) EFFECTIVE DATE.—The amendments made by paragraph (1) 
apply to payments made before, on, or after the date of the 
enactment of this Act. 

(b) ExTENSION AND CLARIFICATION OF COMPETITIVE CONTRACTING 
Autuority.—Section 2326(a) of the Deficit Reduction Act of 1984 is 
amended— 

(1) by striking “of the fiscal years” and all that follows 
through “, the Secretary” and inserting “fiscal year (beginning 
with fiscal year 1985 and ending with fiscal year 1989), the 
Secretary’, and 

(2) by inserting ‘or cost reimbursement provisions under 
sections 1816(c) or 1842(c) of such Act” after “such Act” the 
second place it appears. 

(c) TREATMENT OF CAPITAL-RELATED REGULATIONS.— 
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(1) PROHIBITION OF ISSUANCE OF FINAL REGULATIONS ON CAP- 
ITAL-RELATED COSTS AS PART OF PAYMENT FOR OPERATING COSTS 
BEFORE SEPTEMBER 1, 1987.—Notwithstanding any other provi- 
sion of law (except as provided in paragraph (3)), the Secretary 
of Health and Human Services may not issue, in final form, 
after September 1, 1986, and before September 1, 1987, any 
regulation that changes the methodology for computing the 
amount of payment for capital-related costs (as defined in para- 
graph (4)) for inpatient hospital services under part A of title 
XVIII of the Social Security Act. Any regulation published in 42 USC 1395c. 
violation of the previous sentence before the date of the enact- 
ment of this Act is void and of no effect. 

(2) NoT INCLUDING CAPITAL-RELATED REGULATIONS IN BUDGET 
BASELINE.—Any reference in law to a regulation issued in final 
form or proposed by the Health Care Financing Administration 
pursuant to sections 1886(b\(3\B), 1886(d\(8A), and 1886(e)(4) of 
the Social Security Act shall not include any regulation issued 42 USC 1395ww. 
or proposed with respect to capital-related costs (as defined in 
paragraph (4)). 

(3) Exception.—Paragraph (1) shall not apply to any regula- 
tion issued for the sole purpose of implementing section 
1886(g\3XA) and (B) of the Social Security Act (as amended by 
section 9303(a) of this Act). 

(4) CAPITAL-RELATED COSTS DEFINED.—In this subsection, the 
term “capital-related costs” means those capital-related costs 
that are specifically excluded, under the second sentence of 
“operating costs of inpatient hospital services” (as defined in 
that section) for cost reporting periods beginning prior to Octo- 
ber 1, 1987. 

(d) LimrTraTION ON AuTHOoRITY To IssuE CERTAIN FINAL REGULA- 42 USC 1395ww 
TIONS AND INSTRUCTIONS RELATING TO HOSPITALS OR PHYSICIANS.—  n0te. 
Notwithstanding any other provision of law, except as required to 
implement specific provisions required under statute and except as 
provided under subsection (c) with respect to a regulation described 
in that subsection, the Secretary of Health and Human Services is 
not authorized to issue in final form after the date of the enactment 
of this Act and before September 1, 1987, any regulation, instruc- 
tion, or other policy which is estimated by the Secretary to result in 
a net reduction in expenditures under title XVIII of the Social 
Security Act in fiscal year 1988 of more than $50,000,000, and which 42 USC 1395. 
relates to hospitals or physicians. 

(e) 60-pay Notice ror PRoposeD REGULATIONS.— 

(1) IN GENERAL.—Section 1871 of the Social Security Act (42 
U.S.C. 13895hh) is amended by inserting “(a)” after “1871.” and 
by adding at the end the following new subsection: 

“(b)\(1) Except as provided in paragraph (2), before issuing in final Federal 
form any regulation under subsection (a), the Secretary shall pro- Register, 
vide for notice of the proposed regulation in the Federal Register Publication. 
and a period of not less than 60 days for public comment thereon. 

“(2) Paragraph (1) shall not apply where— 

“(A) a statute specifically permits a regulation to be issued in 
interim final form or otherwise with a shorter period for public 
comment, 

“(B) a statute establishes a specific deadline for the im- 
plementation of a provision and the deadline is less than 150 
days after the date of the enactment of the statute in which the 
deadline is contained, or 
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““(C) subsection (b) of section 553 of title 5, United States Code, 
does not apply pursuant to subparagraph (B) of such 
subsection.” 

(2) CONFORMING AMENDMENTS.—(A) Section 1886(eX3\A) of 
such Act (42 U.S.C. 1395ww/(eX3XA)), as amended by section 
9302(eX3XB), is amended by striking “April” and inserting 
“March”. 

(B) Section 1886(eX5XA) of such Act is amended by striking 
“June” and inserting ‘““May”’. 

(3) EFFECTIVE DATES.— 

42 USC 1395hh (A) The amendments made by paragraph (1) shall apply 

note. to notices of proposed rulemaking issued after the date of 
the enactment of this Act. 

42 USC 1395ww (B) The amendments made by paragraph (2) shall take 

note. effect beginning with fiscal year 1989. 


PART 3—PROVISIONS RELATING TO MEDICARE 
PART B 


SEC. 9331. PAYMENT FOR PHYSICIANS’ SERVICES. 


(a) DETERMINATION OF MaximuM ALLOWABLE PREVAILING 
CHARGES FOR PHysiIcIANs’ SERVICES.— 

(1) IN GENERAL.—Section 1842(b\4\A) of the Social Security 
Act (42 U.S.C. 1395u(bX4XA)) is amended by striking clause (iii) 
and inserting the following: 

“(iii) In determining the maximum allowable prevailing charges 
which may be recognized consistent with the index described in the 
fourth sentence of paragraph (3) for physicians’ services furnished 
on or after January 1, 1987, by participating physicians, the Sec- 
retary shall treat the maximum allowable prevailing charges recog- 
nized as of December 31, 1986, under such sentence with respect to 
participating physicians as having been justified by economic 
changes. 

“(iv) In determining the prevailing charge level under the third 
and fourth sentences of paragraph (3) for a physicians’ service 
furnished on or after January 1, 1987, by a nonparticipating physi- 
cian, the Secretary shall set the level at 96 percent of the prevailing 
charge levels established under such sentences with respect to such 
service furnished by participating physicians. 

“(v) Beginning with 1987, the percentage increase in the MEI (as 
defined in subparagraph (EXii)) for each year shall be the same for 
nonparticipating physicians as for participating physicians. ”’. 

(2) CONFORMING AMENDMENT.—Section 1842(b\4\(C) of such 
Act is amended— 

(A) by striking “(i)” after “(C)”, and 
(B) by striking clause (ii). 

(3) Dermnirions.—Section 1842(b\4) of such Act is further 
amended by adding at the end the following new subparagraph: 

“(E) In this section: 

“(i) The term ‘participating physician’ refers, with respect to 
the furnishing of services, to a physician who at the time of 
furnishing the services is a participating physician (under 
subsection (hXi)), and the term ‘nonparticipating physician’ 
refers, with respect to the furnishing of services, a physician 
who at the time of furnishing the services is not a participating 
physician. 
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“(ii) The term ‘percentage increase in the MEI’ means, with 
respect to physicians’ services furnished in a year, the percent- 
age increase in the medicare economic index (referred to in the 
fourth sentence of paragraph (3)) applicable to such services 
furnished as of the first day of that year.”. 
(4) EFFECTIVE DATE.—The amendments made by this subsec- 42 USC 1395u 
— shall apply to services furnished on or after January 1, note. 


(b) GENERAL Limit ON ACTUAL CHARGES FOR NONPARTICIPATING 42 USC 1395u. 
PHYSICIANS.— 

(1) IN GENERAL.—Section 1842(jX1) of such Act is amended— 
(A) by inserting “(A)” after “(jX1)”, and 
(B) by adding at the end the following new subparagraph: 

“(B\i) During any period (on or after January 1, 1987, and before 
the date specified in clause (ii)), during which a physician is a 
nonparticipating physician, the Secretary shall monitor each such 
physician’s actual charges for physicians’ services furnished to 
individuals enrolled under this part. If such physician knowingly 
and willfully bills for such a service a physician’s actual charge (as 
defined in subparagraph (C)(vi) in excess of the maximum allowable 
actual charge determined under subparagraph (C) for that service, 
the Secretary may apply sanctions against such physician in accord- 
ance with paragraph (2). 

“(i) Clause (i) shall not apply to services furnished after the 
earlier of (I) December 31, 1990, or (II) one-year after the cate the 
Secretary reports to Congress, under section 1845(e\(3), on the devel- 
opment of the relative value scale under section 1845. .~ 

“(CXi) For a particular physicians’ service furnished by a 
nonparticipating physician to individuals enrolled under this part 


during a year, for purposes of subpereqeeph (B), the maximum 


allowable actual charge is determined as follows: If the physician’s 
actual charge for that service in the previous year was— 

“(D less than 115 percent of the prevailing charge for the year 
involved for such service furnished by nonparticipating physi- 
cians, the maximum allowable actual charge for the year in- 
volved is the greater of the maximum allowable actual charge 
described in subclause (II) or the charge described in clause (ii), 


r 
“(II equal to, or greater than, 115 percent of the prevailing 
charge for the year involved for such service furnished by 
nonparticipating physicians, the maximum allowable actual 
charge is 101 percent of the physician’s maximum allowable 
actual charge for the service for the previous year. 

“(ii) For purposes of clause (iXI), the charge described in this 
clause for a a physicians’ service furnished in a year is the 
maximum allowable actual charge for the service of the physician 
for the previous year plus the product of (I) the applicable fraction 
(as defined in clause (iii)) and (II) the amount by which 115 percent 
of the prevailing charge for the year involved for such service 
furnished by nonparticipating physicians, exceeds the physician’s 
maximum allowable actual charge for the service for the previous 
year. 

“(iii) In clause (ii), the ‘applicable fraction’ is— 

“(I) for 1987, %, 

“(ID for 1988, 4, 

“(III) for 1989, %, and 

“(IV) for any subsequent year, 1. 
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“(iv) For purposes of determining the maximum allowable actual 
charge under clauses (i) and (ii) for 1987, in the case of a physicians’ 
service for which the physician has actual charges for the calendar 
quarter beginning on April 1, 1984, the ‘maximum allowable actual 
charge’ for 1986 is the physician’s actual charge for such service 
furnished during such quarter. 

“(v) For purposes of determining the maximum allowable actual 
charge under clauses (i) and (ii) for a year after 1987, in the case of a 
physicians’ service for which the physician has no actual charges for 
the calendar quarter beginning on April 1, 1984, and for which a 
maximum allowable actual charge has not been previously estab- 
lished under this clause, the ‘maximum allowable actual charge’ for 
the previous year shall be the 50th percentile of the customary 
charges for the service (weighted by frequency of the service) per- 
formed by nonparticipating physicians in the locality during the 12- 
month period ending June 30 of that previous year. 

“(vi) For purposes of this subparagraph and subparagraph (B), a 
‘physician’s actual charge’ for a physicians’ service furnished in a 
year or other period is the weighted average (or, at the option of the 
Secretary for a service furnished in the calendar quarter beginning 
April 1, 1984, the median) of the physician’s charges for such service 
furnished in the year or other period.”’. 

(2) PROVISION OF ACTUAL CHARGE INFORMATION BY CARRIER TO 
NONPARTICIPATING PHYSICIANS.—Section 1842(b)(3) of such Act is 
amended— 

(A) by striking “and” at the end of subparagraph (E), 

(B) by inserting “and” at the end of subparagraph (F), and 

(C) by inserting after subparagraph (F) the following new 
subparagraph: 

“(G) will provide to each nonparticipating physician, at the 
beginning of each year, a list of the physician’s maximum 
allowable actual charges (established under subsection (j)(1)(C)) 
for the year for the physicians’ services mostly commonly fur- 
nished by that physician;”. 

(3) CONFORMING AMENDMENT.—Section 1842(b\4\D) of such 
Act is amended by adding at the end the following new clause: 

“(iv) In determining the customary charges for a physicians’ 
service furnished on or after January 1, 1988, if a physician was a 
nonparticipating physician in a previous year (beginning with 1987), 
the Secretary shall not recognize any amount of such actual charges 
(for that service furnished during such previous year) that exceeds 
the maximum allowable actual charge for such service established 
under subsection (jX1\C).”. 

(4) EFFECTIVE DATE.—The amendments made by this subsec- 
tion shall apply to services furnished on or after January 1, 
1987. 

(c) MEDICARE Economic INDEXx.— 

(1) For 1987.—Notwithstanding any other provision of law, for 
purposes of part B of title XVIII of the Social Security Act for 
physicians’ services furnished in 1987, the percentage increase 
in the MEI (as defined in section 1842(b)(4\E\ii) of the Social 
Security Act) shall be 3.2 percent. 

(2) PROHIBITING RETROACTIVE ADJUSTMENT OF MEDICARE ECO- 
NOMIC INDEX.—The Secretary of Health and Human Services is 
not authorized to revise the MEI in a manner that provides, for 
any period before January 1, 1985, for the substitution of a 
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rental equivalence or rental substitution factor for the housing 
component of the consumer price index. 

(3) ANNUALIZATION OF MEI.—(A) The fourth sentence of sec- 
tion 1842(bX3) of the Social Security Act (42 U.S.C. 1395u(b\(3)) is 
amended by inserting after “ending June 30, 1973,” the follow- 
ing: “or (with respect to physicians services furnished in a year 
after 1987) the level determined under this sentence for the 
previous year”, and inserting “year-to-year” before “economic 
changes”. 

(B) The amendments made by subparagraph (A) shall apply to 
physicians’ services furnished on or after January 1, 1988. 

(4) Srupy.—The Secretary shall conduct a study of the extent 
to which the MEI appropriately and equitably reflects economic 
changes in the provision of the physicians’ services to medicare 
beneficiaries. In conducting such study the Secretary shall con- 
sult with appropriate experts. 

(5) LIMITATION ON CHANGES IN MEI METHODOLOGY.—The Sec- 
retary shall not change the methodology (including the basis 
and elements) used in the MEI from that in effect as of Octo- 
ber 1, 1985, until completion of the study under paragraph (4). 
After the completion of the study, the Secretary may not change 
such methodology except after providing notice in the Federal 
Register and opportunity for public comment. 

(6) MEI pertnep.—In this subsection, the term “MEI” means 
the economic index referred to in the fourth sentence of section 
1842(b\X(3) of the Social Security Act. 

(d) DEVELOPMENT AND UsE or HCFA Common PROCEDURE CODING 


SystEmM.— 


(1) Not later than July 1, 1989, the Secretary of Health and 
Human Services (in this subsection referred to as the “Sec- 
retary’’), after public notice and opportunity for public comment 
and after consulation with appropriate medical and other ex- 
perts, shall group the procedure codes contained in any HCFA 
Common Procedure Coding System for payment purposes to 
minimize inappropriate increases in the intensity or volume of 
services provided as a result of coding distinctions which do not 
reflect substantial differences in the services rendered. 

(2) Not later than January 1, 1990, each carrier with which 
the Secretary has entered into a contract under section 1842 of 
the Social Security Act shall make payments under part B of 
title XVIII of such Act based on the grouping of procedure codes 
effected under paragraph (1). 


(e) RECOMMENDATIONS.— 


(1) Section 1845(e) of the Social Security Act is amended by 
adding at the end thereof the following new paragraph: 

“(4XA) In making recommendations with respect to the ap- 
plication of the relative value scale for purposes of establishing 
a fee schedule, the Secretary shall— 

“‘(j) develop and assess an appropriate index to be used for 
making adjustments to reflect justifiable differences in the 
costs of practice based upon geographic location without 


exacerbating the geographic maldistribution of physicians, 
and 


“(ii) assess the advisability and feasibility of developing 
an appropriate adjustment to assist in attracting and 
retaining physicians in medically underserved areas. 
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“(B) In carrying out the requirements of subparagraph (A), 
the Secretary shall take into consideration the recommenda- 
tions made —— Physician Payment Review Commission. 

“(C)i) The retary shall develop an interim index under 
subparagraph (A\i) prior to January 1, 1988, based upon the 
most accurate and recent data that are available with respect to 
the costs of =: 

“(ii) The Secretary shall collect data with respect to the costs 
of practice (including, but not limited to, data on nonphysician 
personnel costs, malpractice insurance costs, and commercial 
rents) for the purpose of refining the index under mawencegregh 
(A\i) prior to December 31, 1989, and periodically updating the 
index thereafter. 

“(D) In conjunction with developing an index under subpara- 
graph (A), the Secretary shall conduct a study of the advisabil- 
ity of redefining the localities designated by carriers for pay- 
ment pee , 

42 USC 1395w-1. (2) ion 1845(b\(3) of such Act is amended by inserting “and 
respecting the index and the adjustment described in subsection 
(eX 4A)” after “subsection (e)’”. 

(3) Section 1845(e3) of such Act is amended— 

(A) by striking “July 1, 1987” and inserting in lieu 
thereof “July 1, 1989”, and 

(B) by striking ‘‘on or after January 1, 1988” and insert- 
ing in lieu thereof “after December 31, 1989”. 


SEC. 9332. INCENTIVES FOR PHYSICIAN PARTICIPATION. 


(a) REcRUITING.— 

(1) CARRIER RESPONSIBILITY.—Section 1842(b\3) of the Social 
Security Act (42 U.S.C. 1395u(bX3)), as amended by section 
9331(b\(2), is further amended— 

(A) by striking “and” at the end of subparagraph (F), 
° by inserting “and” at the end of subparagraph (G), 


an 

(C) by inserting after subparagraph (G) the following new 
subparagraph: 

“(H) if it makes determinations or payments with respect to 
physicians’ services, will implement— 

“(i) programs to recruit and retain physicians as partici- 
pating physicians in the area served by the carrier, includ- 
ing educational and outreach activities and the use of 
professional relations personnel to handle billing and other 
problems relating to payment of claims of participating 
physicians; and 

‘ii) programs to familiarize beneficiaries with the 
participating physician program and to assist such bene- 
ficiaries in locating participating physicians;’. 

Contracts. (2) MEASURING CARRIER PERFORMANCE.—The Secretary of 
42 USC 1395u Health and Human Services shall provide, in the standards and 
—_ criteria established under section 1842(b\2) of the Social Secu- 
rity Act for contracts under that section, a system to measure a 
carrier’s performance of the responsibilities described in sec- 

tions 1842(b\3H) and 1842(h) of such Act. 
42 USC 1895u (3) CARRIER BONUSES FOR GOOD PERFORMANCE.—Of the 
note. amounts ee for administrative activities to carry out 
42 USC 1395}. one B of title XVIII of the Social Security Act, the Secretary of 
ealth and Human Services shall provide payments, totaling 1 
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percent of the total payments to carriers for claims processing 
in any fiscal year, to carriers under section 1842 of such Act, to 
reward such carriers for their success in increasing the propor- 
tion of physicians in the carrier’s service area who are partici- 
pating physicians. 
(4) DATES.— 42 USC 1395u 
(A) CARRIER RESPONSIBILITY.—The amendment made by _ note. 
paragraph (1) shall be effective for contracts under section Contracts. 
1842 of the Social Security Act as of October 1, 1987. 
(B) PERFORMANCE MEASURES.—The Secre of Health 
and Human Services shall provide for the lishment of 
the standards and criteria required under paragraph (2) by 
not later than October 1, 1987, which shall apply to con- 
tracts as of October 1, 1987. 
(C) CaRRIER BONUSES.—From the amounts appropriated 
for each fiscal year (beginning with fiscal year 1988), the 
Secretary of Health and Human Services shall first provide 
for payments of bonuses to carriers under paragraph (3) not 
later than April 1, 1988, to reflect performance of carriers 
during the enrollment period at the end of 1987. 
(b) DiREcTORIES OF PARTICIPATING PHysICIANS.— 
= REQUIRING DISTRIBUTION TO MEDICARE BENEFICIARIES, UPON 
UEST.—Section 1842(h) of the Social Security Act (42 USC. 
1395u(h)) j is amended— 
A) in paragraph (2), by striking period and inserting the 
following: ‘and may request a copy of an appropriate direc- 
tory published under paragraph (4). Each such carrier shall, 
without charge, mail a copy of such directory upon such a 


(5)— 

@) by Sovikine “publication of the directories” and 
inserting “the participation program under this subsec- 
tion and the publication and availability of the direc- 
tories”, and 

(ii) by adding at the end the following: “The Sec- 
retary shall include such notice in the mailing of appro- 

priate benefit checks provided under title II.”; and 
Ci in the second sentence of paragraph (6)— 

(i) by inserting before the period the following: ‘‘and Health care 
that an appropriate number of copies of each such facilities. 
directory is sent to hospitals located in the area”, and 

(ii) by adding at the end the following: “Such copies 
shall be sent free of charge.”. 

(2) ORGANIZATION OF DIRECTORIES.—Section 1842(h\(4) of such 
Act is amended by adding at the end the following: “Each 
participating physician directory for an area shall provide an 
alphabetical listing of all participating prscinne pais in 
the area and an alphabetical listing by locality and specialty of 
such physicians.”. 
(3) EFFECTIVE DATES.—The amendments made by this para- 42 USC 1395u 
graph shall first apply to directories for 1987. note. 
(c) ProHIBITING UNASSIGNED BILLING OF SERVICES DETERMINED TO 
Be MEDICALLY UNNECESSARY BY A CARRIER.— 
(1) IN GENERAL.—Section 1842 of the Social Security Act 
is further amended by adding at the end the following new 
subsection: 
“(11 A) Subject to subparagraph (C), if— 
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“(i) a nonparticipating physician furnishes services to an 
individual enrolled for benefits under this part, 

“(ii) payment for such services is not accepted on an assign- 
ment-related basis, 

“(iii) a carrier determines under this part or a peer review 
organization determines under part B of title XI that payment 
may not be made by reason of section 1862(aX1) because a 
service otherwise covered under this title is not reasonable and 
necessary under the standards described in that section, and 

“(iv) the physician has collected any amounts for such 
services, 

the physician shall refund on a timely basis to the individual (and 
shall be liable to the individual for) any amounts so collected. 

“(B) A refund under subparagraph (A) is considered to be on a 
timely basis only if— 

“(i) in the case of a physician who does not request reconsider- 
ation or seek appeal on a timely basis, the refund is made 
within 30 days after the date the physician receives a denial 
notice under paragraph (2), or 

“(ii) in the case in which such a reconsideration or appeal is 
taken, the refund is made within 15 days after the date the 
physician receives notice of an adverse determination on 
reconsideration or appeal. 

“(C) Subparagraph (A) shall not apply to the furnishing of a 
service by a physician to an individual if— 

“(i) the physician did not know and could not reasonably have 
been expected to know that payment may not be made for the 
service by reason of section 1862(a)(1), or 

“(ii) before the service was provided, the individual was 
informed that payment under this part may not be made for the 
specific service and the individual has agreed to pay for that 
service. 

“(2) Each carrier with a contract in effect under this section with 
respect to physicians and each peer review organization with a 
contract under part B of title XI shall send any notice of denial of 
payment for physicians’ services based on section 1862(a\1) and for 
which payment is not requested on an assignment-related basis to 
the physician and the individual involved. 

“(3) If a physician knowingly and willfully fails to make refunds in 
violation of paragraph (1A), the Secretary may apply sanctions 
against such physician in accordance with subsection (j)(2).”. 

(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 
shall apply to services furnished on or after October 1, 1987. 

(d) DiscLosuRE OF INFORMATION OF UNASSIGNED CLAIMS FOR CER- 
TAIN PHYSICIANS’ SERVICES.— 

(1) IN GENERAL.—Section 1842 of the Social Security Act, as 
amended by subsection (c\(1), is further amended by adding at 
the end the following new subsection: 

“(m)(1) In the case of a nonparticipating physician who— 

“(A) performs an elective surgical procedure for an individual 
enrolled for benefits under this part and for which the physi- 
cian’s actual charge is at least $500, and 

“(B) does not accept payment for such procedure on an assign- 
ment-related basis, 

the physician must disclose to the Rope in writing and in a 
form approved by the Secretary, hysician’ s estimated actual 
charge for the procedure, the Siena approved charge under this 





PUBLIC LAW 99-509—OCT. 21, 1986 100 STAT. 2025 


part for the procedure, the excess of the physician’s actual charge 
over the approved charge, and the coinsurance amount applicable to 
the procedure. The written estimate may not be used as the basis 
for, or evidence in, a civil suit. 

“(2) A physician who fails to make a disclosure required under 
paragraph (1) with respect to a procedure shall refund on a timely 
basis to the individual (and shall be liable to the individual for) any 
amounts collected for the procedure in excess of the charges recog- 
nized and approved under this part. 

“(3) If a physician knowingly and willfully fails to comply with 
paragraph (2), the Secretary may apply sanctions against such 
physician in accordance with subsection (j\(2). 

“(4) The Secretary shall provide for such monitoring of requests 
for payment for physicians’ services to which paragraph (1) applies 
as is necessary to assure compliance with paragraph (2).”. 

(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 42 USC 1395u 
shall apply to surgical procedures performed on or after Octo- note. 
ber 1, 1987. 

(e) MAINTENANCE AND USE OF PARTICIPATING PHysICIAN DirEc- 42 USC 1395ce. 
TORIES BY HosPITaLs.— 

(1) REQUIREMENT OF PARTICIPATION.—Section 1866(a\(1) of the 
Social Security Act, as amended by section 9305(b\(1), is further Ante, p. 1989. 
amended— 

(A) by striking “and” at the end of subparagraph (L), 

(B) by striking the period at the end of subparagraph (M) 
and inserting “, and’, and 

(C) by inserting after subparagraph (M) the following new 
subparagraph: 

“(N) in the case of hospitals— 

“(i) to make available to its patients the directory or 
directories of participating physicians (published under sec- 
tion 1842(h)(4)) for the area served by the hospital, and 

“(ii) if hospital personnel (including staff of any emer- 
gency or outpatient department) refer a patient to a 
nonparticipating physician for further medical care on an 
outpatient basis, the personnel must inform the patient 
that the physician is a nonparticipating physician and, 
whenever practicable, must identify at least one qualified 
participating physician who is listed in such a directory and 
from whom the patient may receive the necessary 
services.”. 

(2) EFFECTIVE DATE.—The amendment made by re 42 USC 1395ec 
shall apply to agreements under section 1866(a) of the jal note. 
Security Act as of October 1, 1987. 


SEC. 9333. LIMITS ON REASONABLE CHARGES. 


(a) PROCEDURES FOR ESTABLISHMENT OF SPECIAL LIMITS ON REASON- 
ABLE CHARGES FOR Part B Services.—Section 1842(bX8) of the Social 
Security Act (42 U.S.C. 1395u(bX8)) is amended— 
(1) by redesignating subparagraphs (A) and (B) as clauses (i) 
and (ii), respectively; 
(2) by inserting “(A)” after “(8)”; and 
(3) by adding at the end the following new subparagraphs: 
“(BXi) The Secretary may provide for an increase or decrease in Health care 
the reasonable charge otherwise recognized under this section with Professionals. 
respect to a specific physicians’ service only in accordance with the 
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42 USC 1396. 


criteria set forth in subparagraph (A) and with the succeeding 
provisions of this paragraph. 

“(ii) The factors described pursuant to subparagraph (Ai) with 
respect to payment for physicians’ services shall include, but need 
not be limited to, the following: 

“(I) Prevailing charges for a service in a particular locality 
are significantly in excess of or below prevailing charges in 
other comparable localities, taking into account the relative 
costs of furnishing the services in the different localities. 

“(II) The programs established under this title and title XIX 
are the sole or primary sources of payment for a service. 

“(II) The marketplace for a service is not truly competitive 
because of a limited number of physicians who perform that 
service. 

“(IV) There have been increases in charges for a service that 
cannot be explained by inflation or technology. 

“(V) The charges do not reflect changing technology, 
increased facility with that technology, or reductions in acquisi- 
tion or production costs. 

“(VI The prevailing charges for a service under this part are 
substantially higher or lower than the payments made for the 
service by other purchasers in the same locality. 

“(iii) In applying subparagraph (A), the Secretary may compare— 

“(I) the charges and resource costs for related procedures, 

“(II) charges and resource costs for the procedure over a 
period of time, 

— charges for a procedure in different geographic areas, 
an 

“(IV) the charges and allowed payments for a procedure 
under this part and by other payors. 

“(iv) The factors considered under subparagraph (A\ii) shall take 
into account regional differences in fees, unless there is substantial 
economic justification for a uniform fee or a uniform payment limit. 
Such substantial economic justification must be explained by the 
Secretary in the notice and final determination required by para- 
graph (9). 

“(v) An adjustment under clause (i) on the basis of a comparison of 
the prevailing charges in different localities may be made only if the 
Secretary determines that the prevailing charge allowed in one 
locality is out of line with prevailing charges allowed in other 
localities after accounting for differences in practice costs. 

“(vi) In this subparagraph, ‘resource costs’ include factors such as 
the time required to provide a procedure (including pre-procedure 
evaluation and post-procedure follow-up), the complexity of the 
procedure, the training required to perform the procedure, and the 
risk involved in the procedure. 

“(C) In determining whether to adjust payment rates under 
subparagraph (Bi), the Secretary shall consider the potential im- 
pacts on quality, access, and beneficiary liability of the adjustment, 
including the likely effects on assignment rates, reasonable charge 
reductions on unassigned claims, and participation rates of 
physicians. ”. 

(b) INHERENT REASONABLENESS PROCEDURES.—Section 1842(b) of 
the Social Security Act (42 U.S.C. 1395u(b)) is amended by 
redesignating paragraph (9) as paragraph (11) and inserting after 
paragraph (8) the following new paragraphs: 
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“(9A) In the case of any physicians’ service with respect to which Health care 
the Secretary— professionals. 

“(i) determines, after appropriate consultation with represent- 
atives of the physicians likely to be affected by any change in 
the reasonable charge, that the application of this subsection 
results in the determination of a reasonable charge that, by 
reason of its grossly excessive or grossly deficient amount, is not 
inherently reasonable, and 

“(ii) proposes to establish a reasonable charge that is realistic 
and equitable or a methodology for arriving at such a charge, 

“ Secretary shall publish notice of such proposal in the Federal 
gister. 

“(B) A notice required by subparagraph (A) shall— 

“(i) specify the charge or methodology proposed to be estab- 
lished with respect to a service and shall explain the factors and 
data that the Secretary took into account in determining the 
charge or methodology so specified, and 

wee explain the potential impacts described in paragraph 
(8XC). 

“(C) After publication of the notice required by subparagraph (A), 
the Secretary shall allow not less than 60 days for public comment 
on the proposal. 

“(D) In addition to carrying out its functions under section 1845, 
the Physician Payment Review Commission (in this paragraph 
referred to as the ‘Commission’) shall comment on any such proposal 
within the period of comment allowed by the Secretary pursuant to 
subparagraph (C). 

“(EXi) Taking into consideration the comments made by the Federal 
Commission and the public, the Secretary shall publish in the pe reer 
Federal Register a final determination with respect to the reason- ” - 
able charge or methodology to be established with respect to the 
service. 

“(ii) A final determination published pursuant to clause (i) shall 
explain the factors and data that the Secretary took into consider- 
ation in making the final determination, and shall include and 
respond to the comments made by the Commission pursuant to 
subparagraph (D). 

“(10XAXi) If an adjustment under paragraph (8\B) results in a Health care 
reduction in the reasonable charge for a physicians’ service, and a Professionals. 
nonparticipating physician furnishes the service to an individual 
entitled to benefits under this part after the effective date of such 
reduction and before the end of the period described in subpara- 
graph (C), the physician may not charge the individual more than 
the limiting charge (as defined in clause (ii)) plus (for services 
furnished during the 12-month period beginning on the effective 
date of the reduction) % of the amount by which the physician’s 
actual charge for the service for the previous 12-month period 
exceeds the limiting charge. 

“(ii) In clause (i), the term ‘limiting charge’ means, with respect to 
a service, 125 percent of the inherently reasonable charge estab- 
lished under paragraph (8). 

“(B) If a physician knowingly and willfully imposes charges in 
violation of subparagraph (A), the Secretary may apply sanctions 
against such physician in accordance with subsection (jX2). 

“(C) Subparagraph (A) shall not apply to services furnished after 
the earlier of (i) December 31, 1990, or (ii) one-year after the date the 
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Secretary reports to Congress, under section 1845(e)X(3), on the devel- 
opment of the relative value scale under section 1845.”. 

(c) REview or Procepures.—Not later than October 1, 1987, the 
Secretary of Health and Human Services shall review the inherent 
reasonableness of the reasonable charges for at least 10 of the most 
costly procedures with respect to which payment is made under part 
B of title XVIII of the Social Security Act (determined on the basis 
of the aggregate annual payments under such part with respect to 
each such procedure). 

(d) ErrectivE Date.—The amendments made by this section shall 
take effect on the date of the enactment of this Act. 


SEC. 9334. PAYMENT FOR CATARACT SURGICAL PROCEDURES. 


(a) LimrraTions.—Section 1842(b\(11) of the Social Security Act (42 
U.S.C. 1395u(bX(11)), as redesignated by section 9333(b), is amended— 
(1) by redesignating subparagraphs (A) and (B) as clauses (i) 
and (ii), respectively, 
(2) by inserting “(A)” after “(11)”, and 
(3) by adding at the end the following new subparagraphs: 

“(B\(i) In determining the reasonable charge under paragraph (3) 
for a cataract surgical procedure, subject to clause (ii), the prevailing 
charge for such procedure otherwise —- for participating 
and nonparticipating physicians shall be reduced by 10 percent with 
respect to procedures performed in 1987 and shall be further 
reduced by 2 percent with respect to procedures performed in 1988. 
A reduced prevailing charge under this subparagraph shall become 
the prevailing charge level for subsequent years for purposes of 
applying the economic index under the fourth sentence of para- 
graph (3). 

“(ii) In no case shall the reduction under clause (i) for a surgical 
procedure result in a prevailing meres in a locality for a year which 
is less than 75 percent of the weighted national average of such 
prevailing charges for such procedure for all the localities in the 
United States for 1986. 

“(C)(i) In the case of a reduction in the reasonable charge for a 
physicians’ service under subparagraph (B), if a nonparticipating 
physician furnishes the service to an individual entitled to benefits 
under this part after the effective date of such reduction (subject to 
clause (iv)), the physician may not charge the individual more than 
the limiting charge (as defined in clause (ii)) plus (for services 
furnished during the 12-month period beginning on the effective 
date of the reduction) ¥% of the amount by which the physician’s 
actual charges for the service for the previous 12-month period 
exceeds the limiting charge. 

“(ii) In clause (i), the term ‘limiting charge’ means, with respect to 
a service, 125 percent of the prevailing charge for the service after 
the reduction referred to in clause (i). 

“dii) If a physician knowingly and willfully imposes charges in 
violation of clause (i), the Secretary may apply sanctions against 
such ee in accordance with subsection (j)\(2). 

“(iv) This subparagraph shall not apply to services furnished after 
the earlier of (I) December 31, 1990, or (II) one-year after the date 
the Secretary reports to Congress, under section 1845(e\3), on the 
development of the relative value scale under section 1845.”. 

(b) RATIFICATION OF REGULATIONS.— 

(1) IN GENERAL.—The Congress hereby ratifies the final regu- 
lation of the Secretary of Health and Human Services published 
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on page 35693 of volume 51 of the Federal Register on October 7, 
1986, relating to reasonable charge payment limits for anesthe- 
sia services under the medicare program. 

(2) PATIENT PROTECTIONS.—In the case of any reduction in the Health care 
reasonable charge for physicians’ services effected under the professionals. 
regulation described in paragraph (1), the provisions of section 
1842(b\(10) of the Social Security Act (added by the amendment 42 USC 1395u. 
made by subsection (a\(3)) shall apply in the same manner and 
to the same extent as they apply to a reduction in the reason- 
able charge for a physicians service effected under section 
1842(b\8) of such Act. 

(c) ErFecTIvE Date.—The amendments made by this section shall 42 USC 1395u 
apply to services furnished on or after January 1, 1987. note. 


SEC. 9335. PAYMENT RATES FOR RENAL SERVICES AND IMPROVEMENTS 
IN ADMINISTRATION OF END STAGE RENAL DISEASE NET- 
WORKS AND PROGRAM. 


(a) Composite RATEs FoR DiALysis SERVICES.— 42 USC 1395rr 
(1) IN GENERAL.—Effective with respect to dialysis services ™*- 

provided on or after October 1, 1986, and before October 1, 1988, 
the Secretary of Health and Human Services shall establish the 
base rate for routine dialysis treatment in a free-standing facil- 
ity and in a hospital-based facility under section 1881(bX7) of the 
Social Security Act at a level equal to the respective rate in 42 USC 1395rr. 
effect as of May 13, 1986, reduced ae $2.00. 


(2) ASSURING PROMPT CONSIDERATION OF EXCEPTION 
REQUESTS.—Section 1881(b\7) of the Social Security Act (42 
U. SC. 1395rr(bX(7)) is amended— 

(A) in the third sentence, by inserting “and of pediatric 


facilities” after “isolated, rural areas”, and 

(B) by inserting after the third sentence the following 
new sentence: ‘Each application for such an exception shall 
be deemed to be approved unless the Secretary disapproves 
it by not later than 60 working days after the date the 
—_ ication is filed.” 

(3) EFFECTIVE DATE. —The amendments made b paragraph (2) 42 USC 1395rr 
shall apply to applications filed on or after the date of the note 
enactment of this Ac 

(b) REPORT ON PAYMENT RATES.— 42 USC 1895rr 

(1) IN GENERAL.—The Secretary of Health and Human Serv- te 
ices shall provide for— 

(A) a study to evaluate the effects of reductions in the Health care 
rates of payment for facility and physicians’ services under professionals. 
the medicare program for patients with end stage renal 
disease on their access to care or on the quality of care, and 

(B) a report to Congress on the results of the study by not Reports. 
later than January 1, 1988 

(2) ARRANGEMENTS WITH INSTITUTE OF MEDICINE.—The Sec- 
retary shall request the National Academy of Sciences, acting 
through appropriate units, to submit an application to conduct 
the study described in paragraph (1). If the Academy submits an 
acceptable application, the Secretary shall enter into an appro- 
priate arrangement with the Academy for the conduct of the 
study. If the Academy does not submit an acceptable application 
to conduct the study, the Secretary may request one or more 
appropriate nonprofi it private entitres to submit an application 
to conduct the study and may enter into an appropriate 
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arrangement for the conduct of the study by the entity which 
submits the best acceptable application. 

(c) COVERAGE OF IMMUNOSUPPRESSIVE Drucs.— 

(1) IN GENERAL.—Section 1861(s\2) of the Social Security Act 
(42 U.S.C. 1395x(s\(2)) is amended— 

(A) by striking ‘‘and” at the end of subparagraph (H\ii), 

(B) by inserting “and” at the end of subparagraph (I), and 

(C) by inserting after subparagraph (I) the following new 
subparagraph: 

‘(J) immunosuppressive drugs furnished, to an individual 
who receives an organ transplant for which payment is made 
under this title, within 1 year after the date of the transplant 
procedure;”. 

(2) EFFECTIVE DATE.—The amendments made by paragraph (1) 
shall apply to immunosuppressive drugs furnished on or after 
January 1, 1987. 

(d) REORGANIZATION OF ESRD Network AREAS AND ORGANIZA- 
TIONS.— 

(1) IN GENERAL.—Subparagraph (A) of subsection (c)(1) of sec- 
tion 1881 of the Social Security Act (42 U.S.C. 1395rr) is 
amended to read as follows: 

“(A\i) For the purpose of assuring effective and efficient adminis- 
tration of the benefits provided under this section, the Secretary 
shall, in accordance with such criteria as he finds necessary to 
assure the performance of the responsibilities and functions speci- 
fied in paragraph (2)— 

“(D establish at least 17 end stage renal disease network 
areas, and 

“(II for each such area, designate a network administrative 
organization which, in accordance with regulations of the Sec- 
retary, shall establish (aa) a network council of renal dialysis 
and transplant facilities located in the area and (bb) a medical 
review board, which has a membership including at least one 
patient representative and physicians, nurses, and social work- 
ers engaged in treatment relating to end stage renal disease. 

The Secretary shall publish in the Federal Register a description of 
the geographic area that he determines, after consultation with 
appropriate professional and patient organizations, constitutes each 
network area and the criteria on the basis of which such determina- 
tion is made. 

“(iiXD) In order to determine whether the Secretary should enter 
into, continue, or terminate an agreement with a network adminis- 
trative organization designated for an area established under clause 
(i), the Secretary shall develop and publish in the Federal Register 
standards, criteria, and procedures to evaluate an applicant 
organization’s capabilities to perform (and, in the case of an 
organization with which such an agreement is in effect, actual 
performance of) the responsibilities described in paragraph (2). The 
Secretary shall evaluate each applicant based on quality and scope 
of services and may not accord more than 20 percent of the weight of 
the evaluation to the element of price. 

“(ID An agreement with a network administrative organization 
may be terminated by the Secretary only if he finds, after applying 
such standards and criteria, that the organization has failed to 
perform its prescribed responsibilities effectively and efficiently. If 
such an agreement is to be terminated, the Secretary shall select a 
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successor to the agreement on the basis of competitive bidding and 
in a manner that provides an orderly transition. ’. 

(2) DEADLINE FOR ESTABLISHING NEW AREAS.—The Secretary of 42 USC 1395rr 
Health and Human Services shall establish end stage renal °e. 
disease network areas, pursuant to the amendment made b 
paragraph (1), not later than May 1, 1987. The Secretary shall 
establish network administrative organizations for such areas 
by not later than July 1, 1987. 

(3) TRANSITION.—If, under the amendment made by para- 42 USC 1395rr 
graph (1), the Secretary designates a network administrative 0te. 
organization for an area which was not previously designated 
for that area, the Secretary shall offer to continue to fund the 
previously designated organization for that area for a period of 
30 days after the first date the newly designated organization 
assumes the duties of a network administrative organization for 
that area. 

(e) PATIENT REPRESENTATION ON COUNCILS AND MEDICAL REVIEW 
Boarps.—Subparagraph (B) of subsection (c)(1) of section 1881 of the 
Social Security Act is amended to read as follows: 42 USC 1395rr. 

“(B) At least one patient representative shall serve as a member of 
each network council and each medical review board.”’. 

(f) RESPONSIBILITIES OF NETWORK ORGANIZATIONS.—Subsection 
(c(2) of section 1881 of such Act is amended— 

(1) in subparagraph (A), by inserting before the semicolon the 
following: “and the participation of patients, providers of serv- 
ices, and renal disease facilities in vocational rehabilitation 
programs’; 

(2) in subparagraph (B), by inserting before the first semicolon 
the following: “and with respect to working with patients, 
facilities, and providers in encouraging participation in voca- 
tional rehabilitation programs”; 

(3) in subparagraph (D), by inserting before the semicolon the 
following: “and reporting to the Secretary on facilities and 
providers that are not providing appropriate medical care”; 

(4) in subparagraph (E), by inserting “and encourag- 
ing participation in vocational rehabilitation programs” after 
“self-care settings and transplantation”; and 

(5) by redesignating subparagraphs (D) and (E) as subpara- 
graphs (G) and (H), respectively, and inserting after subpara- 
graph (C) the following new subparagraphs: 

“(D) implementing a procedure for evaluating and resolving 
patient grievances; 

“(E) conducting on-site reviews of facilities and providers as 
necessary (as determined by a medical review board or the 
Secretary), utilizing standards of care established by the net- 
work organization to assure proper medical care; 

‘(F) collecting, validating, and analyzin.; such data as are 
necessary to prepare the reports required ty subparagraph (H) 
and subsection (g) and to assure the mainter ance of the registry 
established under paragraph (7);”. 

(g) Facuurry Cooperation WitH Networks.—' he first sentence of 
subsection (c\(8) of section 1881 of such Act is ariended by inserting 
“or to follow the recommendations of the mec ical review board 
after “consistently failed to cooperate with network plans and 

oals”’. 
. (h) INTENT OF ConGREss RespectiING Maxinium UsE oF Voca- 
TIONAL REHABILITATION SERVICES.—The first sentence of subsection 
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(cX6) of section 1881 of such Act is amended by inserting before the 
period the following: “and that the maximum practical number of 
patients who are suitable candidates for vocational rehabilitation 
services be given access to such services and encouraged to return to 
gainful employment”. 

(i) NATIONAL END StaGE RENAL DIsEASE REGISTRY.— 

(1) EsTABLISHMENT OF REGISTRY.—Subsection (c) of section 
1881 of such Act is further amended by adding at the end the 
following new paragraph: 

“(7) The Secretary shall establish a national end stage renal 
disease registry the purpose of which shall be to assemble and 
analyze the data reported by network organizations, transplant 
centers, and other sources on all end stage renal disease patients in 
a manner that will permit— 

“(A) the preparation of the annual report to the Congress 
required under subsection (g); 

“(B) an identification of the economic impact, cost-effective- 
ness, and medical efficacy of alternative modalities of 
treatment; 

“(C) an evaluation with respect to the most appropriate 
allocation of resources for the treatment and research into the 
cause of end stage renal disease; 

“(D) the determination of patient mortality and morbidity 
rates, and trends in such rates, and other indices of quality of 
care; and 

“(E) such other analyses relating to the treatment and 
management of end stage renal disease as will assist the Con- 
gress in evaluating the end stage renal disease program under 
this section. 

The Secretary shall provide for such coordination of data collection 
activities, and such consolidation of existing end stage renal disease 
data systems, as is necessary to achieve the purpose of such registry, 
shall determine the appropriate location of the registry, and shall 
provide for the appointment of a professional advisory group to 
assist the Secretary in the formulation of policies and procedures 
relevant to the management of such registry 

(2) Report.—The Secretary of Health and Human Services 
shall submit to the Congress, no later than April 1, 1987, a full 
report on the progress made in establishing the national end 
stage renal disease registry under the amendment made by 
paragraph (1) and shall establish such registry by not later than 
January 1, 1988. 

(j) Funpinc or ESRD Network ORGANIZATIONS.— 

(1) IN GENERAL.—Subsection (b\7) of section 1881 of the Social 
Security Act is amended by adding at the end the following new 
sentence: “The Secretary shall reduce the amount of each 
composite rate payment under this paragraph for each ~— 
ment by 50 cents (subject to such adjustments as 
required to reflect modes of dialysis other than hemodialysis) 
and provide for payment of such amount to the network 
administrative organization (designated under subsection 
(cX1XA) for the network area in which the treatment is pro- 
vided) for its necessary and proper administrative costs incurred 
in carrying out its responsibilities under subsection (c\(2).”. 

(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 
shall apply to treatment furnished on or after January 1, 1987. 
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. (k) Prorocots on Reuse or D1Atysis FILTERS AND OTHER DIALysiIs 
UPPLIES.— 
(1) ESTABLISHMENT OF PROTOCOLS.—Paragraph (7) of subsec- 
tion (f) of section 1881 of the Social Security Act is amended to 42 USC 1395rr. 
read as follows: 
“(7(A) The Secretary shall establish protocols on standards and 
conditions for the reuse of dialyzer filters for those facilities and 
providers which voluntarily elect to reuse such filters. 
“(B) With respect to dialysis services furnished on or after Janu- 
ary 1, 1988, no dialysis facility may reuse dialysis supplies (other 
than dialyzer filters) unless the Secretary has established a protocol 
with respect to the reuse of such supplies and the facility follows the 
protocol so established. 
“(C) The Secretary shall incorporate protocols established under 
this paragraph, and the requirement of subparagraph (B), into the 
requirements for facilities prescribed under subsection (b\1)A) and 
failure to follow such a protocol or requirement subjects such a 
facility to denial of participation in the program established under 
this section and to denial of payment for dialysis treatment not 
furnished in compliance with such a protocol or in violation of such 
requirement.”. 
(2) DEADLINE.—The Secretary of Health and Human Services 42 USC 1395rr 
shall establish the protocols described in section 1881(fX7A) of 2°*- 
the Social Security Act by not later than October 1, 1987. 
(1) ErrecTIvE DATE FoR CERTAIN AMENDMENTS.—The amendments 42 USC 1395rr 
made by subsections (e), (f), and (g) shall apply to network adminis- ® 
trative organizations designated for network areas established 
under the amendment made by subsection (d)(1). 


SEC. 9336. VISION CARE. 


(a) DeFininc SERvICEs AN OpToMETRIST CAN Provipg.—Clause (4) 
of section 1861(r) of the Social Security Act (42 U.S.C. 1395x(r)) is 
amended to read as follows: “(4) a doctor of optometry, but only with 
respect to the provision of items or services described in subsection 
(s) which he is legally authorized to perform as a doctor of optometry 
by the State in which he performs them, or”. 
(b) ErrectivE Date.—The amendment made by subsection (a) 42 USC 1395x 
shall apply to services furnished on or after April 1, 1987. note. 


SEC. 9337. OCCUPATIONAL THERAPY SERVICES. 


(a) CovERAGE.—Subparagraph (C) of section 1832(a\(2) of the Social 
Security Act (42 U.S.C. 1395k(aX2)) is amended to read as follows: 
‘(C) outpatient physical therapy services (other than 
services to which the second sentence of section 1861(p) 
applies) and outpatient occupational therapy services (other 
than services to which such sentence applies through the 
operation of section 1861(g));”. 
(b) LimITATION ON PAYMENTS.—Section 1833(g) of such Act (42 
U.S.C. 13951(g)) is amended— 
(1) by striking “next to last sentence” and inserting “second 
sentence”, and 
(2) by adding at the end thereof the following new sentence: 
“In the case of outpatient occupational therapy services which 
are described in the second sentence of section 1861(p) through 
the operation of section 1861(g), with respect to expenses in- 
curred in any calendar year, no more than $500 shall be consid- 
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_ as incurred expenses for purposes of subsections (a) and 


(c) CERTIFICATION STANDARD.—(1) Section 1835(aX2\C) of such Act 
(42 U.S.C. 1395n(aX2XC)) is amended— 

(A) by inserting “or outpatient occupational therapy services” 
after “outpatient physical therapy services’, 

(B) in clause (i), by inserting “or occupational therapy serv- 
ices, respectively,” after “physical therapy services”, and 

(C) in clause (ii), by inserting “or qualified occupational thera- 
pist, respectively,” after “qualified physical therapist”. 

(2) The second sentence of section 1835(a) of such Act and section 
1866(e) of such Act (42 U.S.C. 1395n(a), 1395cc(e)) are each 
amended— 

(A) by inserting “(or meets the requirements of such section 
through the operation of section 1861(g))” after “‘1861(p)(4\A)” 
and after “1861(p)(4)(B)’, and 

(B) by inserting “or (through the operation of section 1861(g)) 
with respect to the furnishing of outpatient occupational ther- 
apy services” after “(as therein defined)”. 

(d) DEFINITION AND INCLUSION WITH OTHER Part B Services.—(1) 
Section 1861 of the Social Security Act (42 U.S.C. 1395x) is amended 
by inserting after subsection (f) the following new subsection: 


“OUTPATIENT OCCUPATIONAL THERAPY SERVICES 


“(g) The term ‘outpatient occupational therapy services’ has the 
meaning given the term ‘outpatient physical therapy services’ in 
subsection (p), except that ‘occupational’ shall be substituted for 
‘physical’ each place it appears therein.”’. 

(2) Section 1861(sX2\D) of such Act (42 U.S.C. 1395x(sX2\D)) is 
amended by inserting “and outpatient occupational therapy serv- 
ices” after Ben vee physical therapy services”. 

(3) Section 1861(v\5XA) of such Act (42 U.S.C. 1395x(vX5XA)) is 
amended by inserting “(including through the operation of section 
1861(g))” after “section 1861(p)’. 

(e) ErrectivE Date.—The amendments made by this section shall 
apply to expenses incurred for outpatient occupational therapy 
services furnished on or after July 1, 1987. 


SEC. 9338. SERVICES OF A PHYSICIAN ASSISTANT. 


(a) Services CovereD.—Section 1861(sX2) of the Social Security 
Act (42 U.S.C. 1395x(s\(2)), as amended by section 9335(c\1) of this 
subtitle, is amended— 

(1) by striking ‘‘and” at the end of subparagraph (D, 

(2) by adding “and” at the end of subparagraph (J), and 

(3) by adding at the end the following new subparagraph: 

“(K)@) services which would be physicians’ services if fur- 
nished by a — (as defined in su ion (r¥1)) and which 
are performed by a physician assistant (as defined in subsection 
(aa\(3)) under the supervision of a physician (as so defined) in a 
hospital, skilled nursing facility, or intermediate care facility 
(as defined in section 1905(c)) or as an assistant at surgery and 
which the physician assistant is legally authorized to perform 
by the State in which the services are performed, and 

“(ii) such services and supplies furnished as an incident to 
such services as would be covered under subparagraph (A) if 
furnished as an incident to a physician’s professional service;’. 





PUBLIC LAW 99-509—OCT. 21, 1986 ~ 100 STAT. 2085 


(b) DETERMINATION OF PAYMENT AMOUNT.—Section 1842(b) of such 
Act (42 U.S.C. 1395u(b)), as amended by section 9333(b), is amended 
by adding at the end the following new paragraph: 

“(12A) With respect to services described in section 1861(sX2X(K) 42 USC 1395x. 
(relating to a physician assistant acting under the supervision of a 
physician)— 

“(i) payment under this part may only be made on an assign- 
ment-related basis; and 

(ii) the prevailing charges determined under paragraph (3) 
shall not exceed— 

“(I) in the case of services performed as an assistant at 
surgery, 65 percent of the amount that would otherwise be 
recognized if performed by a physician who is serving as an 
assistant at surgery, or 

“(ID in other cases, the applicable percentage (as defined 
in subparagraph (B)) of the prevailing charge rate deter- 
mined for such services performed by physicians who are 
not specialists. 

“(B) In subparagraph (AXiiXID, the term ‘applicable percentage’ 
means— 

“(i) 75 percent in the case of services performed (other than as 
an assistant at surgery) in a hospital, and 
“(ii) 85 percent in the case of other services. 

“(C) Except for deductible and coinsurance amounts applicable 
under section 1833, any person who knowingly and willfully pre- Ante, p. 2014. 
sents, or causes to be presented, to an individual enrolled under this 
part a bill or request for payment for services described in section 
1861(s2)(K) in violation of subparagraph (Ai) is subject to a civil 
monetary penalty of not to exceed $2,000 for each such bill or 
request. Such a penalty shall be imposed in the same manner as 
civil monetary penalties are imposed under section 1128A with Anite, pp. 2003, 
respect to actions described in subsection (a) of that section.”’. 2008. 

(c) PAYMENT TO EMPLOYER.—The first sentence of section 1842(b\6) 
of such Act (42 U.S.C. 1395u(b)(6)) is amended— 

(1) by striking “except that payment may be made (A\i)” and 
inserting ‘‘except that (A) payment may be made (i)”; 

(2) by striking “or (B)” and by inserting “(B) payment may be 
made”; and 

(3) by inserting before the period at the end the following: “, 
and (C) in the case of services described in section 1861(s2\K) 
payment shall be made to the employer of the physician assist- 
ant involved”. 

(d) RepucTION IN PAYMENT To AvoiD DuPLICATE PAYMENT.—Not- Health care 
withstanding any other provision of law, the Secretary of Health facilities. 
and Human Services may reduce the amount of payments otherwise 42 USC 1395x 
made to hospitals and skilled nursing facilities under title XVIII of ®** 
the Social urity Act, so as to eliminate estimated duplicate 42 USC 1395. 
payments for historical or current costs attributable to services 
described in section 1861(sX2\K) of such Act (for which payment 
may be made under the amendments made by this section). 

(e) Srupy or Payment Rates.—The Secretary shall report to Reports. 
Congress, by not later than April 1, 1988, concerning adjustments to SC 1395x 
the amount of payment made, under part B of title XVIII of the 
Social Security Act, for services described in section 1861(sX2XK) of 42 USC 1395j. 
such Act, to ensure that the amount of such payments reflects the 
approximate cost of furnishing the services, taking into account 
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compensation costs and overhead and supervision costs attributable 
to physician assistants. 

(f) ErrectrvE DATE.—The amendments made by this section shall 
apply to services furnished on or after January 1, 1987. 


SEC. 9339. PAYMENT FOR CLINICAL DIAGNOSTIC LABORATORY TESTS. 


(a) TREATMENT OF HospitaAL OUTPATIENT LABORATORIES.— 

(1) IN GENERAL.—Section 1833(h) of the Social Security Act (42 
U.S.C. 13951(h)) is amended— 

(A) in paragraph (1B), by striking “hospital laboratory” 
and inserting “qualified hospital laboratory (as defined in 
subparagraph (D))”, 

(B) in paragraph (1xC)— 

(i) i in the first sentence, by striking “hospital labora- 
tory” and inserting ‘ ‘qualified hospital laboratory (as 
defined in subparagraph (D))”, and by striking “‘, and 
ending on December 31, 1987”, and 

(ii) by striking the second sentence; 

(C) by adding at the end of paragraph (1) the following 
new subparagraph: 

“(D) In this subsection, the term ‘qualified hospital laboratory’ 
means a hospital laboratory which provides some clinical diagnostic 
laboratory tests 24 hours a day in order to serve a hospital emer- 
gency room which is available to provide services 24 hours a day and 
7 days a week.”; and 

(D) in paragraph (2), by striking “hospital laboratory” 
and inserting “qualified hospital laboratory (as defined in 
paragraph (1\(D))”. 

(2) EFFECTIVE DATE.—The amendments made by this subsec- 
tion apply to clinical diagnostic laboratory tests performed on or 
after January 1, 1987. 

(b) DELAYING FOR 2 YEARS REQUIREMENT OF NATIONAL FEE 
ScHEDULE.— 

(1) IN GENERAL.—Section 1833(h)\(1\(B) of such Act is amended 
by striking “1987” and “1988” and inserting “1989” and “1990”, 
respectively. 

(2) CONFORMING AMENDMENT.—Section 1833(h)\(2) of such Act 
is amended by striking “(or, effective January 1, 1988, for the 
United States)”. 

(3) Report.—The Secretary of Health and Human Services 
shall report to Congress, by not later than April 1, 1988, on the 
advisability and feasibility of, and methodology for, establishing 
national fee schedules for payment for clinical diagnostic lab- 
oratory tests under section 1833(h) of the Social Security Act. 

(c) PAYMENT FOR TIME AND TRAVEL Costs To CoLLEct SAMPLES 
FRroM CERTAIN IMMOBILE BENEFICIARIES.— 

(1) IN GENERAL.—Section 1833(h\3) of such Act is amended— 

S by inserting “(A)” after “provide for and establish”, 
an 

(B) by inserting before the period at the end the following: 
“. and (B) a fee to cover the transportation and personnel 
expenses for trained personnel to travel to the location of 
an individual to collect the sample, except that such a fee 
may be provided only with respect to an individual who is 
homebound or an inpatient in an inpatient facility (other 
than a hospital)”. 
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(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 42 USC 13951 
shall apply to samples collected on or after January 1, 1987. note. 

(d) State STANDARDS FOR DirREcToRS OF CLINICAL LABORATORIES.— 42 USC 13951 

(1) IN GENERAL.—If a State (as defined for purposes of title note. 
XVIII of the Social Security Act) provides for the licensing or 42 USC 1395. 
other standards with respect to the operation of clinical labora- 
tories (including such laboratories in hospitals) in the State 
under which such a laboratory may be directed by an individual 
with certain qualifications, nothing in such title shall be con- 
strued as authorizing the Secretary of Health and Human 
Services to require such a laboratory, as a condition of payment 
or participation under such title, to be directed by an individual 
with other qualifications. 

(2) EFFECTIVE DATE.—Paragraph (1) shall take effect on Janu- 
ary 1, 1987. 

(e) EXTENSION OF MORATORIUM ON LABORATORY PAYMENT DEM- 42 USC 1395ww 
ONSTRATION.—Section 9204(a) of the Consolidated Omnibus Budget note. 
Reconciliation Act of 1985 is amended by striking “January 1, 1987” Ante, p. 177. 
and inserting “January 1, 1988”. 


SEC. 9340. PAYMENT FOR PARENTERAL AND ENTERAL NUTRITION SUP- 
PLIES AND EQUIPMENT. 


The Secretary of Health and Human Services shall apply the 
sixth sentence of section 1842(b\3) of the Social Security Act to 42 USC 1395u 
payment— note. 
(1) for enteral nutrition nutrients, supplies, and equipment 
and parenteral nutrition supplies and equipment furnished on 
or after January 1, 1987, and 
(2) for parenteral nutrition nutrients furnished on or after 
October 1, 1987. 


SEC. 9341. CHANGING MEDICARE APPEAL RIGHTS. 


(a) Review or Part B DETERMINATIONS.—(1) Section 1869 of the 
Social Security Act (42 U.S.C. 1395ff) is amended— 

(A) by inserting ‘or part B” in subsection (a) after “amount of 
benefits under part A”, 

(B) by inserting “or part B” in subsection (bX1XC) after 
“part * 

‘ i by amending paragraph (2) of subsection (b) to read as 
ollows: 
(2) Notwithstanding paragraph (1XC), in the case of a claim 
arising— 

“(A) under part A, a hearing shall not be available to an 
individual under paragraph (1XC) if the amount in controversy 
is less than $100 and judicial review shall not be available to the 
individual under that paragraph if the amount in controversy is 
less than $1,000; or 

‘“(B) under part B, a hearing shall not be available to an 
individual under paragraph (1XC) if the amount in controversy 
is less than $500 and judicial review shall not be available to the 
individual under that paragraph if the aggregate amount in 
controversy is less than $1,000. 

In determining the amount in controversy, the Secretary, under 
regulations, shall allow two or more claims to be aggregated if the 
claims involve the delivery of similar or related services to the same 
individual or involve common issues of law and fact arising from 
services furnished to two or more individuals.”, and 
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(D) by adding at the end the following new paragraphs: 

“(3) Review of any national coverage determination under section 
1862(a\1) respecting whether or not a particular type or class of 
items or services is covered under this title shall be subject to the 
following limitations: 

“(A) Such a determination shall not be reviewed by any 
administrative law judge. 

“(B) Such a determination shall not be held unlawful or set 
aside on the ground that a requirement of chapter 5 of title 5, 
United States Code, or section 1871(b), relating to publication in 
the Federal Register or opportunity for public comment, was 
not satisfied. 

“(C) In any case in which a court determines that the record is 
incomplete or otherwise lacks adequate information to support 
the validity of the determination, it shall remand the matter to 
the Secretary for additional proceedings to supplement the 
record and the court may not determine that an item or service 
is covered except upon review of the supplemented record. 

“(4) A regulation or instruction which relates to a method for 
determining the amount of payment under part B and which was 
initially issued before January 1, 1981, shall not be subject to 
judicial review.”’. 

(2) Section 1842(bX3\C) of such Act (42 U.S.C. 1395u(bX3XC)) is 
amended by striking “$100 or more” and inserting “at least $100, 
but not more than $500”. 

(3) Section 1879(d) of such Act (42 U.S.C. 1395pp(d)) is amended by 
striking “section 1869(b)” and all that follows through “part B)’”’ and 
inserting “sections 1869(b) and 1842(b\3\(C) (as may be applicable)’. 

(b) ErrectivE Date.—The amendments made by subsection (a) 


ry apply to items and services furnished on or after January 1, 
1987. 


SEC. 9342. ALZHEIMER’S DISEASE DEMONSTRATION PROJECTS. 


(a) DEMONSTRATION ProvEcts.—The Secretary of Health and 
Human Services (in this section referred to as the “Secretary’”) shall 
conduct at least 5 (and not more than 10) demonstration projects to 
determine the effectiveness, cost, and impact on health status and 
functioning of providing comprehensive services for individuals enti- 
tled to benefits under title XVIII of the Social Security Act (in this 
section referred to as ‘medicare beneficiaries”) who are victims of 
Alzheimer’s disease or related disorders. 

(b) Services UNDER DEMONSTRATION Progects.—The services pro- 
vided under demonstration projects must be designed to meet the 
specific needs of Alzheimer’s disease patients and may include— 

(1) case management services, 

(2) home and community-based services, 

(3) mental health services, 

(4) outpatient drug therapy, 

(5) respite care and other supportive services and counseling 
for family, 

(6) adult day care services, and 

(7) other in-home services. 

(c) Conpuct oF Progects.—The demonstration projects shall— 

(1) each be conducted over a period of 3 years; 

(2) provide each medicare beneficiary with a comprehensive 
medical and mental status evaluation upon entering the project 
and at discharge; 
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(3) be conducted by an entity which either directly or by Contracts. 
contract is able to provide such comprehensive evaluations and 
the additional services (described in subsection (b)) covered by 
the project; 

(4) be conducted in sites which are chosen so as to be geo- State and local 
graphically diverse and located in States with a high proportion s°vernments. 
of medicare beneficiaries and in areas readily accessible to a 
significant number of medicare beneficiaries; and 

(5) involve community outreach efforts at each site to enroll 
the maximum number of medicare beneficiaries in each project. 

(d) EVALUATION AND Reports.—The Secretary shall provide for an 
evaluation of the demonstration projects and shall submit to the 
Committees on Energy and Commerce and Ways and Means of the 
House of Representatives and the Committee on Finance of 
the Senate— 

(1) a preliminary report during the third year of the projects, 
which report shall include a description of the sites at which the 
projects are being conducted and the services being provided at 
the different sites, and 

(2) a final report upon completion of the projects, which report 
shall include recommendations for appropriate legislative 
changes. 

(f) FuNDING.—Expenditures (not to exceed $40,000,000 for the Grants. 
projects and $2,000,000 for the evaluation of the projects) made for Contracts. 
the demonstration projects shall be made from the Federal Supple- 
mentary Medical Insurance Trust Fund (established by section 1841 
of the Social Security Act). Grants and payments under contracts 42 USC 1395t. 
may be made either in advance or by way of reimbursement, as may 
be determined by the Secretary, and shall be made in such install- 


ments and on such conditions as the Secretary finds necessary to 
carry out the purpose of this section. 
(g) WAIVER OF MEDICARE REQUIREMENTS.—The Secretary shall 
waive compliance with the requirements of title XVIII of the Social 
Security Act to the extent and for the period the Secretary finds 42 USC 1395. 
necessary for the conduct of the demonstration projects. 


SEC. 9343. PAYMENTS FOR AMBULATORY SURGERY. 


(a) AMOUNTS PAYABLE; ANNUAL UPDATING.— 

(1XA) Section 1833(aX4) of the Social Security Act (42 U.S.C. 
13951(aX(4)) is amended to read as follows: 

“(4) in the case of facility services described in section Health care 
1832(aX2XF), and outpatient hospital facility services furnished facilities. 
in connection with surgical procedures specified by the Sec- 4 USC 1395k. 
retary pursuant to section 1833(iX1)(A), the applicable amount 
as determined under paragraph (2) or (3) of subsection (i).”. 

(B) Section 1833(i) of such Act (42 U.S.C. 13951(i)) is amended 
by redesignating paragraphs (3) and (4) as paragraphs (4) and 
(5), respectively, and inserting after paragraph (2) the following 
new paragraph: 

“(3A) The aggregate amount of the payments to be made under 
this part for outpatient hospital facility services furnished in 
connection with surgical procedures specified under paragraph 
(1A) in a cost reporting period shall be equal to the lesser of— 

“(ij) the amount determined with respect to such services 
under subsection (a\(2\B); or 

“(ii) the blend amount (described in subparagraph (B)). 
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Naa The blend amount for a cost reporting period is the sum 
0 — 

“(I) the cost proportion (as defined in clause (ii)(I)) of the 
amount described in subparagraph (Aji), and 

“(ID the ASC proportion (as defined in clause (iiXII)) of 80 
percent of the standard overhead amount payable with respect 
to the same surgical procedure as if it were provided in an 
ambulatory surgical center in the same area, as determined 
under paragraph (2)(A). 

“(ii) In this paragraph: 

“() The term ‘cost proportion’ means 75 percent for cost 
reporting periods beginning in fiscal year 1988, and 50 percent 
for other cost reporting periods. 

“(ID The term ‘ASC proportion’ means 25 percent for cost 
reporting periods beginning in fiscal year 1988, and 50 percent 
for other cost reporting periods.”’. 

42 USC 1395/. (2) CONFORMING AMENDMENT.—Section 1833(b\(3) of such Act 
is —" by striking “or (i(4)” and inserting in lieu thereof 
“cc or (iX . 
(b) Uppatinc ASC RatEs.— 

(1) Rate uppate.—Subparagraphs (A) and (B) of section 
1833()(2) of such Act are each amended by striking “shall be 
reviewed periodically” and inserting in lieu thereof “shall be 
reviewed and updated not later than July 1, 1987, and annually 
thereafter’”’. 

(2) ASC ust uPpATE.—Section 1833(iX1) of such Act is 
amended by adding at the end (after and below subparagraph 
(B)) the following: 

“The lists of procedures established under subparagraphs (A) and (B) 
shall be reviewed and updated not less often than every 2 years.”. 

(c) PREVENTING UNBUNDLING OF HOosPITAL OUTPATIENT 
SERVICES.— 

(1) Section 1862(a\14) of such Act (42 U. S.C. 1395y(aX(14)) is 
amended by striking “inpatient” and inserting “‘patient”’. 

(2) Section 1866(aX1\H) of such Act (42 U.S.C. 1395cc(aX'1XH)) 
is amended— 

(A) by striking “inpatient hospital’ ’, and 
(B) by striking “an inpatient” and inserting “a patient”. 

(3) Section 1866 of such Act (42 U.S.C. 1395cc) is further 

amended by adding at the end the following new subsection: 
Health care “(g) Except as permitted under subsection (a2), any person who 
facilities. knowingly and willfully presents, or causes to be presented, a bill or 
request for payment for a hospital outpatient service for which 
payment may be made under part B and such bill or request violates 
an arrangement under subsection (a\(1)(H), is subject to a civil 
monetary penalty of not to exceed $2,000. Such a penalty shall be 
imposed in the same manner as civil monetary penalties are 
imposed under section 1128A with respect to actions described in 

subsection (a) of that section.”. 

(d) PRO Review.— 

(1) Section 1154(aX(1) of the Social Security Act (42 U.S.C. 
1320c-3(aX(1)) is amended by inserting “and subject to the 
requirements of subsection (d)” after “subject to the terms of 
the contract”. 

(2) Section 1154 of such Act is amended by adding at the end 
the following new subsection: 
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“(d) Each contract under this part shall require that the utiliza- Contracts. 
tion and quality control peer review organization’s review respon- 
sibilit ——— to subsection (aX1) will include review of all 
ambulatory — procedures specified pursuant to section 
1833GX1XA) which are performed in the area, or, at the discretion of 42 USC 13951. 
the Secretary (and except as provided in section 1164(bX(4)) a sample 42, USC 
of such procedures.”. 1820¢-18. 
(e) CoINSURANCE AND DepucTIBLE To AppLy WiTHOUT REGARD TO 
SETTING OF AMBULATORY SURGERY.— 

(1) Clauses (i) and (ii) of section 1832(aX2XF) of the Social 
Security Act (42 U.S.C. 1395k(aX2\F)) are — amended by 
inserting ‘‘standard overhead” before “amoun 

(2XA) Section 1833(b) of such Act (42 v. S.C. 13951(b)) is 
amended by striking paragraph (3) and redesignating para- 
graphs (4) and (5) as paragra a. (3) and (4). 

(B) Subparagraphs (A) and (B) of section 1833(iX(2) of such Act 
are each amended by inserting “80 percent of” before “a stand- 
ard overhead amount”. 

(f) DEVELOPMENT OF PROSPECTIVE PAYMENT METHODOLOGY FOR 
OuTPATIENT HospiTa Services.—Section 1135 of the Social Security 
Act (42 U.S.C. 1320b-5) is amended by adding at the end the 
following new subsection: 

“(d(1) The Secretary shall develop a fully prospective payment 
system for ambulatory a procedures performed on patients in 
hospitals on an outpatient 

“(2) The system shall, to the extent practicable, provide for an all- 
inclusive payment rate for ambulatory surgical procedures per- 
formed on patients in hospitals on an outpatient eae which rate 
encompasses payment for facility services and all medical and other 
health services, other than sheelslaat services, commonly furnished 
in connection with such procedures. 

“(3) The system shall provide for appropriate payment rates with 
res t to such procedures. 

“(4) Such rates shall take into account at least the following 
considerations: 

“(A) The costs of hospitals providing ambulatory surgical 
procedures. 

“(B) The costs under this —_s of payment for such procedures 
performed in ee surgical centers. 

“(C) The extent to which any differences in such costs are 
justifiable. 

“(5) The Secretary shall submit to Congress— 

“(A) an interim report on the development of the system by 
April 1, 1988, and 

“(B) a final report on such system by April 1, 1989. 

The report under subparagraph (B) shall include recommendations 
parce the implementation of the payment system for ambula- 

tory surgical procedures performed on or after October 1, 1989. 

(6A) The Secretary shall develop a model system for the 
payment for outpatient hospital services other than ambulatory 
surgery 

“B) 4 The Secretary shall submit to ages a report on the model Reports. 
payment system under ecu (A) by January 1, 1991.” 

(g) Reportinc or OPD Services Usinec Hi .—Not later than Claims. 
July 1, 1987, each fiscal a tee processes claims under 42 USC 1395u 
part B of title XVIII of the Social urity Act shall require hos- 9° 


pitals, as a condition of payment for outpatient hospital services i 





100 STAT. 2042 PUBLIC LAW 99-509—OCT. 21, 1986 


42 USC 13951 


note. 


42 USC 1395w-1 
note. 


42 USC 1395q. 


42 USC 1395q 
note. 


42 USC 1395). 


42 USC 1395b-1 
note. 


Ante, p. 194. 


Rural areas. 


under that part, to report claims for payment for such services 
under such part using a HCFA Common Procedure Coding System. 
(h) EFrectiveE DaTEs.— 

(1) The amendments made by subsection (a1) shall apply to 
cost reporting periods beginning on or after October 1, 1987 

(2) The amendments made by subsections (b)\(1) and (d) shall 
apply to services furnished after June 30, 1987. 

(3) The Secretary of Health and Human Services shall first 
provide, under the amendment made by subsection (b)\(2), for the 
review and update of procedure lists within 6 months after the 
date of the enactment of this Act. 

(4) The amendments made by subsection (c) shall apply to 
contracts entered into or renewed after January 1, 1987. 


SEC. 9344. TECHNICAL AMENDMENTS AND MISCELLANEOUS PROVISIONS 
RELATING TO PART B. 


(a) ADDITIONAL MEMBERS FOR PHYSICIAN PAYMENT REVIEW 
CoMMISSION.— 

(1) 2 ADDITIONAL MEMBERS.—Section 1845(a)(2) of the Social 
Security Act (42 U.S.C. 1395w-1(aX(2)) is amended by striking 
“11 individuals” and inserting “13 individuals”. 

(2) APPOINTMENT OF ADDITIONAL MEMBERS.—The Director of 
the Congressional Office of Technology Assessment. shall 
appoint the two additional members of the Physician Payment 
Review Commission, as required by the amendment made by 
paragraph (1), no later than 60 days after the date of the 
enactment of this Act, for terms of 3 years, except that the 
Director may provide initially for such terms as will insure that 
(on a continuing basis) the terms of no more than five members 
expire in any one year. 

(b) ErrectivE Date oF VOLUNTARY DISENROLLMENT FROM 
MEDICARE.— 

(1) IN GENERAL.—The second and sixth sentences of section 
1838(b) of the Social Security Act (42 U.S.C. 1395p(b)) are each 
amended by striking ‘ ‘calendar uarter following the calendar 
quarter” and inserting ‘month following the month”. 

(2) EFFECTIVE DATE.—The amendments made by paragraph (1) 
shall apply to notices filed on or after July 1, 1987. 

(c) Srupy ON PROSPECTIVE PAYMENT OF RADIOLOGY, ANESTHESIA, 
AND PATHOLOGY SERVICES TO HospITAL INPATIENTS.—The Secretary 
of Health and Human Services shall study and report to Congress by 
July 1, 1987, concerning the design and implementation of a 

prospective payment system for payment, under part B of title 
XVI of the Social Security, for radiology, anesthesia, and pathol- 
ogy services furnished to hospital inpatients. Such report shall 
include data, from a representative sample, showing, for discharges 
classified within each diagnosis-related group, the distribution of 
total reasonable charges and costs for each inpatient discharge for 
such services. 

(d) PREVENTIVE HEALTH SERVICES DEMONSTRATION PROGRAM.— 
Effective as if included in section 9314 of the Consolidated Omnibus 
Budget Reconciliation Act of 1985 when such section was enacted, 
such section is amended— 

(1) in subsection (c)(2), by inserting “(at least one of which 
shall serve a rural area)’ after “five sites”, and 

(2) by striking the last sentence of subsection (f) and inserting 
the following: “Funding for the administrative costs of the 
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demonstration program shall not exceed $5,900,000 over the 
duration of the program.”’. 


PART 4—IMPROVED REVIEW OF QUALITY BY 
PEER REVIEW ORGANIZATIONS 


SEC. 9351. PRO REVIEW OF HOSPITAL DENIAL NOTICES. 


(a) IN GENERAL.—Section 1154 of the Social Security Act (42 U.S.C. 
1320c-3), as amended by section 9343(d\2) of this subtitle, is amended 
by ae the end the following new subsection: 

“(e = 

“(A) a hospital has determined that a patient no longer 
requires inpatient hospital care, and 
“(B) the attending physician has agreed with the hospital’s Health care 
determination, facilities. 
the hospital may provide the patient (or the patient’s representa- 
tive) with a notice (meeting conditions prescribed by the Secretary 
wis — 1879) of the determination. Ante, p. 1991. 
“(A) a hospital has determined that a patient no longer 
requires inpatient hospital care, but 
“(B) the attending physician has not agreed with the hos- 
pital’s determination, 
the hospital may request the appropriate peer review organization 
to review under subsection (a) the validity of the hospital’s 
determination. 

“(3\A) If a patient (or a patient’s representative)— 

“(i) has received a notice under paragraph (1), and 

“(ii) requests the appropriate peer review organization to 

review the determination, 

then, the organization shall conduct a review under subsection (a) of 
the validity of the hospital’s determination and shall provide notice 
(by telephone and in writing) to the patient or representative and 
the hospital and attending physician involved of the results of the 
review. Such review shall be conducted regardless of whether or not 
the hospital will charge for continued hospital care or whether or 
not the patient will be liable for payment for such continued care. 

“(B) If a patient (or a patient’s representative) requests a review 
under subparagraph (A) while the patient is still an inpatient in the 
hospital and not later than noon of the first working day after the 
date the patient receives the notice under paragraph (1), then— 

(i) the hospital shall provide to the appropriate peer review 
organization the records required to review the determination 
by the close of business of such first working day, and 

“(ii) the peer review organization must provide the notice 
under subparagraph (A) by not later than one full working day 
after the date the organization has received the request and 
such records. 

+ 4) If— 

“(A) a request is made under paragraph (3A) not later than 
noon of the first working day after the date the patient (or 

patient’s representative) receives the notice under paragraph 

(1), an 

“(B) the conditions described in section 1879%a\2) with respect 
to the patient or representative are met, 
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42 USC 1320c-3 
note. 


42 USC 1320c-3. 
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42 USC 1320c. 


42 USC 1320c-2 
note. 


Contracts. 
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note. 


the hospital may not charge the patient for inpatient hospital 
services furnished before noon of the day after the date the patient 
or representative receives notice of the peer review organization’s 
decision. 

“(5) In any review conducted under paragraph (2) or (3), the 
organization shall solicit the views of the patient involved (or the 
patient’s representative).’”’. 

EFFECTIVE DaTE.—(1) Except as provided in paragraph (2), the 
amendment ow subsection (a) shall apply to denial notices 
furnished by hospi to individuals on or r the first day of the 
first month that begins more than 30 days after the date of the 
enactment of this Act. 

(2) Section 1154(eX4) of the Social Somurity Act (as added by the 
amendment made by subsection (a)) shall take effect on the date of 
the enactment of this Act. 


SEC. 9352. PRO REVIEW OF INPATIENT HOSPITAL SERVICES AND EARLY 
READMISSION CASES. 


(a) TimELY PRovIsION OF HospiTraL INFORMATION.—(1) Section 1153 
of the Social Security Act (42 U.S.C. 1820c-2) is amended by adding 
at the end the following new subsection: 

“(g) The Secretary shall provide that fiscal intermediaries furnish 
to peer review organizations, each month on a timely basis, data 
necessary to initiate the review process under section 1154(a) on a 
timely basis. If the Secretary determines that a fiscal intermedia 
is unable to furnish such data on a timely basis, the Secretary shall 
require the hospital to do so.”’. 

(2) Section 1816(a) of such Act (42 U.S.C. 1395h(a)) is amended by 
adding at the end the following: “As used in this title and part B of 
title XI, the term ‘fiscal intermediary’ means an agency or organiza- 
tion with a contract under this section.”’. 

(b) Requirinc Review oF Earty READMISSION CasEs.—Section 
1154(a) of such Act (42 U.S.C. 1320c-3(a)), as amended by section 
9401(a) of the Consolidated Omnibus Budget Reconciliation Act of 
1985, is amended by adding at the end the following new paragraph: 

“(13) Notwithstanding paragraph (4), the organization shall 
perform the review described in paragraph (1) with respect to 
early readmission cases to determine if the previous inpatient 
hospital services and the post-hospital services met profes- 
sionally recognized standards of health care. Such reviews may 
be performed on a sample basis if the organization and the 
Secretary determine it to be appropriate. In this paragraph, an 
‘early readmission case’ is a case in which an individual, after 
discharge from a hospital, is readmitted to a hospital less than 
31 days after the date of the most recent — discharge.”. 

(c) ErrectivE Dates.—(1) The Secretary of Health and Human 
Services shall implement the amendment made by subsection (a) not 
later than 6 months after the date of the enactment of this Act. 

(2) The amendment made by subsection (b) shall apply to contracts 
entered into or renewed on or after January 1, 1987, except that in 
applying such amendment before January 1, 1989, the term “post- 
hospital services” does not include physicians’ services, other than 
physicians’ services furnished in a hospital, other inpatient facility, 
ambulatory surgical center, or rural health clinic. 


SEC. 9353. PRO REVIEW OF QUALITY OF CARE. 
(a) RequirinG PRO Review oF QUALITY OF CARE.— 
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(1) ALLOCATION OF FUNDS FOR QUALITY CARE REVIEW.—Section 
1154(a\(4) of the Social Security Act (42 U.S.C. 1320c-3(a)(4)) is 
amended by adding at the end the following: “Each peer review 
organization shall provide that a reasonable proportion of its 
activities are involved with reviewing, under paragraph (1B), 
the quality of services and that a reasonable allocation of such 
activities is made among the different cases and settings (includ- 
ing post-acute-care settings, ambulatory settings, and health 
maintenance organizations). In establishing such allocation, the 
organization shall consider (i) whether there is reason to believe 
that there is a particular need for reviews of particular cases or 
settings because of previous problems regarding quality of care, 
(ii) the cost of such reviews and the likely yield of such reviews 
in terms of number and seriousness of quality of care problems 
likely to be discovered as a result of such reviews, and (iii) the 
availability and adequacy of alternative quality review and 
assurance mechanisms. ”. 

(2) REQUIRING REVIEW OF HEALTH MAINTENANCE ORGANIZA- 
TIONS AND COMPETITIVE MEDICAL PLANS.—Such section is further 
amended— 

(A) by inserting “(A)” after “(4)”; 
(B) by adding at the end the following new subparagraph: 
“(B) The contract of each organization shall provide for the review 
of services (including both inpatient and outpatient services) pro- 
vided by eligible organizations pursuant to a contract under section 
1876 for the purpose of determining whether the quality of such 
services meets professionally recognized standards of health care, 
including whether appropriate health care services have not been 


provided or have been provided in inappropriate settings. The pre- 
vious sentence shall not apply with respect to a contract year if 
another entity has been awarded a contract under subparagraph 
(C).”; 


(C) by adding at the end of such subparagraph the follow- 
ing: “Under the contract the level of effort expended by the 
organization on reviews under this subparagraph shall be 
equivalent, on a per enrollee basis, to the level of effort 
expended by the organization on utilization and quality 
reviews performed with respect to individuals not enrolled 
with an eligible organization.”; and 

(D) by adding at the end the following additional new 
subparagraph: 

“(C) The Secretary may provide, by contract under competitive 
procurement procedures on a State-by-State basis in up to 25 States, 
for the review described in subparagraph (B) by an appropriate 
entity (which may be a peer review organization described in that 
subparagraph). In selecting among States in which to conduct such 
competitive procurement procedures, the Secretary may not select 
States which, as a group, have more than 50 percent of the total 
number of individuals enrolled with eligible organizations under 
section 1876. Under a contract with an entity under this 
subparayraph— 

“(i) the entity must be, or must meet all the requirements 
under section 1152 to be, a utilization and quality control peer 
review organization, 

“(ii) the contract must meet the requirement of section 
1153(bX3), and 


Contracts. 


42 USC 1395mm. 


Contracts. 
State and local 
governments. 


42 USC 1320¢c-1. | 


42 USC 1320c-2. 
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“(iii) the level of effort expended under the contract shall be, 
to the extent practicable, not less than the level of effort that 
would otherwise be required under the third sentence of 
subparagraph (B) if this subparagraph did not epply.”’. 

(3) IDENTIFICATION OF METHODS FOR IDENTIFYING CASES 
OF SUBSTANDARD CARE.—Section 1154 of such Act (42 U.S.C. 
1320c-3), as amended by sections 9343(d\2) and 9351(a), is 
amended by adding at the end the following new subsection: 

“(f) The Secretary, in consultation with appropriate experts, shall 
identify methods that would be available to assist peer review 
organizations (under subsection (a\(4)) in identifying those cases 
which are more likely than others to be associated with a quality of 
services which does not meet professionally recognized standards of 
health care.”. 

42 USC 1320c-3 (4) SMALL-AREA ANALYsIS.—The Secretary of Health and 

note. Human Services shall provide, to at least 12 utilization and 
quality control peer review organizations with contracts under 

42 USC 1320c. part B of title XI of the Social Security Act, data and data 
processing assistance to allow each of these organizations to 
review and analyze small-area variations, in the service area of 
the organization, in the utilization of hospital and other health 
care services for which payment is made under title XVIII of 

42 USC 1395. such Act. 

— (5) CONFORMING AMENDMENT.—Section 9405 of the Consoli- 

wee dated Omnibus Budget Reconciliation Act of 1986 is amended by 
striking “January” and inserting “April”. 

Contracts. (6) EFFECTIVE DATES.—(A\(i) Except as provided in clause (ii), 

42 USC 1320c-3 the amendments made by paragraphs (1) and (2D) shall apply 

note. to contracts as of January 1, 1987. 

(ii) The amendment made by paragraph (1) shall not be 
construed as requiring, before January 1, 1989, the review of 
physicians’ services, other than physicians’ services furnished 
in a hospital, other inpatient facility, ambulatory surgical 
center, or rural health clinic. 

(B) The amendment made by paragraph (2B) shall apply to 
contracts as of April 1, 1987. 

(C) The amendment made by paragraph (2XC) shall apply to 
review activities conducted by organizations on or after Janu- 
ary 1, 1988. 

(D) The amendment made by paragraph (3) becomes effective 
on the date of the enactment of this Act. 

ov REQUIRING. CONSUMER REPRESENTATIVE ON PEER REVIEW 

ARDS.— 

(1) IN GENERAL.—Section 1152 of such Act (42 U.S.C. 1320c-1) 
is amended— 

(A) by striking “and” at the end of paragraph (1), 

(B) by striking the period at the end of paragraph (2) and 
inserting “; and”, and 

(C) by adding at the end the following new paragraph: 

“(3) has at least one individual who is a representative of 
consumers on its governing body.”. 

Contracts. (2) EFFECTIVE DATE.—The amendment made by paragraph (1) 
42 USC 1320c-1 shall apply to contracts entered into or renewed on or after 
note. January 1, 1987. 

(c) Improvinc PEER REviEW RESPONSIVENESS TO BENEFICIARY 
CoMPLAINTS.— 
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(1) APPROPRIATE REVIEW OF COMPLAINTS REQUIRED.—Section 
1154(a) of such Act (42 U.S.C. 1320c-3(a)), as amended by section 
9352(b), is further amended by adding at the end the following 
new paragraph: 

“(14) The organization shall conduct an appropriate review of 
all written complaints about the quality of services (for which 
payment may otherwise be made under title XVIII) not meeting 42 USC 1395. 
professionally recognized standards of health care, if the com- 
plaint is filed with the organization by an individual entitled to 
benefits for such services under such title (or a person acting on 
the individual’s behalf). The organization shall inform the 
individual (or representative) of the organization’s final disposi- 
tion of the complaint. Before the organization concludes that 
the quality of services does not meet professionally recognized 
standards of health care, the organization must provide the 
practitioner or person concerned with reasonable notice and 
opportunity for discussion.”’. 

(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 42 USC 1320c-3 
shall apply to complaints received on or after the first day of the n0te. 
first month that begins more than 9 months after the date of 
the enactment of this Act. 

(d) SHARING OF INFORMATION BY PEER REVIEW ORGANIZATIONS.— 

(1) IN GENERAL.—Subparagraph (C) of section 1160(b\1) of 
such Act (42 U.S.C. 1320c-9(b\(1)) is amended to read as follows: 

“(C) to assist appropriate State agencies recognized by the _ State and local 
Secretary as having responsibility for licensing or certifi- governments. 
cation of providers or practitioners or to assist national 
accreditation bodies acting pursuant to section 1865 in 42 USC 1395bb. 
accrediting providers for purposes of meeting the conditions 
described in title XVIII, which data and information shall 
be provided by the peer review organization to any such 
agency or body at the request of such agency or body 
relating to a specific case or to a possible pattern of sub- 
standard care, but only to the extent that such data and 
information are required by the agency or body to carry out 
its respective function which is within the jurisdiction of 
the agency or body under State law or under section 1865;”. 

(2) EFFECTIVE DATE.—The amendments made by paragraph (1) 42 USC 1320c-9 
shall apply to requests for data and information made on and 0e. 
after the end of the 6-month period beginning on the date of the 
enactment of this Act. 

(e) FUNDING oF AppITIONAL PRO ActivitiEs.— 

(1) THROUGH AGREEMENTS WITH HOSPITALS, SKILLED NURSING 
FACILITIES, AND HOME HEALTH AGENCIES.—Section 1866(a) of such 
Act (42 U.S.C. 1395cc(a)) is amended— 

(A) in paragraph (1)(F)— 

(i) by redesignating clauses (i), (ii), and (iii), as 
subclauses (1), (ID), and (IID, respectively, 

(ii) by inserting “(i)” after “(F)’, and 

(iii) by adding at the end the following new clause: 

“(ii) in the case of hospitals, skilled nursing facilities, and Contracts. 
home health agencies, to maintain an agreement with a utiliza- 
tion and quality control peer review organization (which has a 
contract with the Secretary under:-part B of title XI for the area 42 USC 1320c. 
in which the hospital, facility, or agency is located) to perform 
the functions described in paragraph (4)(A);”’; and 

(B) by adding at the end the following new paragraph: 
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“(4(A) Under the agreement required under paragraph (1)(F\ii), 
the peer review organization must perform functions (other than 
those covered under an agreement under paragraph (1)(F\(i)) under 
the third sentence of section 1154(a\4(A) and under section 
1154(a\(14) with respect to services, furnished by the hospital, facil- 
ity, or agency involved, for which payment may be made under this 
title. 

“(B) For purposes of payment under this title, the cost of such an 
agreement to the hospital, facility, or agency shall be considered a 
cost incurred by such hospital, facility, or agency in providing 
covered services under this title and shall be paid directly by the 
Secretary to the peer review organization on behalf of such hospital, 
facility, or agency in accordance with a schedule established by the 
Secretary. 

“(C) Such payments— 

“(i) shall be transferred in appropriate proportions from the 
Federal Hospital Insurance Trust Fund and from the Federal 
Supplementary Medical Insurance Trust Fund, without regard 
to amounts appropriated in advance in appropriation Acts, in 
the same manner as transfers are made for payment for serv- 
ices provided directly to beneficiaries, and 

“(ii) shall not be less in the aggregate for hospitals, facilities, 
and agencies for a fiscal year than the amounts the Secretary 
determines to be sufficient to cover the costs of such organiza- 
tions’ conducting the activities described in subparagraph (A) 
with respect to such hospitals, facilities, or agencies under 
part B of title XI.”. 

(2) THROUGH AGREEMENTS WITH HEALTH MAINTENANCE 
ORGANIZATIONS AND COMPETITIVE MEDICAL PLANS.—Section 
1876(i) of such Act (42 U.S.C. 1895mm(i)), as amended by section 
9312(f) of this subtitle, is amended by adding at the end the 
following new paragraph: 

“(TXA) Except as provided under section 1154(a)(4\(C), each risk- 
sharing contract with an eligible organization under this section 
shall provide that the organization will maintain an agreement with 
a utilization and quality control peer review organization (which has 
a contract with the Secretary under part B of title XI for the area in 
which the eligible organization is located) under which the peer 
review organization will perform functions under section 
1154(aX4\B) and section 1154(a\(14) (other than those performed 
under contracts described in section 1866(a1)(F)) with respect to 
services, furnished by the eligible organization, for which payment 
may be made under this title. 

“(B) For purposes of payment under this title, the cost of such 
agreement to the eligible organization shall be considered a cost 
incurred by a provider of services in providing covered services 
under this title and shall be paid directly by the Secretary to the 
peer review organization on behalf of such eligible organization in 
accordance with a schedule established by the Secretary. 

“(C) Such payments— 

“(i) shall be transferred in appropriate proportions from the 
Federal Hospital Insurance Trust Fund and from the Supple- 
mentary Medical Insurance Trust Fund, without regard to 
amounts appropriated in advance in appropriation Acts, in the 
same manner as transfers are made for payment for services 
provided directly to beneficiaries, and 
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“(ii) shall not be less in the aggregate for such organizations 

for a fiscal year than the amounts the Secretary determines to 

be sufficient to cover the costs of such organizations’ conducting 

activities described in subparagraph (A) with respect to such 

eligible organizations under part B of title XI.”’. 42 USC 1320c. 
(3) EFFECTIVE DATE.— 

(A) HospPITALs, SKILLED NURSING FACILITIES, AND HOME 42 USC 1395cc 
HEALTH AGENCIES.—The amendments made by paragraph note. 

(1) shall apply to provider ments as of October 1, 1987. 

(B) HMOs anp cmps.—The amendment made by para- Contracts. 
graph (2) shall apply to es ae — — — 1395mm 
organizations, under section of the i rity Act, ; 
as of April 1, 1987. See 


Subtitle E—Medicaid and Maternal and Child 
Health 


TABLE OF CONTENTS OF SUBTITLE 
Part 1—CovERAGE OF INDIVIDUALS 


. Optional coverage for poor pregnant women, infants, and children. 

. Optional coverage of elderly and disabled poor for all medicaid benefits. 

. Optional coverage of poor medicare beneficiaries for medicare cost-shar- 
ing expenses. 

. Medicaid eligibility for qualified severely impaired individuals. 

. Clarification of eligibility of homeless individuals. 

. Payment for aliens under medicaid. 

. Optional presumptive eligibility period for pregnant women. 

. Respiratory care services for ventilator-dependent individuals. 


Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 


Part 2—Provision OF SERvICEs UNDER WAIVER AUTHORITY 


. Permitting States to offer home and community-based services to certain 
low-income individuals. 

. Waiver authority for chronically mentally ill and frail elderly. 

. Continuation of “Case-Managed Medical Care for Nursing Home Pa- 
tients” demonstration project. 

. New Jersey respite care pilot project. 

. Inapplicability of Paperwork Reduction Act. 


ge 88 F 


Part 3—PAYMENTS 


. Holding States harmless in fiscal year 1987 against a decrease in the 
Federal medical assistance percentage. 
. Waiver of certain requirements. 


ge 


Part 4—OTHER QUALITY AND EFFICIENCY MEASURES 


. Independent quality review of HMO services. 

. State utilization review systems. 

. Clarification of flexibility for State medicaid payment systems for inpa- 
tient services. 

. Financial disclosure requirements for HMOs; civil money penalties. 

. COBRA technical corrections and clarifications relating to the medicaid 
program. 

. Payment for certain long-term care patients in hospitals. 


gee BER 


Part 5—MATERNAL AND CHILD HEALTH 


. Authorization and allotment of additional funds. 
. Maternal and child health and adoption clearinghouse. 
. Collection of data relating to adoption and foster care. 


Bee 
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State and local 
governments. 


42 USC 9902. 


42 USC 1381. 


42 USC 601. 


PART 1—COVERAGE OF INDIVIDUALS 


SEC. 9401. OPTIONAL COVERAGE OF POOR PREGNANT WOMEN, INFANTS, 
AND CHILDREN. 


(a) CREATION OF NEw OPTIONAL CATEGORICALLY NEEDY GrouP.— 
Section 1902(aX10\AXii) of the Social Security Act (42 U.S.C. 
1396a(aX10AXii)) is amended— 

(1) by striking “, or” at the end of subclause (VII) and insert- 
ing a semicolon, 

(2) by inserting “or” at the end of subclause (VIID, and 

(3) by adding at the end the following new subclause: 

“(IX) subject to subsection (14), who are described in 
subsection (1)1);”’. 

(b) DescriPTION or Group.—Section 1902 of such Act is amended 
by inserting after subsection (k) the following new subsection: 

“(1)@) Individuals described in this paragraph are— 

“(A) women during pregnancy (and during the 60-day period 
beginning on the last day of the pregnancy), 

“(B) infants under one year of age, 

“(C) children who have attained one year of age but have not 
attained two years of age, 

“(D) children who have attained two years of age but have not 
attained three years of age, 

“(E) children who have attained three years of age but have 
not attained four years of age, and 

“(F) children who have attained four years of age but have not 
yet attained five years of age, 

who are not described in subsection (aX(10XA\i), whose family 
income does not exceed the income level established by the State 
under paragraph (2) for a family size equal to the size of the family, 
including the woman, infant, or child. 

“(2) For purposes of paragraph (1), the State shall establish an 
income level which is a percentage (not more than 100 percent) of 
the nonfarm income official poverty line (as defined by the Office of 
Management and Budget, and revised annually in accordance with 
section 673(2) of the Omnibus Budget Reconciliation Act of 1981) 
applicable to a family of the size involved. 

“(3) Notwithstanding subsection (aX17), for individuals who are 
eligible for medical assistance because of subsection 
(aXlOXAXiiXTX)— 

“(A) application of a resource standard shall be at the option 
of the State; 

“(B) any resource standard or methodology that is applied 
with respect to an individual described in subparagraph (A) of 
paragraph (1) may not be more restrictive than the resource 
standard or methodology that is applied under title XVI; 

“(C) any resource standard or methodology that is applied 
with respect to an individual described in subparagraph (B), (C), 
(D), (), or (F) of paragraph (1) may not be more restrictive than 
the corresponding methodology that is applied under the State 
plan under part A of title IV; 

“(D) the income standard to be applied is the income standard 
established under paragraph (2); and 

“(E) family income shall be determined in accordance with 
the methodology employed under the State plan under part A 
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or E of title IV, and costs incurred for medical care or for any 42 USC 670. 
other type of remedial care shall not be taken into account. 
Any different treatment provided under this paragraph for such 
individuals shall not, because of subsection (a)(17), require or permit 
such treatment for other individuals. 

“(4)(A) A State plan may not elect the option of furnishing medical State and local 
assistance to individuals described in subsection (aX10XA)iiXIX) governments. 
unless the State has in effect, under its plan established under part 
A of title IV, payment levels that are not less than the payment 
levels in effect under its plan on April 17, 1986. 

“(BXi) A State may not elect, under subsection (aX10AXiiXIX), to 
cover only individuals described in paragraph (1A) or to cover only 
individuals described in paragraph (1\B). 

“(ii) A State may not elect, under subsection (aX10AXiiXIX), to 
cover individuals described in subparagraph (C), (D), (E), or (F) of 
paragraph (1) unless the State has elected, under such subsection, to 
cover individuals described in the preceding subparagraphs of such 
paragraph.” 

(c) Lrmtrep BENEFITs FOR NEWLY ELIGIBLE PREGNANT WOMEN.— 
Section 1902(aX10) of such Act (42 U.S.C. 1396a(aX(10)) is amended, in 
the matter after subparagraph (D)— 

(1) by striking ‘“‘and” before “(VI)”, and 

(2) by inserting before the semicolon at the end the following: 
“and (VII) the medical assistance made available to an individ- 
ual described in subsection (11A) who is eligible for medical 
assistance only because of subparagraph (A \iiXIX) shall be 
limited to medical assistance for services related to pregnancy 
(including prenatal, delivery, and postpartum services) and to 
other conditions which may complicate pregnancy”. 

(d) CONTINUATION OF MEDICAL ASSISTANCE FOR CERTAIN PREGNANT 
WoMEN DuRING PREGNANCY AND FOR CERTAIN INFANTS AND CHIL- 
DREN RECEIVING INPATIENT SERVICES.—Section 1902(e) of such Act 
(42 U.S.C. 1396a(e)) is amended by adding at the end the following 
new paragraphs: 

“(6) At the option of a State, if a State plan provides medical State and local 
assistance for individuals under subsection (a10A)iiXIX), the plan governments. 
may provide that any woman described in such subsection and 
subsection (1)(1A) shall continue to be treated as an individual 
described in subsection (aX1l0XAXiiXIX) without regard to any 
change in income of the family of which she is a member until the 
end of the 60-day period beginning on the last day of her pregnancy. 

“(7) If a State plan provides medical assistance for individuals 
under subsection (a10A\iiXTX), in the case of an infant or child 
ee in subparagraph (B), (C), (D), (E), or (F) of subsection 
ay1j— 

“(A) who is receiving inpatient services for which medical 
assistance is provided on the date the infant or child attains the 
maximum age with respect to which coverage is provided under 
the State plan for such individuals, and 

“(B) who, but for attaining such age, would remain eligible for 
medical assistance under such subsection, 

the infant or child shall continue to be treated as an individual 
described in subsection (a10A\iiXTX) and subsection (1X1) until the 
end of the stay for which the inpatient services are furnished.”. 

(e) CONFORMING AMENDMENTS.— 
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(1) Section 1902(aX17) of such Act (42 U.S.C. 1396(aX(17)) is 
> by inserting “except as provided in subsection (1\3),” 
after “(17)”. 

(2) Section 1903(f4) of such Act (42 U.S.C. 1396b(fX(4)) is 
amended by inserting ‘ ‘for any individual described i in section 
1902(aX10XA\iiXTX) or” after “as medical assistance”. 

(f) ErFectivE Dates.— 

(1) Except as provided in paragraph (2), the amendments 
made by this section shall apply to medical assistance furnished 
in calendar quarters beginning on or after April 1, 1987. 

(2XA) Subparagraph (C) of section 1902(1)(1) of the Social 
Security Act, as added by subsection (b) of this section, shall 
apply to medical assistance furnished in calendar quarters 
beginning on or after October 1, 1987. 

(B) Subparagraph (D) of section 1902(1\(1) of the Social Secu- 
rity Act, as added by subsection (b) of this section, shall apply to 
medical assistance furnished in calendar quarters beginning on 
or after October 1, 1988. 

(C) Subparagraph (E) of section 190201) of the Social Secu- 
rity Act, as added by subsection (b) of this section, shall apply to 
medical assistance furnished in calendar quarters beginning on 
or after October 1, 1989. 

(D) Subparagraph (F) of section 190201) of the Social Secu- 
rity Act, as added by subsection (b) of this section, shall apply to 
medical assistance furnished in calendar quarters beginning on 
or after October 1, 1990. 

(3) An amendment made by this section shall become effective 
as provided in paragraph (1) or (2) without regard to whether or 
not final regulations to carry out such amendment have been 
promulgated by the applicable date. 


SEC. 9402. OPTIONAL. COVERAGE OF ELDERLY AND DISABLED POOR FOR 


42 USC 1382c. 


State and local 
governments. 
42 USC 1382a. 


42 USC 1382b. 


ALL MEDICAID BENEFITS. 


(a) CREATION OF NEw OPTIONAL CATEGORICALLY NEEDY GRoUPS.— 
(1) IN GENERAL.—Subsection (a\(10AXii) of section 1902 of the 
Social Security Act (42 U.S.C. 1396a), as amended by section 
9401(a) of this subtitle, is amended— 

(A) by striking “or” at the end of subclause (VIID, 

(B) by striking the semicolon at the end of subclause (IX) 
and inserting “, or’, and 
(C) by adding at the end the following new subclause: 
“(X) subject to subsection (m)(3), who are described in 
subsection (m)1);’’. 

(2) DESCRIPTION OF INDIVIDUALS.—Section 1902 of such Act is 
further amended by adding after subsection (1), as added by 
section 9401(b) of this subtitle, the following new subsection: 

“(m)(1) Individuals described in this paragraph are individuals— 

“(A) who are 65 years of age or older or are disabled individ- 
uals (as determined under section 1614(a\(3)), 

“(B) whose income (as determined under section 1612 for 
purposes of the supplemental security income program) does not 
exceed an income level established by the State consistent with 
paragraph (2)(A), and 

“(C) whose resources (as determined under section 1613 for 
purposes of the supplemental security income program) do not 
exceed (except as provided in paragraph (2)(B)) the maximum 
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amount of resources that an individual may have and obtain 
benefits under that program. 

“(2XA) The income level established under paragraph (1B) may 
not exceed a percentage (not more than 100 percent) of the nonfarm 
official poverty line (as defined by the Office of Management and 
Budget, and revised annually in accordance with section 673(2) of 
the Omnibus Budget Reconciliation Act of 1981) applicable to a 42 USC 9902. - 
family of the size involved. 

“(B) In the case of a State that provides medical assistance to State and local 
individuals not described in subsection (aX10A) and at the State’s governments. 
option, the State may use under paragraph (1)(C) such resource level 
(which is higher than the level described in that paragraph) as may 
be applicable with respect to individuals described in paragraph 
(1A) who are not described in subsection (a)(10)(A).”. 

(b) REQUIREMENT OF COVERAGE OF CERTAIN PREGNANT WOMEN 
AND CHILDREN AND OTHER SPECIAL RuLEs.—Section 1902(m) of such 
Act, as added by subsection (a2), is further amended by adding at 42 USC 1396a. 
the end the following new paragraphs: 

“(3) A State plan may not provide coverage for individuals under State and local 
subsection (a)(10A)iiXX), unless the plan provides coverage of some 8°vernments. 
or all of the individuals described in subsection (1)(1). 

“(4) Notwithstanding subsection (aX17), for individuals described 
in paragraph (1) who are covered under the State plan by virtue of 
subsection (aX(10A)GiXO— 

“(A) the income standard to be applied is the income standard 
described in paragraph (1)(B), and 

“(B) except as provided in section 1612(b\4\B)ii), costs 42 USC 1382a. 
incurred for medical care or for any other type of remedial care 


shall not be taken into account in determining income. 
Any different treatment provided under this paragraph for such 
individuals shall not, because of subsection (a17), require or permit 
such treatment for other individuals.”’. 
(c) ErrectivE Date.—The amendments made by this section shall State and local 
apply to payments to States for calendar quarters beginning on or %0vernments. 
after July 1, 1987, without regard to whether or not final regulations 4 USC 1396a 


te. 
to carry out such amendments have been promulgated by such date. - 
SEC. 9403. OPTIONAL COVERAGE OF POOR MEDICARE BENEFICIARIES 
FOR MEDICARE COST-SHARING EXPENSES. 


(a) ELIGIBILITY OF QUALIFIED MEDICARE BENEFICIARY.—Section 
1902(aX10) of the Social Security Act (42 U.S.C. 139a(aX10)) is 
amended— 
(1) by striking “and” at the end of subparagraph (C), 
(2) by inserting “and” at the end of subparagraph (D), and 
(3) by inserting after subparagraph (D) the following new 
subparagraph: 
“(E) at the option of a State, but subject to subsection State and local 
(m X38), for making medical assistance available for medicare 8°vernments. 
cost-sharing (as defined in section 1905(pX3)) for qualified 42 USC 1396d. 
medicare beneficiaries described in section 1905(p\(1);” 
(b) QUALIFIED MEDICARE BENEFICIARY DEFINED.—Section 1905 of 
such Act (42 U.S.C. 1396d) is amended by adding at the end the 
following new subsection: 
“(pX1) The term ‘qualified medicare beneficiary’ means an 
individual— 
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42 USC 1395c. 
42 USC 1395i-2. 


State and local 
governments. 
42 USC 1382a. 


42 USC 1382b. 


42 USC 9902. 


State and local 
governments. 


42 USC 1396a. 


42 USC 1396d. 


42 USC 13960. 


42 USC 1395i-2. 
42 USC 1395e. 
42 USC 13951. 


State and local 
governments. 


42 USC 1395mm. 


PUBLIC LAW 99-509—OCT. 21, 1986 


“(A) who is entitled to hospital insurance benefits under part 
A of title XVIII (including an individual entitled to such bene- 
fits pursuant to an enrollment under section 1818), 

‘“B) who, but for section 1902(a\(10XE) and the election of the 
State, is not eligible for medical assistance under the plan, 

“(C) whose income (as determined under section 1612 for 
purposes of the supplemental security income program) does not 
exceed an income level established by the State consistent with 
paragraph (2A), and 

“(D) whose resources (as determined under section 1613 for 
purposes of the supplemental security income program) do not 
exceed (except as provided in paragraph (2\B)) the maximum 
amount of resources that an individual may have and obtain 
benefits under that program. 

“(2XA) The income level established under paragraph (1)(C) may 
not exceed a percentage (not more than 100 percent) of the nonfarm 
official poverty line (as defined by the Office of Management and 
Budget, and revised annually in accordance with section 673(2) of 
the Omnibus Budget Reconciliation Act of 1981) applicable to a 
family of the size involved. 

“(B) In the case of a State that provides medical assistance to 
individuals not described in section 1902(a\10\A) and at the State’s 
option, the State may use under paragraph (1D) such resource level 
(which is higher than the level described in that paragraph) as may 
be applicable with respect to individuals described in paragraph 
(1A) who are not described in section 1902(aX(10)A).”. 

G Benerits.—Section 1902(a\10) 


(c) LimiTeD, MEDICARE GAP-FILLIN 
of such Act (42 U.S.C. 1395a(aX(10)), as amended by section 9401(c) of 
this subtitle and by subsection (a) of this section, is amended, in the 
matter after subparagraph (E)— 

(1) by striking “and” before “(VID)”, and 

(2) by inserting before the semicolon at the end the following: 
*“* and (VIID the medical assistance made available to a quali- 
fied medicare beneficiary described in section 1905(p\(1) shall be 
limited to medical assistance for medicare cost-sharing (de- 
scribed in section 1905(pX3)), subject to the provisions of subsec- 
tion (n) and section 1916(b)”. 

(d) Mepicare Cost-SHARING DEFINED.—Section 1905(p) of such 
Act, as added by subsection (b), is amended by adding at the end the 
following: 

“(3) The term ‘medicare cost-sharing’ means the following costs 
incurred with respect to a qualified medicare beneficiary: 

“(A) Premiums under part B and (if applicable) under section 
1818. 

“(B) Deductibles and coinsurance described in section 1813. 

“(C) The annual deductible described in section 1833(b). 

“(D) The difference between the amount that is paid under 
section 1833(a) and the amount that would be paid under such 
section if any reference to ‘80 percent’ therein were deemed a 
reference to ‘100 percent’. ~ 

Such term also may include, at the option of a State, premiums for 
enrollment of a qualified medicare beneficiary with an eligible 
organization under section 1876.”. 

(e) Payment Amounts.—Section 1902 of such Act, as amended by 
sections 9401(b) and 9402(aX(2) of this subtitle, is further amended by 
adding at the end the following new subsection: 
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“(n) In the case of medical assistance furnished under this title for State and local 
medicare cost-sharing respecting the furnishing of a service or item s0vernments. 
to a qualified medicare beneficiary, the State plan may provide 
payment in an amount with respect to the service or item that 
results in the sum of such payment amount and any amount of 
payment made under title XVIII with respect to the service or item 42 USC 1395. 
exceeding the amount that is otherwise payable under the State 
plan for the item or service for eligible individuals who are not 
qualified medicare beneficiaries.’’. 

(f) REQUIREMENT OF COVERAGE OF CERTAIN PREGNANT WOMEN AND 
CHILDREN AND OTHER SPECIAL RULES.— 

(1) REQUIRING COVERAGE OF CERTAIN PREGNANT WOMEN AND 
CHILDREN AND INCOME STANDARD TO BE USED.—Section 1902(m) 
of such Act, as added by section 9402(a)(2) of this subtitle, and as 
amended by section 9402(b) of this subtitle, is amended— 

(A) in paragraph (3), by inserting “or coverage under 
—— (aX10XE)” after “subsection (a\10A)iiXTX)”, 
an 

(B) by adding at the end the following new paragraph: 

“(5) Notwithstanding subsection (a\(17), for qualified medicare 
beneficiaries described in section 1905(pX1)— 42 USC 1396d. 

“(A) the income standard to be applied is the income standard 
described in section 1905(p\(1)(C), and 

“(B) except as provided in section 1612(b\4\BXii), costs in- 42 USC 1382a. 
curred for medical care or for any other type of remedial care 
shall not be taken into account in determining income. 

Any different treatment provided under this paragraph for such 
individuals shall not, because of subsection (a\(17), require or permit 
such treatment for other individuals.”. 

(2) EFFECTIVE DATE OF BENEFITS.—Section 1902(e) of such Act, 
as amended by section 9401(d) of this subtitle, is amended by 
adding at the end the following new paragraph: 

“(8) If an individual is determined to be a qualified medicare State and local 
beneficiary (as defined in section 1905(p\(1)), such determination governments. 
shall apply to services furnished after the end of the month in which 
the determination first occurs. For purposes of payment to a State 
under section 1903(a), such determination shall be considered to be 42 USC 1396b. 
valid for an individual for a period of 12 months, except that a State 
may provide for such determinations more frequently, but not more 
frequently than once every 6 months for an individual.”. 

(g) CONFORMING AMENDMENTS.— 

(1) TREATMENT OF BENEFITS.—Section 1902(aX10\C) of such 
Act (42 U.S.C. 1396a(a)(10\C)) is amended, in the matter before 
clause (i), by inserting “or (E)” after “subparagraph (A)”. 

(2) PAYMENT OF MEDICARE PREMIUMS AND PART A DEDUCT- 
IBLE.—Section 1903(aX(1) of such Act (42 U.S.C. 1396b(a\(1)) is 
amended— 

(A) by inserting “deductible amounts under part A and” 
after “(including expenditures for’, 

(B) by inserting “(and, in the case of qualified medicare 
beneficiaries described in section 1905(pX1), part A)” after 
“premiums under part B”, and 

(C) by striking “or (B)” and inserting ‘“(B) are qualified 
medicare beneficiaries described in section 1905(p\1), or 
(C)”. 
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42 USC 1396. 


42 USC 1382. 


42 USC 1382e. 
42 USC 1382 


note. 
42 USC 1382h. 


State and local 
governments. 


42 USC 1381. 


(3) TIMING OF BENEFITS.—Section 1905(a) of such Act (42 
U.S.C. 1396d(a)) is amended, in the matter before subdivision (i), 
by inserting “or, in the case of a qualified medicare beneficiary 
described in subsection (p)(1), if provided after the month in 
which the individual becomes such a beneficiary” after “makes 
application for assistance’”’. 

(4) COPAYMENTS.— 

(A) Section 1902(a\(15) of such Act (42 U.S.C. 1396a(aX(15)) 
is amended by inserting “are not qualified medicare bene- 
ficiaries (as defined in section 1905(p)(1)) but” after “older 
who”. 

(B) Subsections (a) and (b) of section 1916 of such Act (42 
U.S.C. 13960) are each amended by striking “section 
1902(aX10XA)” and inserting “subparagraph (A) or (E) of 
section 1902(aX(10)”. 

(h) ErrectivE Date.—The amendments made by this section apply 
to payments under title XIX of the Social Security Act for calendar 
quarters beginning on or after July 1, 1987, without regard to 
whether or not final regulations to carry out such amendments have 
been promulgated by such date. 


SEC. 9404. MEDICAID ELIGIBILITY FOR QUALIFIED SEVERELY IMPAIRED 
INDIVIDUALS. 


(a) As CATEGORICALLY NEEpy.—Section 1902(aX10XAXixII) of the 
Social Security Act (42 U.S.C. 1396a(aX10A)G@ID) is amended by 
inserting ‘or who are qualified severely impaired individuals (as 
defined in section 1905(q))” after “title XVI’. 

(b) DESCRIPTION OF QUALIFIED SEVERELY IMPAIRED INDIVIDUALS.— 
Section 1905 of such Act (42 U.S.C. 1396d), as amended by section 
9403(b) of this subtitle, is amended by adding at the end the follow- 
ing new subsection: 

“(q) The term ‘qualified severely impaired individual’ means an 
individual under age 65— 

“(1) who for the month preceding the first month to which 
this subsection applies to such individual— 

“(A) received (i) a payment of supplemental security 
income benefits under section 1611(b) on the basis of 
blindness or disability, (ii) a supplementary payment under 
section 1616 of this Act or under section 212 of Public Law 
93-66 on such basis, (iii) a payment of monthly benefits 
under section 1619(a), or (iv) a supplementary payment 
under section 1616(c)\(8), and 

“(B) was eligible for medical assistance under the State 
plan approved under this title; and 

“(2) with respect to whom the Secretary determines that— 

“(A) the individual continues to be blind or continues to 
have the disabling physical or mental impairment on the 
basis of which he was found to be under a disability and, 
except for his earnings, continues to meet all non-disability- 
related requirements for eligibility for benefits under title 
XVI, 

“(B) the income of such individual would not, except for 
his earnings, be equal to or in excess of the amount which 
would cause him to be ineligible for payments under section 
1611(b) (if he were otherwise eligible for such payments), 
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“(C) the lack of eligibility for benefits under this title 
would seriously inhibit his ability to continue or obtain 
employment, and 
“(D) the individual’s earnings are not sufficient to allow State and local 
him to provide for himself a reasonable equivalent of the s°vernments. 
benefits under title XVI (including any federally adminis- 42 USC 1381. 
tered State supplementary payments), this title. and pub- 
licly funded attendant care services (including personal 
care assistance) that would be available to him in the 
absence of such earnings. 
In the case of an individual who is eligible for medical assistance 
pursuant to section 161%b) in June, 1987, the individual shall be a 42 USC 1382h. 
qualified severely impaired individual for so long as such individual 
meets the requirements of paragraph (2).”. 

(c) ErrecrivE Date.—({1) The amendments made by this section 42 USC 1396a 
apply (except as provided under paragraph (2)) to payments under 0te. 
title XIX of the Social Security Act for calendar quarters beginning 42 USC 1396. 
on or after July 1, 1987, without regard to whether regulations to. 
implement such amendments are promulgated by such date. 

(2) In the case of a State plan for medical assistance under title State and local 
XIX of the Social Security Act which the Secretary of Health and sovernments. 
Human Services determines requires State legislation (other than 
legislation appropriating funds) in order for the plan to meet the 
additional requirements imposed by the amendments made by this 
section, the State plan shall not be regarded as failing to comply 
with the requirements of such title solely on the basis of its failure 
to meet these additional requirements before the first day of the 
first calendar quarter beginning after the close of the first regular 
session of the State legislature that begins after the date of the 
enactment of this Act. 


SEC. 9405. CLARIFICATION OF ELIGIBILITY OF HOMELESS INDIVIDUALS. 


Section 1902(bX2) of the Social Security Act (42 U.S.C. 1396a(bX2)) 
is amended by inserting before the semicolon the following: “, 
regardless of whether or not the residence is maintained perma- 
nently or at a fixed address”. 


SEC. 9406. PAYMENT FOR ALIENS UNDER MEDICAID. 


(a) In GENERAL.—Section 1903 of the Social Security Act (42 U.S.C. 
1396b) is amended by adding at the end thereof the following new 
subsection: 

“(vX1) Notwithstanding the preceding provisions of this section, State and local 
except as provided in paragraph (2), no payment may be made to a governments. 
State under this section for medical assistance furnished to an alien 
who is not lawfully admitted for permanent residence or otherwise 
permanently residing in the United States under color of law. 

“(2) Payment shall be made under this section for care and 
services that are furnished to an alien described in paragraph (1) 

“(A) such care and services are necessary for the treatment of 
an emergency medical condition of the alien, and 
“(B) such alien otherwise meets the eligibility requirements 
for medical assistance under the State plan approved under this 
title (other than the requirement of the receipt of aid or assist- 
ance under title IV, supplemental security income benefits 42 USC 601. 
under title XVI, or a State supplementary payment). 42 USC 1381. 
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“(3) For purposes of this subsection, the term ‘emergency medical 
condition’ means a medical condition (including emergency labor 
and delivery) manifesting itself by acute symptoms of sufficient 
severity (including severe pain) such that the absence of immediate 
medical attention could reasonably be expected to result in— 

“(A) placing the patient’s health in serious jeopardy, 

“(B) serious impairment to bodily functions, or 

“(C) serious dysfunction of any bodily organ or part.”’. 

(b) CoNFORMING Audet tation 1902(a) of such Act (42 
U.S.C. 1396a(a)) is amended by adding at the end thereof the follow- 
ing new sentence: “Notwithstanding paragraph (10\B) or any other 
provision of this subsection, a State plan shall provide medical 
assistance with respect to an alien who is not lawfully admitted for 
permanent residence or otherwise permanently residing in the 
vee States under color of law only in accordance with section 
1903(v).”. 

(c) ErFectivE DAaTE.— 

(1) Except as provided in paragraph (2), the amendments 
made by this section shall apply to medical assistance furnished 
to aliens on or after January 1, 1987, without regard to whether 
or not final regulations to carry out such amendments have 
been promulgated by such date. 

(2) In the case of a State plan for medical assistance under 
title XIX of the Social Security Act which the Secretary of 
Health and Human Services determines requires State legisla- 
tion (other than legislation appropriating funds) in order for the 
plan to meet the additional requirement imposed by the amend- 
ment made in subsection (b), the State plan shall not be re- 
garded as failing to comply with the requirements of such title 
solely on the basis of its failure to meet such additional require- 
ment before the first day of the first calendar quarter beginning 
after the close of the first regular session of the State legislature 
that begins after the date of the enactment of this Act. 


SEC. 9407. OPTIONAL PRESUMPTIVE ELIGIBILITY PERIOD FOR PREG- 
NANT WOMEN. 


(a) State Option.—Section 1902(a) of such Act (42 U.S.C. 1396a(a)) 
is amended— 
(1) by striking ‘‘and” at the end of paragraph (45), 
(2) by striking the period at the end of paragraph (46) and 
inserting in lieu thereof “; and”, and 
(3) by adding at the end the following: 
“(47) at the option of the State, provide for making ambula- 
tory prenatal care available to pregnant women during a 
presumptive eligibility period in accordance with section 1920.”. 
(b) PRESUMPTIVE ELiG1BILITy.—Title XIX of the Social Security Act 
is amended by hig section 1920 as section 1921 and insert- 
ing after section 1919 the following new section: 


“PRESUMPTIVE ELIGIBILITY FOR PREGNANT WOMEN 


“Sec. 1920. (a) A State plan approved under section 1902 may 
provide for making ambulatory prenatal care available to a preg- 
nant woman during a presumptive eligibility period. 

“(b) For purposes of this section— 

“(1) the term ‘presumptive eligibility period’ means, with 
respect to a pregnant woman, the period that— 
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“(A) begins with the date on which a qualified provider 
determines, on the basis of preliminary information, that 
the family income of the woman does not exceed the 
— income level of eligibility under the State plan, 
an 


“(B) ends with (and includes) the earlier of— 
“(i) the day on which a determination is made with 
respect to the eligibility of the woman for medical 
assistance under the State plan, 
“(ii) the day that is 45 days after the date on which 
the provider makes the determination referred to in 
subparagraph (A), or 
“(iii) in the case of a woman who does not file an 
application for medical assistance within 14 calendar 
days after the date on which the provider makes the 
determination referred to in subparagraph (A), the 
fourteenth calendar day after such determination is 
made; and 
“(2) the term ‘qualified provider’ means any provider that— 
“(A) is eligible for payments under a State plan approved 
under this title, 
“(B) provides services of the type described in subpara- 
graph (A) or (B) of section 1905(aX(2) or in section 1905(a\(9), 
“(C) is determined by the State agency to be capable of 
making determinations of the type described in paragraph 
(1A), and 
“(DXi) receives funds under— 
“(T) section 329 or section 330 of the Public Health 
Service Act, or 42 USC 254b, 
“(1D title V of this Act; to = 
“(ii) participates in a program established under— : 
‘(I) section 17 of the Child Nutrition Act of 1966, or 42 USC 1786. 
“(ID section 4(a) of the Agriculture and Consumer 
Protection Act of 1973; or 42 USC 1446a. 
“(iii) participates in a State perinatal program. 
“(c1) The State agency shall provide qualified providers with— 
“(A) such forms as are necessary for a pregnant woman to 
mane application for medical assistance under the State plan, 
an 
“(B) information on how to assist such women in completing 
and filing such forms. 
“(2) A qualified provider that determines under subsection 
(bX 1A) that a pregnant woman is presumptively eligible for medi- 
cal assistance under a State plan shall— 
“(A) notify the State agency of the determination within 5 
— days after the date on which determination is made, 
an 


“(B) inform the woman at the time the determination is made 
that she is required to make application for medical assistance 
under the State plan within 14 calendar days after the date on 
which the determination is made. 

“(3) A pregnant woman who is determined by a qualified provider 
to be presumptively eligible for medical assistance under a State 
plan shall make application for medical assistance under such plan 
within 14 calendar days after the date on which the determination is 
made. 
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“(d) Notwithstanding any other provision of this title, ambulatory 
prenatal care that— 
“(1) is furnished to a pregnant woman— 
“(A) during a presumptive eligibility period, 
“(B) by a qualified provider; and 
a is included in the care and services covered by a State 
plan; 
shall be treated as medical assistance provided by such plan for 
42 USC 1896b. purposes of section 1903.”. 
(c) CONFORMING CHANGE.—Section 1903(uX1XD) of such Act (42 
U.S.C. 1396b(u)(1\(D)) is amended by adding at the end the following: 
“(v) In determining the amount of erroneous excess payments, 
there shall not be included any erroneous payments made for 
ambulatory prenatal care provided during a presumptive eligibility 
Ante, p. 2058. period (as defined in section 1920(b)(1)).”’. 
42 USC 1396a (d) Errective Date.—The amendments made by this section shall 
note. apply to ambulatory prenatal care furnished in calendar quarters 
beginning on or after April 1, 1987, without regard to whether or not 
final regulations to carry out such amendments have been promul- 
gated by such date. 


SEC. 9408. RESPIRATORY CARE SERVICES FOR VENTILATOR-DEPENDENT 
INDIVIDUALS. 


(a) RequireD Services.—Section 1902(e) of the Social Security Act 
(42 U.S.C. 1396b(e)), as amended by sections 9401(d) and 9403(f) of 
42 USC 1396a. _—‘ this subtitle, is further amended by adding at the end the following 
new paragraph: 
State and local “(9(A) At the option of the State, the plan may include as 
governments. — assistance respiratory care services for any individual 
who— 

“(i) is medically dependent on a ventilator for life support 
at least six hours per day; 

“(ii) has been so dependent for at least 30 consecutive 
days (or the maximum number of days authorized under 
the State plan, whichever is less) as an inpatient; 

Health care (iii) but for the availability of respiratory care services, 

facilities. would require respiratory care as an inpatient in a hospital, 
skilled nursing facility, or intermediate care facility, and 
would be eligible to have payment made for such inpatient 
care under the State plan; 

“(iv) has adequate social support services to be cared for 
at home; and 

“(v) wishes to be cared for at home. 

“(B) The requirements of subparagraph (A)ii) may be satis- 
fied by a continuous stay in one or more hospitals, skilled 
nursing facilities, or intermediate care facilities. 

“(C) For purposes of this paragraph, respiratory care services 
means services provided on a part-time basis in the home of the 
individual by a respiratory therapist or other health care 
professional trained in respiratory therapy (as determined by 
the State), payment for which is not otherwise included within 
other items and services furnished to such individual as medical 
assistance under the plan.”. 

(b) WaIveR oF CoMPARABILITY.—Section 1902(aX(10) of such Act 
(42 U.S.C. 1396a(aX(10)), as amended by sections 9401(c), 9403(a), and 
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9403(c) of this subtitle, is further amended, in the matter following 
subparagraph (E)— 
(1) by striking “and” before “(VIID”; and 
(2) by inserting before the semicolon at the end thereof the 
following: “, and (IX) the making available of respiratory care 
services in accordance with subsection (eX9) shall not, by reason 
of this paragraph (10), require the making available of such 
services, or the making available of such services of the same 
amount, duration, and scope, to any individuals not included 
under subsection (eX9XA), provided such services are made 
available (in the same amount, a and scope) to all 
individuals described in such subsection’ 
(c) CONFORMING CHANGES 
(1) Section 1905(a) of the Social Security Act (42 U.S.C. 
1395d(a)), as amended by section 1895(c\3) oF the Tax Reform 
Act of 1986, is further amended— 
(A) by striking “and” at the end of oe (19), 
aa by redesignating paragraph (20) as paragraph (21), 


anc) by inserting after paragraph (19) the following new 
paragraph: 
“(20) respiratory care services (as defined in section 
1902(eX9XC)); and” 
(2) Section 1902()) of the Social Security Act (42 U.S.C. 
1396a(j)), as amended by section 1895(c\(3) of the Tax Reform Act 
of 1986, is amended by striking “(20)” and inserting in lieu 
thereof “(21)”. 
(3) Section 1902(aX10XCXiv) of the Social Security Act (42 
U.S.C. 1396a(aX10\CXiv)), as amended by section 1895(cX3) of the 
Tax Reform Act of 1986, is amended by striking “through (19)” 
and inserting in lieu thereof “through (20)”. 
(d) Errectrve Date.—The amendments made by this section shall 42 USC 1396a 
apply to services furnished on or after the date of the enactment of note. 
this Act. 


PART 2—PROVISION OF SERVICES UNDER 
WAIVER AUTHORITY 


SEC. 9411. PERMITTING STATES TO OFFER HOME AND COMMUNITY- 
BASED SERVICES TO CERTAIN LOW-INCOME INDIVIDUALS. 


(a) WalIver AUTH Health care 
(1) Section 1915(eX1) of the Social Security Act (42 U.S.C. facilities. 
1396n(cX1)) is amended— 
) by. inserting “a hospital or” after “level of care pro- 
vided in”, and 
(B) by. striking out all beginning with “or but for” 
through “State plan” the third place it appears. 
(2) Section 1915(cX2XB) of such Act is amended— 
(A) in clause (i) by striking “skilled nursing facility or” 
and inserting in lieu thereof “inpatient hospital, skilled 
nursing facility, or”, and 
(B) in the matter following clause (iii) by inserting 
“inpatient hospital,” after “need for’. 
(3) Section 1915(cX7) of such Act is amended to read as follows: 
“(7) In making estimates under paragraph (2D) in the case of a 
waiver that applies only to individuals with a particular illness or 
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condition who are inpatients in hospitals or in skilled nursing or 
intermediate care facilities, the State may determine the average 
per capita expenditure that would have been made in a fiscal year 
for those individuals under the State plan separately from the 
expenditures for other individuals who are inpatients of those 
respective facilities.”’. 

(b) Provipinc CasE MANAGEMENT SERVICES TO PATIENTS WITH 
CERTAIN ConpITIONS.—Section 1915(g\(1) of such Act is amended by 
adding at the end the following: ‘A State may limit the provision of 
case management services under this subsection to individuals with 
acquired immune deficiency syndrome (AIDS), or with AIDS-related 
conditions, or with either, and a State may limit the provision of 
case management services under this subsection to individuals with 
chronic mental illness.”. 

(c) WAIVER OF COMPARABILITY REQUIREMENT.—The first sentence 
of section 1915(c\8) of such Act is amended by striking all that 
follows “‘statewideness)” and inserting “and section 1902(a\10\B) 
(relating to comparability).”. 

(d) Provipinc CERTAIN OTHER SERVICES TO PATIENTS WITH 
Curonic MENTAL ILLNEss.—Section 1915(c)(4B) of such Act is 
amended by inserting before the period at the end the following: 
“and for day treatment or other partial hospitalization services, 
psychosocial rehabilitation services, and clinic services (whether or 
ea furnished in a facility) for individuals with chronic mental 
illness”. 

(e) ErrectivE DateE.—The amendments made by this section shall 
apply to applications for waivers (or renewals thereof) approved on 
or after the date of the enactment of this Act. 


SEC. 9412. WAIVER AUTHORITY FOR CHRONICALLY MENTALLY ILL AND 
FRAIL ELDERLY. 


(a) CHRONICALLY MENTALLY ILL DEMONSTRATION PROGRAM.— 

(1) The Secretary of Health and Human Services may, in 
accordance with this subsection, waive certain provisions of title 
XIX of the Social Security Act in order to allow States to 
implement demonstration programs to improve the continuity, 
quality, and cost-effectiveness of mental health services avail- 
able to chronically mentally ill medicaid beneficiaries. 

(2) A waiver shall be granted under this subsection with 
respect to a demonstration program only if— 

(A) the demonstration program has been awarded a grant 
from the Robert Wood Johnson Foundation and the Depart- 
ment of Housing and Urban Development under their 
“Program for the Chronically Mentally Ill’, 

(B) the State provides assurances satisfactory to the Sec- 
retary that under such waiver— 

(i) the average per capita expenditure estimated by 
the State in any fiscal year for medical assistance for 
mental health services provided with respect to individ- 
uals covered under the program does not exceed 100 
percent of the average per capita expenditure that the 
State reasonably estimates would have been made in 
that fiscal year for expenditures under the State plan 
for such services for such individuals if the waiver had 
not been granted, and 
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(ii) there will be no reduction or limitation in benefits 
to a medicaid beneficiary under the program. 
(3) The authority under this subsection extends only to the 
following, as they relate to the provision of mental health 
services: 
(A) A waiver of the requirements of sections 1902(a\1), 
1902(aX10XB), 1902(aX(23), and 1902(aX30) and clauses (i) and 
(ii) of section 1903(m 2) of the Social Security Act. 42 USC 1396a, 
(B) Including as “medical assistance” under the State 1396b. 
plan case management services with respect to mentally ill 
patients, habilitation services (as defined in section 
1915(cX5) of such Act), day treatment or other partial hos- 42 USC 1396n. 
pitalization services, residential services (other than room 
and board), psychosocial rehabilitation services, clinic serv- 
ices (whether or not furnished in a facility), and such other 
services as the State may request and the Secretary may 
approve for individuals covered under the demonstration 
project. 
(44A) A waiver under this subsection shall be for an initial 
term of three years which may be extended for an additional 
two-year term. The request of a State for extension of such a 
waiver shall be deemed granted unless the Secretary denies 
such request in writing within 90 days after the date of its 
submission to the Secretary. 
(B) The authority to approve a waiver under this subsection 
— only during the five-year period beginning on October 1, 
1986. 
(5) Subsections (cX6) and (eX1) of section 1915 of the Social 
Security Act shall apply to a waiver under this subsection in the 
same manner as they apply to a waiver under that section. 
(6) The Secretary shall report, not later than January 1, 1993, 
to Congress on the cost, accessibility, utilization, and quality of 
services provided under waivers granted under this subsection. 
(b) Fram. ELDERLY DEMONSTRATION Prosect WAIVERS.— 
(1) The Secretary of Health and Human Services shall grant 
waivers of certain requirements of titles XVIII and XIX of the 
Social Security Act to not more than 10 public or nonprofit 42 USC 1395, 
private community-based organizations to enable such organiza- 1396. 
tions to provide comprehensive health care services on a 
capitated basis to frail elderly patients at risk of institutional- 
ization. 
(2XA) Except as provided in subparagraph (B), the terms and 
conditions of a waiver granted pursuant to this subsection shall 
be substantially the same as the terms and conditions of the On 
Lok waiver (referred to in section 603(c) of the Social Security 
Amendments of 1983 and extended by section 9220 of the 42 USC 1395b-1 
Consolidated Omnibus Budget Reconciliation Act of 1985). — i 
(B) In order to receive a waiver under this subsection, an G™@,2 1% 
organization must be awarded a grant from the Robert Wood 
Johnson Foundation. 
(C) Subject to subparagraph (B), any waiver granted pursuant 
to this subsection shall be for an initial period of 3 years. The 
Secretary may extend such waiver beyond such initial period 
for so long as the Secretary finds that the organization complies 
wi a terms and conditions described in subparagraphs (A) 
and (B). 
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SEC. 9413. CONTINUATION OF “CASE-MANAGED MEDICAL CARE FOR 
NURSING HOME PATIENTS” DEMONSTRATION PROJECT. 


(a) APPROVAL OF APPLICATION.—The Secretary of Health and 
Human Services shall approve any application for a waiver of any 
requirement of title XVIII or XIX of the Social Security Act nec- 
essary to provide for continuation, from July 1, 1987, through 
June 30, 1989, of the “Case-Managed Medical Care for Nursing 
Home Patients” demonstration project (#95-P-98346/1-01) carried 
out pursuant to section 222 of the Social Security Amendments of 
1972, section 402 of the Social Security Amendments of 1967, and 
section 1115 of the Social Security Act by the Department of Public 
Welfare, Commonwealth of Massachusetts. 

(b) TERMS AND ConpiTIONs.—The Secretary’s approval of an ap- 
plication (or renewal of an application) under subsection (a) shall be 
on the same terms and conditions as applied to the demonstration 
project on July 1, 1986. 


SEC. 9414. NEW JERSEY RESPITE CARE PILOT PROJECT. 


(a) ESTABLISHMENT.—The Secretary of Health and Human Serv- 
ices (in this section referred to as the ‘“Secretary”) shall enter into 
an agreement with the State of New Jersey (in this section referred 
to as the “State’’) for the purpose of conducting a pilot project (in 
this section referred to as the “‘project’’) under title XIX of the Social 
Security Act for providing respite care services for elderly and 
disabled individuals in order to determine the extent to which— 

(1) the provision of necessary respite care services to individ- 
uals at risk of institutionalization will delay or avert the need 
for institutional care, and 

(2) respite care services enhance and sustain the role of the 
family in providing long-term care services for elderly and 
disabled individuals at risk of institutionalization. 

(b) ConpiT1Ions.—The agreement with the Secretary under this 
section shall— 

(1) provide that the project shall be administered by a State 
health services agency designated for such purpose by the Gov- 
ernor (which may be the State agency administering or respon- 
sible for the administration of the State plan for medical assist- 
ance under title XIX of the Social Security Act), 

(2) provide that if the project imposes any cost sharing 
requirements on participants who are eligible for benefits under 
title XIX of the Social Security Act, such requirements shall be 
imposed only in accordance with the provisions of section 1916 
of such Act, 

(3) provide for a system of review to assure that respite care 
services are provided only to individuals reasonably determined 
to be in need of such services, and 

(4) meet such other requirements as the Secretary may estab- 
lish for the proper and efficient implementation of the project. 

(c) DeFmniT1ion.—For purposes of this section, the term “respite 
care services” shall include— 

(1) short-term and intermittent— 

(A) companion or sitter services (paid as well as 
volunteer), 

(B) homemaker and personal-care services, 

(C) adult day care, and 

(D) inpatient care in a hospital, a skilled nursing facility, 
or an intermediate care facility (not to exceed a total of 14 
days for any individual); and 





PUBLIC LAW 99-509—OCT. 21, 1986 100 STAT. 2065 


(2) peer support and training for family caregivers (using 
informal support groups and organized counseling). 

(d) PayMEents.—The ment under this section shall be 
entered into between the Secretary and the State agency designated 
by the Governor. Under such agreement the Secretary shall pay to 
the State, as in additional payment under section 1903 of the Social ae 
Security Act for each quarter, an amount equal to 50 percent of the aan 
reasonable costs incurred by such State during such quarter in 42 USC 1396b. 
providing respite care services under the project for elderly and 
disabled individuals who are eligible for medical assistance under 
the State plan approved under title XIX of such Act (or who would 42 USC 1896. 
be eligible if coverage under such plan was as broad as allowed 
under Federal law). The Federal payment shall not exceed 
$1,000,000 for fiscal Pier 1987, and $2,000,000 for each of the fiscal 
years 1988, 1989, and 1990. No payments shall be made pursuant to 
this section for — year beginning after September 30, 1990. 

(e) DuraTiIoNn.—The project under this section shall be of a maxi- 
mum duration of four years, plus an additional time period of up to 
six months for final evaluation and reporting. 

(f) Reports.—The State shall arrange for an independent evalua- 
tion of the project and shall transmit the evaluation to the Secretary 
not more than six months after the conclusion of project. 

(g) Provisions SuBsEcT TO WAIvER.—At the request of the State, 
the Secretary shall waive the following provisions of title XIX of the 
Social Security Act as — relate to the pilot project: section 
1902(aX(1), section 1902(a\10\B), section 1902(aX13), and section 
1902(a\X30). The Secretary may not waive any other provision of such 42 USC 1396a. 
title with respect to the pilot project. 
SEC. 9415. INAPPLICABILITY OF PAPERWORK REDUCTION ACT. 


Notwithstanding any other provision of law, chapter 35 of title 44, 
United States Code, shall not apply to information required to carry 44 USC 3501 et 
out any provision of this part or the amendments made by this part. 9. 


PART 3—PAYMENTS 


SEC. 9421. HOLDING STATES HARMLESS IN FISCAL YEAR 1987 AGAINST A 
DECREASE IN THE FEDERAL MEDICAL ASSISTANCE 
PERCENTAGE. 


(a) IN GENERAL.—Section 9528 of the Consolidated Omnibus 42 USC 1301 
Budget Reconciliation Act of 1985 is amended by adding at the end yews 1978 
the following new subsection: nts, p ee, 

“(c) Hotp HARMLEss Provision.—Notwithstanding subsection (b), 
for calendar quarters occurring during fiscal year 1987 and only for 

urposes of making payment to a State under section 1903 of the 
ial Security Act, the amendments made by subsection (a) shall 42 USC 1396b. 
not apply to a State if the effect of the applying the amendments 
would be to reduce the amount of payment made to the State under 
that section.”’. 

(b) ErrectivE Date.—The amendment made by subsection (a) 42 USC 1301 
shall be effective as though it had been included in the Consolidated note. 
Omnibus Budget Reconciliation Act of 1985 at the time of its Ante, p. 82. 
enactment. 


SEC. 9422. WAIVER OF CERTAIN REQUIREMENTS. 


Notwithstanding the three-month limitation set forth in sections South Carolina. 
1902(aX34) and 1905(a) of the Social Security Act, payment may be 42 USC 1396a, 
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made under title XIX of such Act with respect to care and services 
provided by the Medical University of South Carolina, after Septem- 
ber 30, 1984, and before July 1, 1985, to individuals— 
(1) who are not described in section 1902(aX10)A) of such Act, 
(2) who, upon application, would have been eligible as individ- 
uals under the age of 18 or pregnant women, for medical 
assistance under the State plan approved under such title at the 
time such care and services were provided, and 
(3) who, not later than six months after the date of the 
enactment of this Act, are determined by the State agency 
administering or supervising the administration of such plan to 
have been so eligible. 


PART 4—OTHER QUALITY AND EFFICIENCY 
MEASURES 


SEC. 9431. INDEPENDENT QUALITY REVIEW OF HMO SERVICES. 


(a) IN GENERAL.—Section 1902(a\30) of the Social Security Act (42 
U.S.C. 1396a(aX30)) is amended— 

(1) by inserting “and” at the end of subparagraph (B), and 

(2) by adding at the end the following new subparagraph: 

“(C) provide a utilization and sy control peer review 
organization (under part B of title XI) or a private accreditation 
body to conduct (on an annual basis) an independent, external 
review of the quality of services furnished under each contract 
under section 1903(m), with the results of such review made 
available to the State and, upon request, to the Secretary, the 
Inspector General in the Department, of Health and Human 
Services, and the Comptroller Gener. 

(b) CONFORMING AMENDMENTs.—(1) Section 1902(d) of such Act (42 
U.S.C. 1396a(d)) is amended by inserting “(including quality review 
functions described in subsection (aX30XC))” after “medical or utili- 
zation review functions”. 

(2) Section 1903(aX8XC) of such Act (42 U.S.C. 1396b(aX(3XC)) is 
amended by inserting “or quality review” after “medical and utiliza- 
tion review”. 

(c) ErrectivE Date.—The amendments made by this section apply 
to payments under title XIX of the Social Security Act for calendar 
quarters beginning on or after July 1, 1987, without regard to 
whether or not final regulations to carry out such amendments have 
been promulgated by such date. 


SEC. 9432. STATE UTILIZATION REVIEW SYSTEMS. 


(a) IN GENERAL.—The Secretary of Health and Human Services (in 
this section referred to as the “Secretary”) may not, during the 
period beginning with the date of the enactment of this Act and 
ending with the date that is 180 days after the day on which the 
report required by subsection (b) is submitted to the Congress, 
publish final or interim final regulations requiring a State plan 
approved under title XIX of the Social Security Act to include a 
program requiring second surgical opinions or a program of in- 
patient hospital preadmission review. 

REPORT.— 
(1) The Secretary shall report to Congress, by not later than 
— 1, 1988, for each State in a representative sample of 
tates— 
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(A) the identity of those procedures which are high 
volume or high cost procedures among patients who are 
covered under the State medicaid plan, 

(B) the payment rates under those plans for such proce- 
dures, and the aggregate annual payment amounts made 
under such plans for such procedures (including the Federal 
share of such payment amounts), 

(C) the rate at which each such procedure is performed on 
medicaid patients and (to the extent that data are avail- 
able) comparisons to the rate at which such procedure is 
performed on patients of comparable age who are not 
medicaid patients, 

(D) with respect to each such procedure— 

(i) the number of board certified or board eligible Health care 
physicians in the State who provide care and services Professionals. 
to — patients and who perform the procedure, 
an 


(ii) in the case of a State with a mandatory second 
surgical opinion ro in operation, the number of 
physicians descri in clause (i) who provide second 
opinions (of the type described in section 1164 of the 
Social Security Act) for the procedure at prevailing Ante, p. 196. 
payment rates under the State medicaid plan, and 

(E) in the case of a State with a mandatory second Health care 
surgical opinion program or a program of inpatient hospital facilities. 
preadmission review in operation, a description of— 

(i) the extent to which such program impedes access 
to necessary care and services, and 

(ii) the measures that the State has taken to address 
such impediments, particularly in rural areas. 

(2) Such report shall also include a list of those surgical 
procedures which the Secretary believes meet the following 
criteria and for which a mandatory second opinion program 
under medicaid plans may be appropriate: 

(A) The procedure is one which generally can be post- 
poned without undue risk to the patient. 

(B) The procedure is a high volume procedure among 
patients who are covered under State medicaid plans or is a 
high cost procedure. 

(C) The procedure has a comparatively high rate of Health care 
nonconfirmation upon examination by another qualified professionals. 
physician, there is substantial g aphic variation in the 
rates of performance of the socablieath or there are other 
reasons why requiring second opinions for 100 percent of 
such procedures would be cost effective. 

(3) The representative sample of States required to be Health care 
included in the report shall include States with mandato facilities. 
second surgical opinion programs in operation, States with 
programs of inpatient hospital ee review in oper- 
ation, and States with neither such program in operation. 

(4) In this subsection, the term “medicaid plan” means a State 
plan approved under title XIX of the Social Security Act. 42 USC 1396. 

(c) Srupy.— 

(1) The Secretary shall conduct a study of the utilization of 
selected medical treatments and surgical procedures by medic- 
aid beneficiaries in order to assess the appropriateness, neces- 
sity, and effectiveness of such treatments and procedures. 

(2) The study shall analyze the extent to which there is 
significant variation in the rate of utilization by medicaid bene- 
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ficiaries of selected treatments and procedures for different 
geographic areas within States and among States. 

(3) The study shall also identify underutilized, medically nec- 
essary treatments and procedures for which— 

(A) a failure to furnish could have an adverse effect on 
health status, and 

(B) the rate of utilization by medicaid beneficiaries is 
significantly less than the rate for comparable, age-adjusted 
populations. 

(4) The study shall be coordinated, to the extent practicable, 
with the research program established pursuant to section 
1875(c) of the Social Security Act, with particular regard to the 
relationship of the variations described in paragraph (2) to 
patient outcomes. 

(5) The Secretary shall report the results of the study to the 
Congress not later than January 1, 1990. 


SEC. 9433. CLARIFICATION OF FLEXIBILITY FOR STATE MEDICAID PAY- 
MENT SYSTEMS FOR INPATIENT SERVICES. 


(a) IN GENERAL.—Section 2173 of the Omnibus Budget Reconcili- 
ation Act of 1981 (Public Law 97-35, 95 Stat. 809) is amended by 
adding at the end the following new subsection: 

“(d) Section 1902 of such Act is further amended by inserting 
before subsection (i) the following new subsection: 

“ “(h) Nothing in this title (including subsections (a(13) and (aX(30) 
of this section) shall be construed as authorizing the Secretary to 
limit the amount of payment adjustments that may be made under a 
plan under this title with respect to hospitals that serve a dispropor- 
tionate number of low-income patients with special needs.’ ”’. 

(b) ErrecttvE Date.—The amendment made by subsection (a) 
shall apply as though it was included in the enactment of the 
Omnibus Budget Reconciliation Act of 1981 (Public Law 97-35). 


SEC. 9434. FINANCIAL DISCLOSURE REQUIREMENTS FOR HMOS; CIVIL 
MONEY PENALTIES. 


(a) DISCLOSURE OF INTERLOCKING RELATIONSHIPS.— 
(1) Section 1903(m) of the Social Security Act (42 U.S.C. 
1396b(m)) is amended— 
(A) in paragraph (2(A)— 
(i) by striking ‘‘and” at the end of clause (vi), 
(ii) by striking the period at the end of clause (vii) and 
inserting “, and”, and 
(iii) by adding after clause (vii) the following new 
clause: 

“(viii) such contract provides for disclosure of information in 
accordance with section 1124 and paragraph (4) of this subsec- 
tion.”; and 

(B) by adding at the end the following new paragraph: 
“(4A) Each health maintenance organization which is not a 
qualified health maintenance organization (as defined in section 
1310(d) of the Public Health Service Act) must report to the State 
and, upon request, to the Secretary, the Inspector General of the 
Department of Health and Human Services, and the Comptroller 
General a description of transactions between the organization and 
a party in interest (as defined in section 1318(b) of such Act), 
including the following transactions: 
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“(i) Any sale or exchange, or leasing of any property between Gifts and 
the organization and such a party. property. 
“(ii) Any furnishing for consideration of goods, services 
(including management services), or facilities between the 
organization and such a party, but not including salaries paid to 
employees for services provided in the normal course of their 
employment. 
“(iii) Any lending of money or other extension of credit 
between the organization and such a party. 
The State or Secretary may require that information reported State and local 
respecting an organization which controls, or is controlled by, or is governments. 
under common control with, another entity be in the form of a 
consolidated financial statement for the organization and such 
entity. 
“(B) Each organization shall make the information reported 
pursuant to subparagraph (A) available to its enrollees upon reason- 
able request.”’. 
(2) Section 1903(m\2\AXiii) of the Social Security Act (42 
U.S.C. 1396b(m\2\AXiii)) is amended by inserting before the 
semicolon the following: “and under which the Secretary must 
provide prior approval for contracts providing for expenditures 
in excess of $100,000”. 
(3XA) The amendments made by paragraph (1) shall take 
effect 6 months after the date of the enactment of this Act. 
(B) The amendment made by paragraph (2) shall take effect 
on the date of the enactment of this Act and shall apply to 
contracts entered into, renewed, or extended after the end of the 
ee period beginning on the date of the enactment of this 
ct 


(b) Crvmi. Money PENALTIES.—Section 1903(m) of the Social Secu- 
rity Act, as amended by subsection (a), is further amended by adding 
at the end the following new paragraph: 

“(5A) Any entity with a contract under this subsection that fails 
substantially to provide medically necessary items and services that 
are required (under law or such contract) to be provided to individ- 
uals covered under such contract, if the failure has adversely af- 
fected (or has a substantial likelihood of adversely affecting) these 
individuals, is subject to a civil money penalty of not more than 
$10,000 for each such failure. 

“(B) The provisions of section 1128A (other than subsection (a)) Ante, pp. 2003, 
shall apply to a civil money penalty under subparagraph (A) in the 2008. 
same manner as they apply to a civil money penalty under that 
section.”’. 


SEC. 9435. COBRA TECHNICAL CORRECTIONS AND CLARIFICATIONS 
RELATING TO THE MEDICAID PROGRAM. 


(a) MAINTENANCE INCOME STANDARDS.—Section 9502(j4) of the 42 USC 1396n 

Consolidated Omnibus Budget Reconciliation Act of 1985 is amended . 

by striking out “on or after” and inserting in lieu thereof “before, 

on, or after”. 

(b) Hospice CARE For DUAL ELIGIBLES.— 
(1) Section 1902(aX13\D) of the Social Security Act, as 42 USC 1396a. 

amended by sections 9505(c\(1) and 9509(aX4) of the Consolidated 
Omnibus Budget Reconciliation Act of 1985, is amended by Ante, pp. 208, 
inserting before the first semicolon the following: “and for 211- 
payment of amounts under section 1905(oX3)”. 42 USC 1396d. 
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(2) Section 1905(0) of the Social Security Act, as amended by 
section 9505(a)(2) of the Consolidated Omnibus Budget Reconcili- 
Ante, p. 208. ation Act of 1985, is amended by adding at the end the following 
new paragraph: 
State and local “(3) In the case of a State which elects not to provide medical 
governments. assistance for hospice care, but provides medical assistance for 
skilled nursing or intermediate care facility services with re- 
spect to an individual— 

“(A) who is residing in a skilled nursing or intermediate 
care facility and is receiving medical assistance for services 
in such facility under the plan, 

42 USC 1895c. “(B) who is entitled to benefits under part A of title XVIII 
42 USC 1395d. and has elected, under section 1812(d), to receive hospice 
care under such part, and 

“(C) with respect to whom the hospice program under 
such title and the skilled nursing or intermediate care 
facility have entered into a written agreement under which 
the program takes full responsibility for the professional 
management of the individual’s hospice care and the facil- 
ity agrees to provide room and board to the individual, 

instead of any payment otherwise made under the plan with 
respect to the facility’s services, the State shall provide for 
payment to the hospice program of an amount equal to the 
amounts allocated under the plan for room and board in the 
facility, in accordance with the rates established under section 
42 USC 1396a. 1902(aX(13), and, if the individual is an individual described in 
section 1902(aX10XA), shall provide for payment of any coinsur- 
42 USC 1895e. ance amounts imposed under section 1813(a)(4). For purposes of 
this paragraph and section 1902(a\(13\D), the term ‘room and 
board’ includes performance of personal care services, including 
assistance in activities of daily living, in socializing activities, 
administration of medication, maintaining the cleanliness of a 
resident’s room, and supervising and assisting in the use of 
durable medical equipment and prescribed therapies.”. 
42 USC 1396a (c) Mepicaip QUALIFYING TRusts.—Section 9506 of the Consoli- 
te. dated Omnibus Budget Reconciliation Act of 1985 is amended by 
adding at the end the following new subsection: 
“(c) EXcEPTION.—The amendment made by subsection (a) shall not 
apply to any trust or initial trust decree established prior to April 7, 
1986, solely for the benefit of a mentally retarded individual who 
resides in an intermediate care facility for the mentally retarded.”. 
(d) ErrectivE DaTEs.— 
Ante, pp. 208, (1) Sections 9505(e) and 9508(b) of the Consolidated Omnibus 
210. Budget Reconciliation Act of 1985 are each amended by insert- 
ing before the period at the end the following: “, without regard 
to whether or not regulations to carry out the amendments 
have been promulgated by that date”. 
(2) Sections 9510(b) and 9511(b) of the Consolidated Omnibus 
Budget Reconciliation Act of 1985 are each amended by insert- 
ing before the period at the end the following: “, without regard 
to whether or not regulations to carry out the amendment have 
been promulgated by that date”. 
42 USC 1896b (e) HeaLtH INSURING ORGANIZATIONS.—Section 9517(c\(2) of the 
note. Consolidated Omnibus Budget Reconciliation Act of 1985, as 
Ante, p. 2981. amended by section 1895(c\4) of the Tax Reform Act of 1986, is 
amended by adding at the end the following new subparagraph: 





PUBLIC LAW 99-509—OCT. 21, 1986 100 STAT. 2071 


“(D) Nothing in section 1903(mX1XA) of the Social Security Act State and local 
shall be construed as requiring a health-insuring organization to be S USC De 
— under the health maintenance organization laws of a USC 18008. 

tate.”’. 

(f) ErrectivE Date.—The amendments made by this section shall 42 USC 1396a 
be effective as if included in the enactment of the Consolidated note. 
Omnibus Budget Reconciliation Act of 1985. Ante, p. 82. 


SEC. 9436. PAYMENT FOR CERTAIN LONG-TERM CARE PATIENTS IN 
HOSPITALS. 


(a) In GENERAL.—In the case of a State which received a waiver State and local 
under the authority of section 402(b) of the Social Security Amend- governments. 
ments of 1967 with respect to payment methodology for inpatient 42 USC 1395b-1. 
hospital services under title XVIII and XIX of the Social Security 42 USC 1395, 
Act during the 3-year period beginning January 1, 1983, notwith- 1396. 
standing section 1902(aX13) of such Act, the State may pay under 42 USC 1396a. 
title XIX of such Act for hospital patients receiving services at an 
inappropriate level of care at the rate for hospital patients receiving 
an appropriate level of care if the Secretary of Health and Human 
Services determines that a sufficient number of hospital beds have 
been decertified in the State to reduce the payments to hospitals 
under such title in the State by amount equal to or greater than the 
amount by which payments to hospitals under such title in such 
State will increase as a result of the payment of such higher rates 
for patients receiving inappropriate levels of care. 

) EFFecTIVE Periop.—Subsection (a) shall apply to payments for 
services furnished nein. the 3-year period beginning January 1, 
1986, after the date the Secretary makes the determination 
described in that subsection. 


PART 5—MATERNAL AND CHILD HEALTH 


SEC. 9441. AUTHORIZATION AND ALLOTMENT OF ADDITIONAL FUNDS. 


(a) ADDITIONAL Funps.—Section 501(a) of the Social Security Act 
(42 U.S.C. 701(a)) is amended by striking “$478,000,000 for fi year 
1984” and inserting “$553,000,000 for fiscal year 1987, $557,000,000 
for fiscal year 1988, and $561,000,000 for fiscal year 1989”. 

(b) ALLOTMENT OF ADDITIONAL APPROPRIATIONS.—Section 502 of 
such Act (42 U.S.C. 702) is amended— 

(1) in subsection (a1) by striking “amount appropriated 
under section 501(a)” and inserting in lieu thereof “amounts 
appropriated under section 501(a) for a fiscal year that are not 
in excess of $478,000,000”; 

(2) in subsection (b)— 

(A) by inserting “that are not in excess of $478,000,000” 
after “fiscal year” the first place it appears, and 
(B) by striking paragraph (3); and 

(3) by adding at the end the following new subsections: 

*(cX1) Of the amounts appropriated for a fiscal year in excess of 
$478,000,000, an amount equal to 7 percent for fiscal year 1987, 8 
percent for fiscal year 1988, and 9 percent for fiscal year 1989 shall 
be retained by the Secretary for the purpose of carrying out 
(through grants, contracts, or otherwise) projects for the screening of 
newborns for sickle-cell anemia and other genetic disorders. The 
provisions of paragraph (3) of subsection (a) shall apply to projects 
authorized by this paragraph to the same extent as such provisions 
apply to projects authorized under such subsection. 
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“(2A) Of the amounts appropriated for a fiscal year in excess of 
$478,000,000 that remain after the Secretary has retained the 
applicable amount (if any) for such fiscal year under paragraph (1), 
an amount equal to 33% percent shall be retained and allotted in 
the same manner as the amounts retained and allotted under 
subsections (a) and (b). 

“(B) The amounts retained by the Secretary under this paragraph 
shall be used for the purpose of carrying out (through grants, 
contracts, or otherwise) special projects of regional or national 
significance, training, and research to promote access to primary 
health services for children and community-based service networks 
- case management services for children with special health care 
needs. 

“(C) The amounts allotted to the States under this paragraph shall 
be used to develop _——_ health services demonstration programs 
and projects for children and to promote the development of commu- 
nity-based service networks and case management services for chil- 
dren with special health care needs. 

“(D) For purposes of this paragraph— 

“(i) the term ‘primary health services’ includes— 

“(D any assessment, diagnosis, or treatment service pro- 
vided on an outpatient basis that is designed to promote the 
health, to prevent the development of disease or disability, 
or - treat an illness or other health condition, of a child, 
an 

“() any service designed to promote the access of 
children to high quality, continuous, and comprehensive 
primary health services, including case management; 

“(ii) the term ‘community-based service network for children 
with special health care needs’ means a network of coordinated, 
high-quality services that is located in or near the home commu- 
nities of children with special health care needs in order to 
improve the health status, functioning, and well-being of such 
children; 

“(iii) the term ‘case management services’ means services to 
promote the effective and efficient organization and utilization 
of resources to assure access to necessary comprehensive serv- 
ices for children and their families; and 

“(iv) the term ‘comprehensive services’ includes early identi- 
fication and intervention services, diagnostic and evaluation 
services, treatment services, rehabilitation services, family sup- 
port services, and special education services. 

) Of the amounts appropriated for a fiscal year in excess of 
$478,000,000 that remain after the Secretary has retained the 
applicable amount (if any) for such fiscal year under paragraph (1), 
an amount equal to 66% percent shall be retained and allotted in 
the same manner and for the same purposes as the amounts re- 
tained and allotted under subsections (a) and (b). 

“(dX1) To the extent that all the funds appropriated under this 
title for a fiscal year are not otherwise allotted to States either 
because all the States have not qualified for such allotments under 
section 505 for the fiscal year or because some States have indicated 
in their descriptions of activities under section 505 that they do not 
intend to use the full amount of such allotments, such excess shall 
be allotted among the remaining States in proportion to the amount 
otherwise allotted to such States for the fiscal year without regard 
to this paragraph. 


6c 
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“(2) To the extent that all the funds appropriated under this title 
for a fiscal year are not otherwise allotted to States because some 
State allotments are offset under section 506(b\(2), such excess shall 42 USC 706. 
be allotted among the remaining States in proportion to the amount 
otherwise allotted to such States for the fiscal year without regard 
to this paragraph.”. 


SEC. 9442. MATERNAL AND CHILD HEALTH AND ADOPTION CLEARING- 
HOUSE. 


The Secretary of Health and Human Services shall establish, Grants. 
either directly or by grant or contract, a National Adoption Informa- Contracts. 
tion Clearinghouse. The Clearinghouse shall— 42 USC 679a. 

(1) collect, compile, and maintain information obtained from 
available research, studies, and reports by public and private 
agencies, institutions, or individuals concerning all aspects of 
infant adoption and adoption of children with special needs; 
(2) compile, maintain, and periodically revise directories of Women. 
information concerning— Education. 
(A) crisis pregnancy centers, cea 
(B) shelters and residences for pregnant women, - 
(C) training programs on adoption, 
(D) educational programs on adoption, 
(E) licensed adoption agencies, 
(F) State laws relating to adoption, 
(G) intercountry adoption, and 
(H) any other information relating to adoption for preg- 
nant women, infertile couples, adoptive parents, unmarried 
individuals who want to adopt children, individuals who 
have been adopted, birth parents who have placed a child 
for adoption, adoption agencies, social workers, counselors, 
or other individuals who work in the adoption field; 
(3) disseminate the information. compiled. and maintained 
pursuant to paragraph (1) and the directories compiled and 
maintained pursuant to paragraph (2); and 
(4) upon the establishment of an adoption and foster care data 
collection system pursuant to section 479 of the Social Security 
Act, disseminate the data and information. made available 
through that system. 


SEC. 9443. COLLECTION OF DATA RELATING TO ADOPTION AND FOSTER 
CARE. 


Part E of title IV of the Social Security Act, as amended by section 
1883(bX10) of the Tax Reform Act of 1986, is further amended by 
adding at the end thereof the following new section: 


“COLLECTION OF DATA RELATING TO ADOPTION AND FOSTER CARE 


“Sec. 479. (aX1) Not later than 90 days after the date of the 42 USC 679. 
enactment of this subsection, the Secretary shall establish an 
Advisory Committee on Adoption and Foster Care Information (in 
this section referred to as the ‘Advisory Committee’) to study the 
various methods of establishing, administering, and financing a 
system for the collection of data with respect to adoption and foster 
care in the United States. 

“(2) The study required by paragraph (1) shall— 

“(A) identify the types of data necessary to— 
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“(i) assess (on a continuing basis) the incidence, 
characteristics, and status of adoption and foster care in the 
United States, and 

“(ii) develop appropriate national policies with respect to 
adoption and foster care; 

“(B) evaluate the feasibility and appropriateness of collecting 
data with respect to privately arranged adoptions and adoptions 
arranged through private agencies without assistance from 
public child welfare agencies; 

“(C) assess the validity of various methods of collecting data 
with respect to adoption and foster care; an 

“(D) evaluate the financial and administrative impact of 
implementing each such method. 

“(3) Not later than October 1, 1987, the Advisory Committee shall 
submit to the Secretary and the Congress a report setting forth the 
results of the study required by paragraph (1) and evaluating and 
making recommendations with respect to the various methods of 
establishing, administering, and financing a system for the collec- 
far of data with respect to adoption and foster care in the United 

tates. 
“(4\(A) Subject to subparagraph (B), the membership and organiza- 
- of the Advisory Committee shall be determined by the 
retary 

“(B) The membership of the Advisory Committee shall include 
representatives of— 

“(i) private, nonprofit organizations with an interest in child 
welfare (including organizations that provide foster care and 
adoption services), 

“(ii) organizations representing State and local governmental 
agencies with responsibility for foster care and adoption 
services, 

“(iii) organizations representing State and local governmental 
agencies with responsibility for the collection of health and 
social statistics, 

“(iv) organizations representing State and local judicial bodies 
with jurisdiction over family law, 

“(v) Federal agencies responsible for the collection of health 
and social statistics, an 

“(vi) organizations and agencies involved with privately 
arranged or international adoptions. 

“(5) After the date of the submission of the report required by 

paragraph (3), the Advisory Committee shall cease to exist. 

“(bX1XA) Not later than July 1, 1988, the Secretary shall submit 
to the Congress a report that— 

“(i) proposes a method of establishing, administering, and 
financing a system for the collection of data relating to adoption 
and foster care in the United States, 

“(ii) evaluates the feasibility and appropriateness of collecting 
data with respect to privately arranged adoptions and adoptions 
arranged through private agencies without assistance from 
public child welfare agencies, and 

“(iii) evaluates the impact of the system proposed under 
clause (i) on the agencies with responsibility for implementing 
it. 

“(B) The report required by subparagraph (A) shall— 
“(i) specify any changes in law that will be necessary to 
implement the system proposed under subparagraph (A\i), and 
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“(ii) describe the type of system that will be implemented 
under paragraph (2) in the absence of such changes. 

“(2) Not later than December 31, 1988, the Secretary shall promul- 
gate final regulations providing for the implementation of— 

“(A) the system pro under paragraph (1)(A\(i), or 

“(B) if the changes in law specified pursuant to paragraph 
(1XBXi) have not been enacted, the system described in para- 
graph (1\B\Xii). 

Such regulations shall provide for the full implementation of the 
system not later than October 1, 1991. 

“(c) Any data collection system developed and implemented under 
this section shall— 

“(1) avoid unnecessary diversion of resources from agencies 
responsible for adoption and foster care; 

“(2) assure that any data that is collected is reliable and 
consistent over time and among jurisdictions through the use of 
uniform definitions and methodologies; 

“(3) provide comprehensive national information with respect 
to— 

“(A) the demographic characteristics of adoptive and 
foster children and their biological and adoptive or foster 
parents, 

“(B) the status of the foster care population (including the 
number of children in foster care, length of placement, type 
of placement, availability for adoption, and goals for ending 
or continuing foster care), 

“(C) the number and characteristics of— 

Fg children placed in or removed from foster care, 
an 
“(ii) children adopted or with respect to whom adop- 
tions have been terminated, and 

“(D) the extent and nature of assistance provided by State and local 
Federal, State, and local adoption and foster care programs s80vernments. 
and the characteristics of the children with respect to 
whom such assistance is provided; and 

“(4) utilize appropriate requirements and incentives to ensure 
— the system functions reliably throughout the United 
tates.”’. 


Subtitle F—Provision Relating to Access to Health Care 


Sec. 9501. Continuation coverage for retirees in cases of bankruptcies. 


SEC. 9501. CONTINUATION COVERAGE FOR RETIREES IN CASES OF BANK: 
RUPTCIES. 


(a) Loss oF CovERAGE OF RETIREE THROUGH BANKRUPTCY AS 
QUALIFYING EvENT.— 
(1) IRC AMENDMENT.—Paragraph (3) of section 162(k) of the 
Internal Revenue Code of 1986 (relating to qualifying event with Post, p. 2095. 
respect to continuation coverage requirements under group 26 USC 162. 
health plans) is amended by adding at the end the following: 
‘(F) A proceeding in a case under title 11, United States Employment 
Code, commencing on or after July 1, 1986, with respect to and : 
the employer from whose employment the covered “employment. 
employee retired at any time. 
In the case of an event described in subparagraph (F), a loss of 
coverage includes a substantial elimination of coverage with 
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respect to a qualified beneficiary described in paragraph 
(7XB\Xiv) within one year before or after the date of commence- 
ment of the proceeding.’ 

(2) ERISA AMENDMENT.—Section 603 of the Employee Retire- 
ment Income Security Act of 1974 (29 U.S.C. 1163) is amended 
by adding at the end the following: 

Employment “(6) A proceeding in a case under title 11, United States Code, 
and commencing on or after July 1, 1986, with respect to the 
employer from whose employment the covered employee retired 

at any time. 
In the case of an event described in paragraph (6), a loss of coverage 
includes a substantial elimination of coverage with respect to a 
Post, p. 2077. qualified beneficiary described in section 607(3\(C) within one year 
before or after the date of commencement of the proceeding.” 

(b) Per1op oF CONTINUATION COVERAGE.— 
(1) LIFE OF COVERED EMPLOYEE OR WIDOW AND ADDITIONAL 36 
MONTHS FOR SURVIVING SPOUSE AND DEPENDENTS 
(A) IRC AMENDMENTS.—Clause (i) of section 162(k\(2\(B) of 
the Internal Revenue Code of 1986 (relating to maximum 
period), as amended by section 1895(d\(2A) of the Tax 
Post, p. 2095; Reform Act of 1986, is amended— 
26 USC 162. (i) in subclause (II), by inserting “(other than a 
qualifying event described in paragraph (3\F))” after 
qualifying event” the first place it appears, 
subclause (III), by inserting “or (3\F)” after 
¢ 9 
= by redesignating subclause (III) as subclause (IV), 
an 


unemployment. 


(iv) by inserting after subclause (II) the following new 
subclause: 

“(II) SPECIAL RULE FOR CERTAIN BANKRUPTCY 
PROCEEDINGS.—In the case of a qualifying event 
described in paragraph (8XF) (relating to bank- 
ruptcy proceedings), the date of the death of the 
covered employee or qualified beneficiary 
(described in paragraph (7BXiv\III)), or in the 
case of the surviving spouse or dependent children 
of the covered employee, 36 mont. after the date 
of the death of the covered employee.” 

(B) ERISA AMENDMENTS.—Subparagraph (A) of section 
602(2) of the Employee Retirement Income Security Act of 
1974 (relating to maximum period), as amended by section 

Post, p. 2095; 1895(d\(2B) of the Tax Reform Act of 1986, is amended— 

29 USC 1162. (i) in clause (ii), by inserting “(other than a qualifying 
event described in section 603(6))” after “qualifying 
event” the first place it appears, 

(ii) in clause (iii), by inserting “or 603(6)” after 
“603(2)’, 

(iii) by redesignating clause (iii) as clause (iv), and 

(iv) by inserting after clause (ii) the following new 
clause: 

“(iii) SPECIAL RULE FOR CERTAIN BANKRUPTCY 
PROCEEDINGS.—In the case of a qualifying event de- 
scribed in 603(6) (relating to bankruptcy proceedings), 
the date of the death of the covered employee or quali- 
fied beneficiary (described in section 607(3\CXiii)), or in 
the case of the surviving spouse or dependent children 
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of the covered employee, 36 months after the date of 
the death of the covered employee.” 

(2) COVERAGE NOT LOST UPON ENTITLEMENT TO MEDICARE 
BENEFITS.— 

(A) IRC AMENDMENT.—Subclause (II) of section 
162(k\(2(BXiv) of the Internal Revenue Code of 1986 (relat- 
ing to reemployment or medicare eligibility) is amended by 26 USC 162. 
inserting ‘in the case of a qualified beneficiary other than a 
qualified beneficiary described in paragraph (7\BXiv),” 
before “entitled”’. 

(B) ERISA AMENDMENT.—Clause (ii) of section 602(2\D) of 
the Employee Retirement Income Security Act of 1974 (29 
U.S.C. 1162(2D)) is amended by inserting “in the case of a 
qualified beneficiary other than a qualified beneficiary de- 
scribed in section 607(3XC),” before “entitled”. 

(c) DEFINITION OF QUALIFIED BENEFICIARY MODIFIED IN REORGA- 
NIZATION CASES.— 

(1) IRC AMENDMENT.—Section 162(k\7\B) of the Internal 
Revenue Code of 1986, as amended by section 1895(d\7) of the 
Tax Reform Act of 1986 (relating to special rule for termination 
and reduced employment in definition of qualified beneficiary), 
is amended by adding at the end the following new clause: 

“(iv) SPECIAL RULE FOR RETIREES AND WIDOws.—In the 
case of a qualifying event described in paragraph (3\F), 
the term ‘qualified beneficiary’ includes a covered em- 
ployee who had retired on or before the date of substan- 
tial elimination of coverage and any other individual 
who, on the day before such qualifying event, is a 
beneficiary under the plan— 

“(I as the spouse of the covered employee, 

“(II) as the dependent child of the employee, or 

aw as the surviving spouse of the covered 
emp ire 

(2) ERISA AMENDMENT.—Section 607(3) of the Employee 
Retirement Income Security Act of 1974 (29 U.S.C. 1167(8)) 
(relating to special rule for termination and reduced employ- 
ment in definition of qualified beneficiary) is amended by 
adding at the end the following new subparagraph: 

“(C) SPECIAL RULE FOR RETIREES AND wiDOws.—In the case 
of a qualifying event described in section 603(6), the term 
‘qualified beneficiary’ includes a covered employee who had 
retired on or before the date of substantial elimination of 
coverage and any other individual who, on the day before 
such qualifying event, is a beneficiary under the plan— 

“(i) as the spouse of the covered employee, 

“(ii) as the dependent child of the employee, or 

“(jii) as the surviving spouse of the covered 
employee.”’. 

(d) Norice.— 

(1) IRC AMENDMENT.—Subparagraphs (B) and (Di) of section 
162(k\6) of the Internal Revenue Code of 1986 (relating to notice 
requirements) are amended by striking “or (D)” each place it 
appears and inserting in lieu thereof “(D), or (F)”. 

(2) ERISA AMENDMENT.—Paragraphs (2) and (4A) of section 
606 of the Employee Retirement Income Security Act of 1974 (29 
U.S.C. 1166) (relating to notice requirements) are amended by 
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striking “or (4)” each place it appears and inserting in lieu 
thereof ‘(4), or (6)”. 
26 USC 162 note. (e) ErFecTIvE DATE.— 
(1) IN GENERAL.—The amendments made by this section shall 
take effect as if included in title X of the Consolidated Omnibus 
Ante, p. 222. Budget Reconciliation Act of 1985. 
(2) TREATMENT OF CERTAIN BANKRUPTCY PROCEEDINGS.—Not- 
withstanding paragraph (1), section 10001(e) of the Consolidated 
Omnibus Budget Reconciliation Act of 1985, and section 
Ante, pp. 222, 10002(d) of such Act, the amendments made by this section and 
227. by sections 10001 and 10002 of such Act shall apply in the case 
of plan years ending during the 12-month period beginning 
July 1, 1986, but only with respect to— 
(A) a qualifying event described in section 162(kX3XF) of 
the Internal Revenue Code of 1986 or section 603(6) of the 
Employee Retirement Income Security Act of 1974, and 
(B) a qualifying event described in section 162(k\3\A) of 
the Internal Revenue Code of 1986 or section 603(1) of the 
Employee Retirement Income Security Act of 1974 relating 
to the death of a retired employee occurring after the date 
of the qualifying event described in subparagraph (A). 
(3) TREATMENT OF CURRENT RETIREES.—Section 162(k\3\F) of 
the Internal Revenue Code of 1986 and section 603(6) of the 
Employee Retirement Income Security Act of 1974 apply to 
covered employees who retired before, on, or after the date of 
the enactment of this Act. 
(4) Notice.—In the case of a qualifying event described in 
section 603(6) of the Employee Retirement Income Security Act 
Ante, p. 230. of 1974 that occurred before the date of the enactment of this 
Ante, p. 2077. Act, the notice required under section 606(2) of such Act (and 
Post, p. 2095; under section 162(kX6\B) of the Internal Revenue Code of 1986) 
26 USC 162. with respect to such event shall be provided no later than 30 
days after the date of the enactment of this Act. 


Approved October 21, 1986. 


LEGISLATIVE HISTORY—H.R. 5300 (S. 2706) (S. 2799): 


HOUSE REPORTS: = soe (Comm. on the Budget) and No. 99-1012 (Comm. of 
mference). 
SENATE REPORTS: No. 99-348 accompanying S. 2706 (Comm. on the Budget) and 
No. 99-479 accompaning S. 2799 (Comm. on Environment and 
Public Works). 
CONGRESSIONAL RECORD, Vol. 132 (1986): 
Sept. 17-19, S. 2706 considered and passed Senate. 
Sept. 24, H.R. 5300 considered and passed House. 
Sept. 25, considered and passed Senate, amended, in lieu of S. 2706. 
Sept. 27, S. 2799 considered and passed Senate. 
Oct. 17, House and Senate agreed to conference report. 
WEEKLY COMPILATION OF PRESIDENTIAL DOCUMENTS, Vol. 22 (1986): 
Oct. 21, Presidential statement. 
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Public Law 99-510 
99th Congress 


Joint Resolution 


Providing for reappointment of David C. Acheson as a citizen regent of the Board of Oct. 21, 1986 
Regents of the Smithsonian Institution. [H.J. Res. 517] 


Resolved by the Senate and House of Representatives of the United 
States of America in Congress assembled, That, in accordance with 
section 5581 of the Revised Statutes of the United States (20 U.S.C. 
43), the vacancy on the Board of Regents of the Smithsonian Institu- 
tion, in the class other than Members of Congress, occurring by 
reason of the expiration of the term of David C. Acheson of the 
District of Columbia, is filled by reappointment of the incumbent for 
a term of six years, effective December 22, 1986. 


Approved October 21, 1986. 





LEGISLATIVE HISTORY—H.J. Res. 517 (S.J. Res. 269): 


SENATE REPORTS: No. 99-405 accompanying S.J. Res. 269 (Comm. on Rules and 
Administration). 
CONGRESSIONAL RECORD, Vol. 132 (1986): 
Aug. 15, S.J. Res. 269 considered and passed Senate. 
Sept. 16, H.J. Res. 517 considered and passed House. 
Oct. 8, considered and passed Senate. 
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Oct. 21, 1986 


[H.J. Res. 666] 


Minorities. 
Children and 
youth. 


Public Law 99-511 
99th Congress 


Joint Resolution 


Expressing the sense of Congress in support of a commemorative structure within the 
National Park System dedicated to the promotion of understanding, knowledge, 
opportunity and equality for all people. 


Resolved by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the National Council 
for Education and Economic Development, Inc., a private nonprofit 
organization having for its primary purposes examination of the 
economic, constitutional, legal and social conditions and ramifica- 
tions of slavery; the history of Afro-Americans; promotion of edu- 
cation and understanding among all people of the American slave 
experience and its role in the history of the United States; and 
elimination of barriers of every kind and nature to learning and 
opportunity faced by Afro-American, minority, poor and other chil- 
dren, is deserving of encouragement and support of the American 
people in its program to raise an endowment to assure a permanent 
location of a commemorative structure within the National Park 
System, or on other Federal lands, dedicated to understanding, 
knowledge, opportunity and equality for all people. 


Approved October 21, 1986. 





LEGISLATIVE HISTORY—H.J. Res. 666: 


SENATE REPORTS: No. 99-463 (Comm. on Energy and Natural Resources). 
CONGRESSIONAL RECORD, Vol. 132 (1986): 

June 26, considered and passed House. 

Oct. 8, considered and passed Senate. 
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Public Law 99-512 
99th Congress 
Joint Resolution 


To designate December 11, 1986, as “National SEEK and College Discovery Day”. 


Whereas the development of effective means to foster higher edu- 
cational opportunity and attainment among members of minority 
groups, the economically disadvantaged, and the educationally 
underprepared is a matter of great national concern; 

Whereas the City University of New York has implemented two 

programs—College Discovery for community college students, and 
SEEK (Search for Elevation, Education, and Knowledge) for 
senior college students—which provide specialized counseling, re- 
medial instruction, and tutorial services enabling nearly 14,000 
disadvantaged students a year to receive the benefits of a college 
education; 

Whereas almost 100,000 students have participated in the SEEK 
and College Discovery programs since their inception 20 years 
ago, which the City University of New York is celebrating in a 
special ceremony December 11, 1986; and 

Whereas the concept and innovative educational techniques em- 
ployed by the SEEK and College Discovery programs have served 
as a forerunner and model for college remedial programs across 
the country, and for the Federal TRIO program under title IV of 
the Higher Education Act of 1965: Now, therefore, be it 


Resolved by the Senate and House of Representatives of the United 
States of America in Congress assembled, That December 11, 1986, is 
designated as “National SEEK and College Discovery Day”, and the 
President is authorized and requested to issue a proclamation call- 
ing upon the people of the United States to observe such day with 
appropriate ceremonies and activities. 


Approved October 21, 1986. 


Oct. 21, 1986 
[H.J. Res. 735] 


LEGISLATIVE HISTORY—H.J. Res. 735: 


CONGRESSIONAL RECORD, Vol. 132 (1986): 
Oct. 1, considered and passed House. 
Oct. 9, considered and passed Senate. 
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Public Law 99-513 
99th Congress 
An Act 


Oct. 21, 1986 To encourage international efforts to designate the shipwreck of the R.MS. Titanic as 
alata eta an international maritime memorial and to provide for reasonable research, explo- 
[S. 2048} ration, and, if appropriate, salvage activities with respect to the shipwreck. 


Be it enacted by the Senate and House of Representatives of the 
R.MS. Titanic United States of America in Congress assembled, 
Memorial Act of | SECTION 1. SHORT TITLE. 
This Act may be cited as the “R.M.S. Titanic Maritime Memorial 
Act of 1986”. 


16 USC 450rr. SEC. 2. FINDINGS AND PURPOSES. 


(a) Finpincs.—The Congress finds that— 

(1) the R.MLS. Titanic, the ocean liner which sank on her 
maiden voyage after striking an iceberg on April 14, 1912, 
should be designated as an international maritime memorial to 
the men, women, and children who perished aboard her; 

(2) the recent discovery of the R.M.S. Titanic, lying more than 
twelve thousand feet beneath the ocean surface, demonstrates 
the practical applications of ocean science and engineering; 

(3) the R.MLS. Titanic, well preserved in the cold, oxygen-poor 
waters of the deep North Atlantic Ocean, is of major national 
and international cultural and historical significance, and 
merits appropriate international protection; and 

(4) the R.MS. Titanic represents a special opportunity for 
deep ocean scientific research and exploration. 

(b) Purpose.—The Congress declares that the purposes of this Act 
are— 

(1) to encourage international efforts to designate the R.M.S. 
Titanic as an international maritime memorial to those who 
lost their lives aboard her in 1912; 

(2) to direct the United States to enter into negotiations with 
other interested nations to establish an international agree- 
ment which will provide for the designation of the R.MS. 
Titanic as an international maritime memorial, and protect the 
— cultural, and historical significance of the R.M.S. 

itanic; 

(3) to encourage, in those negotiations or in other fora, the 
development and implementation of international guidelines for 
conducting research on, exploration of, and if appropriate, sal- 
vage of the R.M.S. Titanic; and 

(4) to express the sense of the United States Congress that, 
pending such international ment or guidelines, no person 
should physically alter, disturb, or salvage the R.MS. Titanic in 
any research or exploratory activities which are conducted. 


16 USC 450rr-1. SEC. 3. DEFINITIONS. 
For the purposes of this Act, the term— 
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(a) ‘Administrator’ means the Administrator of the National 
Oceanic and Atmospheric Administration (NOAA); 

(b) “person” means any individual (whether or not a citizen or 
national of the United States), any corporation, partnership, 
association, or other entity (whether or not organized or exist- 
ing under the laws of any State), and any Federal, State, local, 
or foreign government or any entity of any such government; 

(c) “R.M.S. Titanic” means the shipwrecked vessel R.M.S 
Titanic, her cargo or other contents, including those items 
which are scattered on the ocean floor in her vicinity; and 

(d) “Secretary” means the Secretary of State. 


SEC. 4. COMMENDATION. 16 USC 450rr-2. 


The Congress of the United States highly commends the members 
¢ the joint international expedition which discovered the R.M.S. 
itanic. 


SEC. 5. INTERNATIONAL GUIDELINES. 16 USC 450rr-3. 


(a) The Administrator is directed to enter into consultations with United 
the United Kingdom, France, Canada, and other interested nations Kingdom. 
to develop international guidelines for research on, exploration of, — 
and if appropriate, salvage of the R.MLS. Titanic, which— : 

(1) are consistent with its national and international sci- 
entific, cultural, and historical significance and the purposes of 
this Act; and 

(2) promote the safety of individuals involved in such 
operations. 

(b) In carrying out subsection (a), the Administrator shall consult 
with the Secretary and shall promote full participation by other 
interested Federal agencies, academic and research institutions, and 
members of the public. 


SEC. 6. INTERNATIONAL AGREEMENT. 16 USC 450rr-4. 


(a) The Secretary is directed to enter into negotiations with the United 
United Kingdom, France, Canada, and other interested nations to Kingdom. 
develop an international agreement which provides for— ae 

(1) the designation of the R.M.S. Titanic as an international : 
maritime memorial; and 

(2) research on, exploration of, and if appropriate, salvage of 
the R.M.S. Titanic consistent with the international guidelines 
developed pursuant to section 5 and the purposes of this Act. 

(b) In carrying out the requirements of subsection (a), the Sec- 
retary shall consult with the Administrator, who shall provide 
research and technical assistance to the mone es 5 

(c) The Secretary and the Administrator shall report semiannu- 
ally to the Committee on Merchant Marine and Fisheries and the 
Committee on Foreign Affairs in the House of Representatives and 
to the Committee on Foreign Relations and the Committee on 
Commerce, Science, and Transportation in the Senate on the 
progress of the negotiations and consultations. 

(d) Upon adoption of an international agreement as described in 
subsection (a), the Secretary shall provide notification of the agree- 
ment and recommendations for legislation to implement the 
ment to the Committee on Merchant Marine and Fisheries and the 
Committee on Foreign Affairs in the House of Representatives and 
to the Committee on Foreign Relations and the Committee on 
Commerce, Science, and Transportation in the Senate. 
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16 USC 450rr-5. 


16 USC 450rr-6. 


SEC. 7. SENSE OF CONGRESS REGARDING CONDUCT OF FUTURE 
ACTIVITIES. 


It is the sense of Congress that research and limited exploration 
activities concerning the R.M.S. Titanic should continue for the 
purpose of enhancing public knowledge of its scientific, cultural, and 
historical significance: Provided, That, pending adoption of the 
international agreement described in section 6(a) or implementation 
of the international guidelines described in section 5, no person 
should conduct any such research or exploration activity which 
would physically alter, disturb, or salvage the R.MLS. Titanic. 


SEC. 8. DISCLAIMER OF EXTRATERRITORIAL SOVEREIGNTY. 


By enactment of this Act, the United States does not assert 
sovereignty, or sovereign or exclusive rights or jurisdiction over, or 
the ownership of, any marine areas or the R.MS. Titanic. 


Approved October 21, 1986. 


LEGISLATIVE HISTORY—S. 2048 (H.R. 3272): 


HOUSE REPORTS: No. 99-393 accompanying H.R. 3272 (Comm. on Merchant 
Marine and Fisheries). 
CONGRESSIONAL RECORD 
Vol. 131 (1985): Dec. 2, H.R. 3272 considered and passed House. 
Vol. 132 (1986): Sept. 24, S. 2048 considered and passed Senate. 
Oct. 6, considered and passed House. 
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Public Law 99-514 
99th Congress 
An Act 


‘ 4 Oct. 22, 1986 
To reform the internal revenue laws of the United States. —THR. 3838) — 
Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, Tax Reform Act 
SECTION 1. SHORT TITLE; TABLE OF CONTENTS. 2 Be iwank 
(a) SHorT TiTLE.—This Act may be cited as the “Tax Reform Act of 
1986”. 


(b) TABLE OF CONTENTS.— 


TITLE I—INDIVIDUAL INCOME TAX PROVISIONS 


Subtitle A—Rate Reductions; Increase in Standard Deduction and Personal 
Exemptions 

101. Rate reductions. . 

102. Increase in standard deduction. 


103. Increase in personal exemptions. 
104. Technical amendments. 


Subtitle B—Provisions Related to Tax Credits 


111. Increase in earned income credit. 
112. Repeal of credit for contributions to candidates for public office. 


Subtitle C—Provisions Related to Exclusions 


121. Taxation of unemployment compensation. 
. Prizes and awards. 
. Scholarships. 


Subtitle D—Provisions Related to Deductions 


. Repeal of deduction for 2-earner married couples. 

. 2-percent floor on miscellaneous itemized deductions. 
. Medical expense deduction limitation increased. 

. Repeal of deduction for State and local sales tax. 

. Repeal of deduction for adoption expenses. 


Subtitle E—Miscellaneous Provisions 


. Repeal of income averaging. 

. Limitations on deductions for meals, travel, and entertainment. 

. Changes in treatment of hobby loss, etc 

. Deduction for mortgage interest and real property taxes allowable where 
parsonage allowance or military housing allowance received 


Subtitle F—Effective Dates 


Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 


. Effective dates. 
TITLE II—PROVISIONS RELATING TO CAPITAL COST 


Subtitle A—Depreciation Provisions 


. Modification of accelerated cost recovery system. 
. Expensing of depreciable assets. 
. Effective dates; general transitional rules. 


Subtitle B—Repeal of Regular Investment Tax Credit 


. Repeal of regular investment tax credit. 
. Effective 15-year carryback of existing carryforwards of steel companies. 
. Effective 15-year carryback of existing carryforwards of qualified farmers. 
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Subtitle C—General Business Credit Reduction 


. Reduction in tax liability which may be offset by business credit from 85 
percent to 75 percent. 


Subtitle D—Research and Development Provisions 


. Amendments relating to credit for increasing research activities. 
. Extension of credit for clinical testing expenses for certain drugs. 


Subtitle E—Changes in Certain Amortization Provisions 


. Repeal of 5-year amortization of trademark and trade name expenditures. 

. Repeal of amortization of railroad grading and tunnel bores. 

. Deduction for bus and freight forwarder operating authority. 

. Treatment of expenditures for removal of architectural barriers to the 
handicapped and elderly made permanent. 


Subtitle F—Provisions Relating to Real Estate 


. Modification of investment tax credit for rehabilitation expenditures. 
. Low-income housing credit. 


Subtitle G—Merchant Marine Capital Construction Funds 
. Provisions relating to merchant marine capital construction funds. 
TITLE II—CAPITAL GAINS 
Subtitle A—Individual Capital Gains 


. Repeal of exclusion for long-term capital gains of individuals. 
. 28-percent capital gains rate for taxpayers other than corporations. 


Subtitle B—Repeal of Corporate Capital Gains Treatment 
. Repeal of corporate capital gains treatment. 
Subtitle C—Incentive Stock Options 


. Repeal of requirement that incentive stock options are exercisable only in 
chronological order; modification of $100,000 limitation. 


Subtitle D—Straddles 


. 331. Year-end rule expanded. 


ee 8 
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TITLE IV—AGRICULTURE, ENERGY, AND NATURAL RESOURCES 


Subtitle A—Agriculture 


401. Limitation on expensing of soil and water conservation expenditures. 

402. Repeal of special treatment for expenditures for clearing land 

403. Treatment of dispositions of converted wetlands or highly erodible 
croplands. 

404. Limitation on certain prepaid farming expenses. 

405. Tax treatment of discharge of certain indebtedness of solvent farmers. 


Subtitle B—Treatment of Oil, Gas, Geothermal, and Hard Minerals 


411. Treatment of intangible drilling costs and mineral exploration and devel- 
opment costs. 


412. Modification of percentage depletion rules. 


. 413. Gain from disposition of interests in oil, gas, geothermal, or other mineral 


properties. 
Subtitle C—Other Provisions 


421. Extension of energy investment credit for solar, geothermal, ocean ther- 
mal, and biomass property. 
422. Provisions relating to excise tax on fuels. 


. 423. Ethyl alcohol and mixtures thereof for fuel use. 


TITLE V—TAX SHELTER LIMITATIONS; INTEREST LIMITATIONS 
Subtitle A—Limitations on Tax Shelters 


. 501. Limitations on losses and credits from passive activities. 
. 502. Transitional rule for low-income housing. 
. 503. Extension of at risk limitations to real property. 
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Subtitle B—Interest Expense 
. 511. Limitations on deduction for nonbusiness interest. 
TITLE VI—CORPORATE PROVISIONS 


Subtitle A—Corporate Rate Reductions 
. 601. Corporate rate reductions. 


Subtitle B—Treatment of Stock and Stock Dividends 
. 611. Reduction in dividends received deduction. 
. 612. Repeal of partial exclusion of dividends received by individuals. 
. 613. Nondeductibility of stock redemption expenses. 

. 614. Reduction in stock basis for nontaxed portion of extraordinary dividends. 
Subtitle C—Limitation on Net Operating Loss Carryforwards and Excess Credit 
Carryforwards 

Sec. 621. Limitation on net operating loss carryforwards. 

Subtitle D—Recognition of Gain and Loss on Distributions of Property in 
631. Recognition of gain and loss on distributions of property in liquidation. 
632. Treatment of C corporations electing subchapter S status. 

633. Effective dates. 
634. Study of corporate provisions. 


Subtitle E—Other Corporate Provisions 


641. Special allocation rules for certain asset acquisitions. 
642. Modification of definition of related party. 
643. Treatment of amortizable bond premium as interest. 
644. Provisions relating to cooperative housing corporations. 
645. Special rules relating to personal holding company tax. 
646. Certain entitles not treated as tions. 
647. Special rule for disposition of stock of subsidiary. 
Subtitle F—Regulated Investment Companies 
651. Excise tax on undistributed income of regulated investment companies. 
652. Rostent << Seen e companies. 
. Amendments to qualification rules. 
. Treatment of series funds as separate corpora’ 
) Hasaclen of busted ter anole’ teehee 40 tearebehanrs: 
. Protection of mutual funds receiving third- summonses. 
. Certain distributions not treated as preferential dividends. 
Subtitle G—Real Estate Investment Trusts 


667. CN ee re aan ae ee eels 
under section 6697 


668. Excise tax on undistributed income of real estate investment trusts. 
669. Effective dates. 


Subtitle H—Taxation of Interests in Entities Holding Real Estate Mortgages 


671. Taxation of real estate mortgage investment conduits. 
672. Rules for accruing original issue discount on regular interests and similar 
debt instruments. 


673. Treatment of taxable mortgage pools. 


TITLE VII—ALTERNATIVE MINIMUM TAX 


701. Alternative minimum tax for individuals and corporations. 
. 702. Study of book and earnings and profits adjustments. 


Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 





100 STAT. 2088 


PUBLIC LAW 99-514—OCT. 22, 1986 


TITLE VIII—ACCOUNTING PROVISIONS 
Subtitle A—General Provisions 


. 801. Limitation on use of cash method of accounting. 


. 802. Simplified dollar-value LIFO method for certain small businesses. 


. 803. Capitalization and inclusion in inventory costs of certain expenses. 
. 804. Modifications of method of accounting for long-term contracts. 
. 805. Repeal of reserve for bad debts of taxpayers other than financial institu- 


tions. 


. 806. Taxable years of certain entities. 


Subtitle B—Treatment of Installment Obligations 


Sec. 811. Allocation of indebtedness as payment on installment obligation. 
Sec. 812. Disallowance of use of installment method for certain obligations. 
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Subtitle C—Other Provisions 


821. Income attributable to utility services. 


822. Repeal of —— of discharge of indebtedness rules to qualified busi- 
ness ind 


823. Repeal of deduction for qualified discount coupons. 
. Inclusion in gross income of contributions in aid of construction. 


TITLE IX—FINANCIAL INSTITUTIONS 


. Limitations on bad debt reserves. 

. Interest incurred to carry tax-exempt bonds. 

. Termination of special 10-year carryback rules for certain financial insti- 
tutions; new special carryover rules for certain losses. 

. Repeal of special reorganization rules for financial institutions. 

. Treatment of losses on deposits or accounts in insolvent financial institu- 
tions. 

TITLE X—INSURANCE PRODUCTS AND COMPANIES 


Subtitle A—Policyholder Issues 
. Repeal of exclusion for interest on installment payments of life insurance 


P 

. Exclusion from income with respect to structured settlements limited to 
cases involving physical injury. 

. Denial of deduction for interest on loans from certain life insurance 
contracts. 


. Deduction for nonbusiness casualty losses covered by insurance allowable 
only if claim filed. 


Subtitle B—Life Insurance Companies 


1011. Repeal of special life insurance company deduction. 


1012. Repeal of tax-exempt status for certain organizations providing commer- 
cial-type insurance. 


1013. Operations loss deduction of insolvent companies may offset distributions 
from policyholders surplus account. 


Subtitle C—Property and Casualty Insurance Companies 


1021. Inclusion in income of 20 percent of unearned premium reserve. 

1022. Treatment of certain dividends and tax-exempt interest. 

1023. Discounting of unpaid losses and certain unpaid expenses. 

1024. Repeal of protection against loss account; revision of special treatment 
for small companies; combination of parts II and III. 

1025. Study of treatment of property and casualty insurance companies. 


Subtitle D—Miscellaneous Provisions 


1031. Physicians’ and surgeons’ mutual protection and interindemnity arrange- 
ments or associations. 
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TITLE XI—PENSIONS AND DEFERRED COMPENSATION; EMPI OYEE 
BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS 


Subtitle A—Pensions and Deferred Compensation 


Part I—LimitaTIONs ON TAX-DEFERRED SAVINGS 
SUBPART A—RULES APPLICABLE TO IRAS 
; enn on IRA deductions for active participants in certain pension 
plans. 


. Nondeductible contributions may be made to individual retirement plans. 


. Spousal deduction allowed where spouse has small amount of earned 
income. 


Be 8 


SUBPART B—OTHER PROVISIONS 


. $7,000 limitation on elective deferrals. 

fs ——_ to limitations on contributions and benefits under qualified 
plans. 

. Modifications of section 457. 

. Special rules for simplified employee pensions. 

. Deductible contributions permitted under section 501(cX18) plan. 


Ree 88 


Part II—NONDISCRIMINATION REQUIREMENTS 
SUBPART A—GENERAL REQUIREMENTS 


. Application of nondiscrimination rules to integrated plans. 
. Minimum coverage requirements for qualified plans. 

. Minimum vesting standards. 

. Definition of highly compensated employee. 

. Separate lines of business; compensation. 


SUBPART B—OTHER PROVISIONS 


. Cash or deferred arrangements. 

. Nondiscrimination requirements for employer matching contributions 
and employee contributions. 

. Benefits treated as accruing ratably for purposes of determining whether 
plan is top-heavy. 

. Modification of rules for benefit forfeitures. 

. Nondiscrimination requirements for tax-sheltered annuities. 


Part III—TREATMENT OF DistTRIBUTIONS 


. Minimum distribution requirements. 

. Taxation of distributions. 

, = additional tax on early distributions from qualified retirement 
plans. 

. Election to treat certain lump sum distributions received during 1987 as 
received during 1986. 


Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 


Part IV—MIscELLANEOUS PROVISIONS 


. Adjustments to section 404 limitations. 

. Excise tax on reversion of qualified plan assets to employer. 

. Tax on excess distributions. 

. Treatment of loans. 

. Deferred annuities available only to natural persons. 

. Profits not required for profit-sharing plans. 

. Requirement that collective bargaining agreements be bona fide. 

. Penalty on underpayments attributable to overstatement of pension 
liabilities. 

. Interest rate assumptions. 

. Plan amendments not required under January 1, 1989. 

. Issuance of final regulations. 

. Secretary to accept applications with respect to section 401(k) plans. 

. Treatment of certain fishermen as self-employed individuals. 

. Acquisition of gold and silver coins by individual retirement accounts. 

. Requirement of joint and survivor annuities and preretirement survivor 
annuities not to apply to certain plan. 

. Treatment of leased employees. 

. Tax treatment of Federal Thrift Savings Fund. 


EF RRRLLEE PELLETS 
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Subtitle B—Employee Benefit Provisions 


Part I—NonDISCRIMINATION RULES FoR CERTAIN STATUTORY EMPLOYEE BENEFIT 


Sec. 1151. 


1163. 
1164. 
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1161. 
1162. 2- 


1165. 
1166. 
1167. 
1168. 


Subtitle C—Changes Relating to Employee Stock Ownership Plans 


. Repeal of employee stock ownership credit. 

. Estate tax deduction for proceeds from sales of employer securities. 
. Provisions relating to loans used to acquire employer securities. 

. Requirements for employee stock ownership plans. 

. Additional qualification requirements. 


PLANS 


Nondiscrimination rules for coverage and benefits under certain statu- 
tory employee benefit plans. 


Part II—Orner Provisions 


Deductibility of health insurance costs of self-employed individuals. 

year extension of exclusions for educational assistance programs and 
group legal plans. 

$5,000 limit on dependent care assistance exclusion. 

Tax treatment of faculty housing. 

Limitation on accrual of vacation pay. 

Treatment of certain full-time life insurance salesmen. 

Extension of due date for study of welfare benefit plans. 

Exclusion from gross income of certain military benefits. 


Special ESOP requirements. 


. Transition rules. 


TITLE XII—FOREIGN TAX PROVISIONS 
Subtitle A—Foreign Tax Credit Modifications 


. Separate application of section 904 with respect to certain categories of 


income. 


: Deemed paid credit under sections 902 and 960 determined on accumu- 


. Clarification of treatment of onerse 5 limitation losses. 
. Foreign taxes used to provide subsidi: 
. Limitation on carryback of foreign tax pore to taxable years beginning 


before 1987. 
Subtitle B—Source Rules 


. Determination of source in case of sales of personal property. 

. Special rules for transportation income. 

. Source rule for space and certain ocean activities. 

- Limitations on special treatment of 80-20 corporations. 

. Rules for allocating interest, etc., to foreign source income. 

. l-year modification in lations providing for allocation of research 


and experimental expenditures. 


Subtitle C—Taxation of Income Earned Through Foreign Corporations 


FERRE FE REE RE 


1221. 
1222. Testing controlled foreign corporations and foreign personal holding com- 
1223. 


1224. 
1225. 


1226. 
. Special rule for application of section 954 to certain dividends. 


Income subject to current taxation. 


panies by value and voting power. 
Subpart F de minimis rule. 
Repeal of special treatment of possessions corporations. 
Only effectively connected capital gains and losses of foreign corporations 
en into account for purposes of accumulated earnings tax and per- 
sonal holding company provisions. 
Deductions for dividends received from certain foreign corporations. 


Subtitle D—Special Tax Provisions for United States Persons 


- Modifications to section 936. 

. Treatment of certain persons in Panama. 

. Provisions relating to section 911 exclusion. 

. Foreign compliance provisions. 

. Treatment of certain passive foreign investment co nies. 
. Treatment of on on obligations of the United § 


States received by 
banks organized in Guam. 
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Subtitle E—Treatment of Foreign Taxpayers 


1241. Branch profits tax. 


1242. Treatment of deferred payments and appreciation arising out of business 
conducted within the United States. 
1243. Treatment under section 877 of property received in tax-free exchanges, 


etc. 
1244. Study of United States reinsurance industry. 
1245. Information with respect to certain foreign-owned corporations. 
1246. Withholding tax on amounts paid by partnerships to foreign partners. 
1247. Income of foreign governments. 
1248. Limitation on cost of property imported from related persons. 
1249. Treatment of dual residence corporations. 


Subtitle F—Foreign Currency Transactions 
. 1261. Treatment of foreign currency transactions. 


Subtitle G—Tax Treatment of Possessions 


Part I—TREATMENT OF GUAM, AMERICAN SAMOA, AND THE NORTHERN MARIANA 
; ISLANDS 


1271. Authority of Guam, American Samoa, and the Northern Mariana Islands 
to enact revenue laws. 

1272. Exclusion of possession source income from the gross income of certain 
individuals. 

1273. Treatment of corporations organized in Guam, American Samoa, or the 
Northern Mariana Islands. 


g REESE FRR 
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Part II—TREATMENT OF THE VIRGIN ISLANDS 


. Coordination of United States and Virgin Islands income taxes. 
. Virgin Islands corporations allowed possession tax credit. 


Part ITI—Cover Over or INcomE TAXES 
. Cover over of income taxes. 


Part IV—Errective Date 


Sec. 
Sec. 
Sec. 
Sec. 


. Effective date. 
TITLE XIII—TAX-EXEMPT BONDS 


Subtitle A—Amendments of Internal Revenue Code of 1954 


1301. State and local bonds. 
1302. Repeal of provisions relating to general stock ownership corporations. 


Subtitle B—Effective Dates and Transitional Rules 


1311. General effective dates. 

1312. Transitional rules for construction or binding agreements, etc. 

1313. Transitional rules relating to refundings. 

1314. Special rules for certain bonds issued before August 16, 1986. 

1315. Transitional rules relating to volume cap. 

1316. Provisions relating to bonds provided special rules under prior revenue 
acts. 

1317. Other transitional rules. 

1318. Transitional rules for specific facilities. 

1319. Definitions, etc., relating to effective dates and transitional rules. 


TITLE XIV—TRUSTS AND ESTATES; UNEARNED INCOME OF CERTAIN 
MINOR CHILDREN; GIFT AND ESTATE TAXES; GENERATION-SKIPPING 
TRANSFER TAX 


Subtitle A—Income Taxation of Trusts and Estates 


. 1401. Grantor treated as holding any power or interest of grantor’s spouse. 

. 1402. Limitations to reversionary interest rule exceptions. 

. 1403. Taxable year of trusts to be calendar year. 

. 1404. Trusts and certain estates to make estimated payments of income taxes. 


Subtitle B—Unearned Income of Certain Minor Children 
. 1411. Unearned income of certain minor children. 
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Subtitle C—Gift and Estate Taxes 
. Information necessary for valid special use valuation election. 


. Gift and estate tax deductions for certain conservation easement dona- 


tions. 


. Conveyance of certain real and personal property of decedent to charita- 


ble foundation treated as charitable contribution. 
Subtitle D—Generation Skipping Transfers 


. New tax on generation-skipping transfers. 
. Related amendments. 
. Effective dates. 


TITLE XV—COMPLIANCE AND TAX ADMINISTRATION 
Subtitle A—Revision of Certain Penalties, Etc. 


. Penalty for failure to file information returns or statements. 
. Increase in penalty for failure to pay tax. 

. Amendments —— for negligence and fraud. 

. Increase in pe 


ty for substantial understatement of liability. 
Subtitle B—Interest Provisions 


. Differential interest rate. 
. Interest on accumulated earnings tax to accrue beginning on date return 


is due. 
Subtitle C—Information Reporting Provisions 


. Requirement of reporting for real estate transactions. 
. Information reporting on persons receiving contracts from certain 


Federal agencies. 


. Returns regarding payments of royalties. 
. TINS required for aoe 


. Tax-exempt interest peaulied to be shown on return. 


mdents claimed on tax returns. 


Subtitle D—Provisions Relating to Tax Shelters 


. Modification of tax shelter ratio test for ee of tax shelters. 
. Increased penalty for failure to register tax shelte: 
. Penalty for failure to include tax shelter identification number on return 


increased to $250. 
. Increased penalty for failure to maintain lists of investors in potentially 


abusive tax shelters. 


. Clarification of treatment of sham or fraudulent transactions under sec- 


tion 6621(c). 
Subtitle E—Estimated Tax Provisions 


. Current year liability test increased from 80 to 90 percent for estimated 


tax payments by individuals. 


. Certain tax-exempt organizations subject to corporate estimated tax 


rules. 


. Waiver of estimated penalties for 1986 underpayments attributable to 


this Act. 
Subtitle F—Provisions Regarding Judicial Proceedings 


. Limitations on awarding of court costs and certain fees modified. 

. Failure to pursue administrative remedies. 

. Tax Court practice fee. 

. Clarification of jurisdiction over addition to tax for failure to pay amount 


of tax shown on return 


. Authority to require attendance of United States marshals at Tax Court 


sessions. 
in certain pees relating to special trial 


. Changes i judges. 
. Effect on retired pay by election to practice law, etc., after retirement. 
. Authorization for ap; 


from interlocutory orders of the Tax Court. 
. Changes relating to annuities for surviving spouses and dependent chil- 
dren of Tax Court judges. 


Subtitle G—Tax Administration Provisions 


. Suspension of statute of limitations if third-party records not produced 


within 6 months after service of summons. 


. Authority to rescind notice of deficiency with taxpayer’s consent. 
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. Authority to abate interest due to errors or delays by the Internal Reve- 
nue Service. 

. Suspension of compounding where interest on deficiency suspended. 

. Certain service-connected disability payments exempt from levy. 

. Increase in value of personal property subject to certain listing and 
notice procedures. 

. Certain recordkeeping requirements. 

Disclosure of returns and return information to certain cities. 
. Treatment of certain forfeitures. 


Subtitle H—Miscellaneous Provisions 


. Withholding allowances to reflect new rate schedules. 
. Report on return-free system. 


TITLE XVI—EXEMPT AND NONPROFIT ORGANIZATIONS 


Certain distributions of low cost articles and exchanges and rentals of 
member lists by certain organizations not to be treated as unrelated 
trade or business. 

. Educational activities at convention and trade shows. 
. Tax exemption for certain title-holding companies. 
. Exception to membership organization deduction rules. 

ay status for an organization introducing into public use tech- 
nology developed by qualified organizations. 

Definition of government official. 

. Transition rule for acquisition indebtedness with res to certain land. 
. Treatment of certain amounts paid to or for the benefit of certain institu- 
tions of higher education. 


TITLE XVII—MISCELLANEOUS PROVISIONS 


Extension and modification of targeted jobs credit. 
. Certain diesel fuel taxes may be imposed on sales to retailers. 
Gasoline tax generally collected at terminal level. 
. Exemption from social security coverage for certain clergy. 
. Applicability of unemployment compensation tax to certain services per- 
formed for certain Indian tribal governments. 
. Treatment of certain technical personnel. 
. Exclusion for certain foster care payments. 
. Extension of rules for spouses of individuals missing in action. 
Amendment to the Reindeer Industry Act of 1937. 
. Quality control studies. 
. Adoption assistance agreements under adoption assistance program: 
payment of nonrecurring expenses related to adoptions of children with 
special needs. 


TITLE XVIII—TECHNICAL CORRECTIONS 
1800. Coordination with other titles. 


Subtitle A—Amendments Related to the Tax Reform Act of 1984 


CHapTER 1—AMENDMENTS RELATED TO TITLE I OF THE ACT 


Amendments related to deferral of certain tax reductions. 
. Amendments related to tax-exempt entity leasing provisions. 
. Amendments related to treatment of bonds and other debt instruments. 
. Amendments related to corporate provisions. 
. Amendments related to partnership provisions. 
. Amendments related to trust provisions. 
. Amendments related to accounting changes. 
. Amendments related to tax straddle provisions. 
. Amendments related to depreciation provisions. 
. Amendments related to foreign provisions. 
. Amendments related to reporting, penalty, and other provisions. 
. Amendments related to miscellaneous provisions. 


Sec 
Sec. 
Sec. 
Sec 
Sec 
Sec. 
Sec 
Sec. 
Sec. 
Sec. 
Sec. 


CuapTreR 2—AMENDMENTS RELATED TO TITLE II OF THE ACT 


. Amendments related to section 211 of the Act. 
. Amendments related to section 216 of the Act. 
. Amendment related to section 217 of the Act. 
. Amendment related to section 218 of the Act. 
. Amendments related to section 221 of the Act. 
. Amendments related to section 222 of the Act. 
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. Amendments related to section 223 of the Act. 

. Amendment related to section 224 of the a. 

. Waiver of interest on certain underpayments 

j se A of section 255 of the Tax Equity and Fiscal Responsibility Act of 


EERE 


CuapTrer 3—AMENDMENTS RELATED TO Tite I!] or THE AcT 


. Amendment related to section 301 of the Act. 
. Amendment related to section 303 of the Act. 
. Amendment related to section 305 of the Act. 
. Amendment related to section 311 of the Act. 


CuapTrerR 4—AMENDMENTS RELATED TO TITLE IV oF THE ACT 


. Amendment related to section 311 of the Act. 

. Amendments related to section 421 of the Act. 
. Amendments related to section 422 of the Act. 
. Amendments related to section 431 of the Act. 
. Amendment related to section 452 of the Act. 

. Amendments related to section 473 of the Act. 
. Amendments related to section 474 of the Act. 
. Amendments related to section 491 of the Act. 


CHaprer 5—AMENDMENTS RELATED TO SECTION 216 oF THE AcT 


. Amendments related to welfare benefit plan provisions. 

. Amendments related to pension plan provisions. 

. Amendments related to fri benefit provisions. 

- Amendments related to emp te stock ownership plans. 

. Amendments related to miscellaneous employee benefit provisions. 


CuapTrerR 6—AMENDMENTS RELATED TO TiTLE VI OF THE ACT 


. Amendments related to section 611 of the Act. 
. Amendment related to section 612 of the Act. 
. Amendment related to section 613 of the Act. 
. Amendments related to section 621 of the Act. 
. Amendment related to section 622 of the Act. 
. Transitional rule for limit on small issue exception. 
. Amendments related to section 624 of the Act. 
. Amendment related to section 625 of the Act. 
. Amendments related to section 626 of the Act. 
. Amendment related to section 627 of the Act. 
. Amendments related to section 628 of the Act. 
. Amendments related to section 631 of the Act. 
. Amendments related to section 632 of the Act. 


CHAPTER 7—MISCELLANEOUS PROVISIONS 


. Amendments related to title VII of the Act. 

. Amendments related to title VIII of the Act. 

- Amendments related to title IX of the Act. 
1878. Amendments related to title X of the Act. 
1879. Miscellaneous provisions. 


CHaprTrerR 8—EFFEective DaTE 


Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
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Sec. 
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1881. Effective date. 


Subtitle B—Related to Other Programs Affected by the Deficit Reduction Act of 
1984 
CHAPTER 1—AMENDMENTS RELATED TO SociAL Security AcT PROGRAMS 


Sec. 1882. Amendments related to coverage of church employees (section 2603 of the 
Deficit Reduction Act). 


Sec. 1883. Technical corrections in other provisions related to Social Security Act 
programs. 
Cuaprer 2—AMENDMENTS RELATED TO UNEMPLOYMENT COMPENSATION PROGRAM 
Sec. 1884. Technical corrections in Federal Unemployment Tax Act. 


CuapTrer 3—AMENDMENTS RELATED TO TRADE AND TARIFF PROGRAMS 


Sec. 1885. Amendments to the tariff schedules. 
Sec. 1886. Technical corrections to countervailing and antidumping duty provisions. 
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. Amendments to the Trade Act of 1974. 

. Amendments to the Tariff Act of 1930. 

. Amendments to the Caribbean Basin Economic Recovery Act. 

. Conforming amendments regarding customs brokers. 

. Special effective date provisions for certain articles given duty-free treat- 
ment under the Trade and Tariff Act of 1984. 

. Technical amendments relating to customs user fees. 


Subtitle C—Miscellaneous 


g RSERE 


CHAPTER 1—AMENDMENTS RELATED TO THE CONSOLIDATED OMNIBUS BUDGET 
RECONCILIATION Act oF 1985 


1895. COBRA technical corrections relating to Social Security Act programs. 


1896. Extension of time for filing for credit or refund with respect to certain 
changes involving insolvent farmers. 
. 1897. Correction of clerical error in amendments to coal tax. 


g FF 


CHAPTER 2—AMENDMENTS RELATED TO THE RETIREMENT Equity Act oF 1984 
Sec. 1898. Technical corrections to the Retirement Equity Act of 1984. 


CHAPTER 3—AMENDMENT RELATED TO THE CHILD SUPPORT ENFORCEMENT 
AMENDMENTS OF 1984 


Sec. 1899. — related to the Child Support Enforcement Amendments of 
1984. 


CHAPTER 4—MISCELLANEOUS AMENDMENTS CORRECTING ERRORS OF SPELLING, 
PuNCTUATION, Etc. 


Sec. 1899A. Miscellaneous amendments correcting errors of spelling, punctuation, 
etc. 


SEC. 2. INTERNAL REVENUE CODE OF 1986. 


(a) REDESIGNATION OF 1954 Copge.—The Internal Revenue Title 
enacted August 16, 1954, as heretofore, hereby, or hereafter 
amended, may be cited as the “Internal Revenue Code of 1986”. 

(b) REFERENCEs IN Laws, Etc.—Except when inappropriate, any 
reference in any law, Executive order, or other document— 

(1) to the Internal Revenue Code of 1954 shall include a 
reference to the Internal Revenue Code of 1986, and 

(2) to the Internal Revenue Code of 1986 shall include a 
reference to the provisions of law formerly known as the In- 
ternal Revenue Code of 1954. 


SEC. 3. AMENDMENT OF 1986 CODE; COORDINATION WITH SECTION 15. 


(a) AMENDMENT OF 1986 Cope.—Except as otherwise expressly 
provided, whenever in this Act an amendment or repeal is expressed 
in terms of an amendment to, or repeal of, a section or other 
provision, the reference shall be considered to be made to a section 
or other provision of the Internal Revenue Code of 1986. 

(b) CoorpiInaTION WitH Section 15.— 

(1) IN GENERAL.—Except as provided in paragraph (2), for 
purposes of section 15 of the Internal Revenue Code of 1986, no 
amendment or repeal made by this Act shall be treated as a 
change in the rate of a tax imposed by chapter 1 of such Code. 

(2) Exception.—Paragraph (1) shall not apply to the amend- 
ment made by section 601 (relating to corporate rate reduc- 
tions). 
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TITLE I—INDIVIDUAL INCOME TAX 
PROVISIONS 


Subtitle A—Rate Reductions; Increase in 
Standard Deduction and Personal Exemptions 


SEC. 101. RATE REDUCTIONS. 


(a) GENERAL RuLE.—Section 1 (relating to tax imposed on individ- 
uals) is amended to read as follows: 


“SECTION 1. TAX IMPOSED. 


“(a) MARRIED INDIVIDUALS FILING Joint RETURNS AND SURVIVING 
Spouses.—There is hereby imposed on the taxable income of— 
“(1) every married individual (as defined in section 7703) who 
makes a single return jointly with his spouse under section 
6013, and 
“(2) every surviving spouse (as defined in section 2(a)), 
a tax determined in accordance with the following table: 


“If taxable income is The tax is: 
Not over $29,750 15% of taxable income. 
Over $29,750 ie plus 28% of the excess over 


“(b) Heaps oF HousEHoLps.—There is hereby imposed on the 
taxable income of every head of a household (as defined in section 
2(b)) a tax determined in accordance with the following table: 


“If taxable income is The tax is: 
Not over $23,900 15% of taxable income. 
Over $23,900 $3,585, plus 28% of the excess over 
23,900 
“(c) UNMARRIED INDIVIDUALS (OTHER THAN SURVIVING SPOUSES 
AND HEapDs OF HOUSEHOLDS).—There is hereby imposed on the tax- 
able income of every individual (other than a surviving spouse as 
defined in section 2(a) or the head of a household as defined in 
section 2(b)) who is not a married individual (as defined in section 
7703) a tax determined in accordance with the following table: 


“If taxable income is The tax is: 
Not over $17,850 15% of taxable income. 
Over $17,850 $2,677.50, plus 28% of the excess over 


“(d) Marriep INDIVIDUALS FILING SEPARATE RetTuRNS.—There is 
hereby imposed on the taxable income of every married individual 
(as defined in section 7703) who does not make a single return 
jointly with his spouse under section 6013, a tax determined in 
accordance with the following table: 


“If taxable income is The tax is: 
Not over $14,875 15% of taxable income. 
Over $14,875 ee plus 28% of the excess over 
_ “(e) Estates AND Trusts.—There is hereby imposed on the taxable 
income of— 
“(1) every estate, and 
“(2) every trust, 
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taxable under this subsection a tax determined in accordance with 
the following table: 


“If taxable income is The tax is: 
Not over $5,000 15% of taxable income. 
Over $5,000 $750, plus 28% of the excess over $5,000. 
“(f) ADJUSTMENTS IN TAX TABLES SO THAT INFLATION WILL Nor 
RESULT IN TAX INCREASES.— 

“(1) IN GENERAL.—Not later than December 15 of 1988, and 
each sul uent calendar year, the Secretary shall prescribe 
tables which shall apply in lieu of the tables contained in 
subsections (a), (b), (c), (d), and (e) with respect to taxable years 
beginning in the succeeding calendar year. 

“(2) METHOD OF PRESCRIBING TABLES.—The table which under 
paragraph (1) is to apply in lieu of the table contained in 
subsection (a), (b), (c), (d), or (e), as the case may be, with respect 
to taxable years beginning in any calendar year shall be pre- 
scribed— 


“(A) by increasing the minimum and maximum dollar 
amounts for each rate bracket for which a tax is imposed 
under such table by the cost-of-living adjustment for such 
calendar year, 

“(B) by not changing the rate applicable to any rate 
bracket as adjusted under subparagraph (A), and 

“(C) by adjusting the amounts setting forth the tax to the 
extent necessary to reflect the adjustments in the rate 
brackets. 

“(3) CosT-OF-LIVING ADJUSTMENT.—For purposes of paragraph 
(2), the cost-of-living adjustment for any calendar year is the 


percentage (if ae which— 


“(A) the CPI for the preceding calendar year, exceeds 
“(B) the CPI for the calendar year 1987. 

“(4) CPI For ANY CALENDAR YEAR.—For purposes of paragraph 
(3), the CPI for any calendar year is the average of the 
Consumer Price Index as of the close of the 12-month period 
ending on August 31 of such calendar year. 

“(5) CONSUMER PRICE INDEX.—For purposes of ph (4), 
the term ‘Consumer Price Index’ means the last Consumer 
Price Index for all-urban consumers published by the Depart- 
ment of Labor. For purposes of the preceding sentence, the 
revision of the Consumer Price Index which is most consistent 
with the Consumer Price Index for calendar year 1986 shall be 


“(6) RouNDING.— 

“(A) IN GENERAL.—If any increase determined under 
paragraph (2A), subsection (gX4), section 63(cX4), or section 
151(dX3) is not a multiple of $50, such increase shall be 
rounded to the next lowest multiple of $50. 

“(B) TABLE FOR MARRIED INDIVIDUALS FILING SEPA- 
RATELY.—In the case of a married individual filing a sepa- 
rate return, subparagraph (A) (other than with respect to 
section 63(cX4)) shall be applied by substituting ‘$25’ for 
‘$50’ each place it appears. 

“(g) PHASEouT OF 15-PERCENT RATE AND PERSONAL EXEMPTIONS.— 

“(1) IN GENERAL.—The amount of tax imposed by this section 

(determined without regard to this subsection) shall be in- 
creased by 5 percent of the excess (if any) of— 
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(A) taxable income, over 

“(B) the applicable dollar amount. 

“(2) LiMITATION.—The increase determined under paragraph 
(1) with respect to any taxpayer for any taxable year shall not 
exceed the sum of— 

“(A) 13 percent of the maximum amount of taxable 
income to which the 15-percent rate applies under the table 
<r in subsection (a), (b), (c), or (e) (whichever applies), 
an 

“(B) 28 percent of the deductions for personal exemptions 
allowable to the taxpayer for the taxable year under section 
151. 

In the case of any individual taxable under subsection (d), 
subparagraph (A) shall apply as if such individual were taxable 
under subsection (a). 

“(3) APPLICABLE DOLLAR AMOUNT.—For purposes of paragraph 
(1), the applicable dollar amount shall be determined under the 
following table: 

“In the case of a taxpayer to which the 

following subsection of this section The applicable dollar 

applies: amount is: 


$71,900 
Subsection (b) 61,650 
Subsection (c) 43,150 
Subsection (d) 35,950 
Subsection (e).... ... 13,000. 


“(4) ADJUSTMENT FOR INFLATION.—In the case of any taxable 
year beginning in a calendar year after 1988, each dollar 
amount contained in paragraph (3) shall be increased by an 
amount equal to— 

“(A) such dollar amount, multiplied by 
“(B) the cost-of-living adjustment determined under 
subsection (f(3) for the calendar year in which the taxable 
year begins. 
“(h) Tax SCHEDULES FOR TAXABLE YEARS BEGINNING IN 1987.—In 
the case of any taxable year beginning in 1987— 

“(1) subsection (g) shall not apply, and 

“(2) the following tables shall apply in lieu of the tables set 
forth in subsections (a), (b), (c), (d), and (e): 

“(A) MARRIED INDIVIDUALS FILING JOINT RETURNS AND 
SURVIVING sSPOUSES.—The table to apply for purposes of 
subsection (a) is as follows: 


“If taxable income is The tax is: 
Not over $3,000 11% of taxable income. 
Over $3,000 but not over $28,000 $330, plus 15% of the excess over $3,000. 
Over $28,000 but not over $45,000 $4,080, plus 28% of the excess over 


$8,840, lus 35% of the excess over 
$24,590, plus 38.5% of the excess over 
$90,000. 


“(B) HEADS OF HOUSEHOLDS.—The table to apply for pur- 
poses of subsection (b) is as follows: 


“If taxable income is The tax is: 
Not over $2,500 11% of taxable income. 
Over $2,500 but not over $23,000 $275, plus 15% of the excess over $2,500. 
Over $23,000 but not over $38,000 se 28% of the excess over 


” 
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“If taxable income is 
Over $38,000 but not over $80,000 ~ "550, pi 35% of the excess over 


$22,250, plus 38.5% of the excess over 
$80,000. 

“(C) UNMARRIED INDIVIDUALS OTHER THAN SURVIVING 
SPOUSES AND HEADS OF HOUSEHOLDS.—The table to apply for 
purposes of subsection (c) is as follows: 


“If taxable income is The tax is: 
Not over $1,800 11% of taxable income. 
Over $1,800 but not over $16,800 $198, plus 15% of the excess over $1,800. 
Over $16,800 but not over $27,000 $2,448, plus 28% of the excess over 


$5,304, Jus 35% of the excess over 
$14,754, plus 38.5% of the excess over 
$54,000. 


“(D) MARRIED INDIVIDUALS FILING SEPARATE RETURNS.— 
i table to apply for purposes of subsection (d) is as 
ollows: 


“If taxable income is The tax is: 
11% of taxable income. 
$165, plus 15% of the excess over $1,500. 
ee 28% of the excess over 


$4,420, lus 35% of the excess over 
$12,295, plus 38.5% of the excess over 
$45,000. 


“(E) EstaTEs AND TRUSTS.—The table to apply for pur- 
poses of subsection (e) is as follows: 


“If taxable income is The tax is: 
Not over $500 11% of taxable income. 
Over $500 but not over $4,700 $55, plus 15% of the excess over $500. 
Over $4,700 but not over $7,550 $685, plus 28% of the excess over $4,700. 
Over $7,550 but not over $15,150 $1, ot plus 35% of the excess over 


Over $15,150 Pi plus 38.5% of the excess over 
$15,150.” 


(b) AMENDMENT OF SECTION 15.—Subsection (d) of section 15 (relat- 
ing to effect of changes in rates during a taxable year) is amended to 
read as follows: 

“(d) Section Not To Appty To INFLATION ADJUSTMENTS.—This 
section shall not apply to any change in rates under subsection (f) of 
section 1 (relating to adjustments in tax tables so that inflation will 
not result in tax increases).” 


SEC. 102. INCREASE IN STANDARD DEDUCTION. 


(a) GENERAL Rute.—Section 63 (defining taxable income) is 
amended to read as follows: 


“SEC. 63. TAXABLE INCOME DEFINED. 


“(a) IN GENERAL.—Except as provided in subsection (b), for pur- 
poses of this subtitle, the term ‘taxable income’ means gross income 
minus the deductions allowed by this chapter (other than the stand- 
ard deduction). 

“(b) INprvipuaLs Wuo Do Not ItEmize THeE1r Depuctions.—In the 
case of an individual who does not elect to itemize his deductions for 
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the taxable year, for purposes of this subtitle, the term ‘taxable 
income’ means adjusted gross income, minus— 

“(1) the standard deduction, and 

“(2) the deduction for personal exemptions provided in section 
151. 

““c) STANDARD DEpuctTIoNn.—For purposes of this subtitle— 

“(1) IN GENERAL.—Except as otherwise provided in this 
subsection, the term ‘standard deduction’ means the sum of— 

“(A) the basic standard deduction, and 

“(B) the additional standard deduction. 

“(2) BASIC STANDARD DEDUCTION.—For purposes of paragraph 
(1), the basic standard deduction is— 

“(A) $5,000 in the case of— 

“(i) a joint return, or 
“(ii) a surviving spouse (as defined in section 2(a)), 

“(B) $4,400 in the case of a head of household (as defined 
in section 2(b)), 

“(C) $3,000 in the case of an individual who is not married 
and who is not a surviving spouse or head of household, or 

“(D) $2,500 in the case of a married individual filing a 
separate return. 

“(3) ADDITIONAL STANDARD DEDUCTION FOR AGED AND BLIND.— 
For purposes of paragraph (1), the additional standard deduc- 
tion is the sum of each additional amount to which the taxpayer 
is entitled under subsection (f). 

“(4) ADJUSTMENTS FOR INFLATION.—In the case of any taxable 
year beginning in a calendar year after 1988, each dollar 
amount contained in paragraph (2) or (5A) or subsection (f) 
shall be increased by an amount equal to— 

“(A) such dollar amount, multiplied by 

“(B) the cost-of-living adjustment determined under sec- 
tion 1(f(3) for the calendar year in which the taxable year 
begins. 

“(5) LIMITATION ON STANDARD DEDUCTION IN THE CASE OF 
CERTAIN DEPENDENTS.—In the case of an individual with respect 
to whom a deduction under section 151 is allowable to another 
taxpayer for a taxable year beginning in the calendar year in 
which the individual’s taxable year begins, the standard deduc- 
tion applicable to such individual for such individual’s taxable 
year shall not exceed the greater of— 

“(A) $500, or 

“(B) such individual’s earned income. 

“(6) CERTAIN INDIVIDUALS, ETC., NOT ELIGIBLE FOR STANDARD 
DEDUCTION.—In the case of— 

“(A) a married individual filing a separate return where 
either spouse itemizes deductions, 

“(B) a nonresident alien individual, 

“(C) a citizen of the United States entitled to the benefits 
of section 931 (relating to income from sources within 
possessions of the United States), 

“(D) an individual making a return under section 
443(a\1) for a period of less than 12 months on account of a 
change in his annual accounting period, or 

“(E) an estate or trust, common trust fund, or partner- 


ship, 
the standard deduction shall be zero. 
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“(d) Iremizep Depuctions.—For purposes of this subtitle, the term 
‘itemized deductions’ means the deductions allowable under this 
chapter other than— 

“(1) the deductions allowable in arriving at adjusted gross 
income, and 

“(2) the deduction for personal exemptions provided by sec- 
tion 151. 

“(e) ELEcTION To ITEMIZE.— 

“(1) IN GENERAL.—Unless an individual makes an election 
under this subsection for the taxable year, no itemized deduc- 
tion shall be allowed for the taxable year. For purposes of this 
subtitle, the determination of whether a deduction is allowable 
under this chapter shall be made without regard to the preced- 
ing sentence. 

“(2) TIME AND MANNER OF ELECTION.—Any election under this 
subsection shall be made on the taxpayer’s return, and the 
Secretary shall prescribe the manner of signifying such election 
on the return. 

“(3) CHANGE OF ELECTION.—Under regulations prescribed by 
the Secretary, a change of election with respect to itemized 
deductions for any taxable year may be made after the filing of 
the return for such year. If the spouse of the taxpayer filed a 
separate return for any taxable year corresponding to the tax- 
able year of the taxpayer, the change shall not be allowed 
unless, in accordance with such regulations— 

“(A) the spouse makes a change of election with respect 
to itemized deductions, for the taxable year covered in such 
separate return, consistent with the change of treatment 
sought by the taxpayer, and 

“(B) the taxpayer and his spouse consent in writing to the 
assessment (within such period as may be agreed on with 
the Secretary) of any deficiency, to the extent attributable 
to such change of election, even though at the time of the 
filing of such consent the assessment of such deficiency 
would otherwise be prevented by the operation of any law 
or rule of law. 

This paragraph shall not apply if the tax liability of the tax- 
payer’s spouse for the taxable year corresponding to the taxable 
year of the taxpayer has been compromised under section 7122. 

“(f) AGED OR BLIND ADDITIONAL AMOUNTS.— 

“(1) ADDITIONAL AMOUNTS FOR THE AGED.—The taxpayer shall 
be entitled to an additional amount of $600— 

“(A) for himself if he has attained age 65 before the close 
of his taxable year, and 

“(B) for the spouse of the taxpayer if the spouse has 
attained age 65 before the close of the taxable year and an 
additional exemption is allowable to the taxpayer for such 
spouse under section 151(b). 

“(2) ADDITIONAL AMOUNT FOR BLIND.—The taxpayer shall be 
entitled to an additional amount of $600— 

“(A) for himself if he is blind at the close of the taxable 
year, and 

“(B) for the spouse of the taxpayer if the spouse is blind 
as of the close of the taxable year and an additional exemp- 
tion is allowable to the taxpayer for such spouse under 
section 151(b). 
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For purposes of subparagraph (B), if the spouse dies —— the 
taxable year the determination of whether such spouse is blind 
shall be made as of the time of such death. 

“(3) HIGHER AMOUNT FOR CERTAIN UNMARRIED INDIVIDUALS.— 
In the case of an individual who is not married and is not a 
surviving spouse, phs (1) and (2) shall be applied by 
substituting ‘$750’ for ‘$600’. 

“(4) BLINDNESS DEFINED.—For purposes of this subsection, an 
individual is blind only if his central visual acuity does not 
exceed 20/200 in the better eye with correcting lenses, or if his 
visual acuity is greater than 20/200 but is accompanied by a 
limitation in the fields of vision such that the widest diameter of 
the visual field subtends an angle no greater than 20 degrees. 

“(g) MarrraL Status.—For purposes of this section, marital status 
shall be determined under section 7703. 

“(h) TRANSITIONAL RULE FOR TAXABLE YEARS BEGINNING IN 
1987.—In the case of any taxable year beginning in 1987, paragraph 
(2) of subsection (c) shall be applied— 

“(1) by substituting ‘$3,760’ for ‘$5,000’, 

“(2) by substituting ‘$2,540’ for ‘$4,400’, 

“(3) by substituting ‘$2,540’ for ‘$3,000’, and 

“(4) by substituting ‘$1,880’ for ‘$2,500’. 

The preceding sentence shall not apply if the taxpayer is entitled to 
an additional amount determined under subsection (f) (relating to 
additional amount for aged and blind) for the taxable year.” 

(b) Tax TaBLEs.—Section 3 (relating to tax tables for individuals) 
is amended by striking out subsection (a) and inserting in lieu 
thereof the following: 

“(a) ImpostTion OF Tax TABLE Tax.— 

“(1) IN GENERAL.—In lieu of the tax imposed by section 1, 
there is hereby imposed for each taxable year on the taxable 
income of every individual— 

“(A) who does not itemize his deductions for the taxable 
year, and 
“(B) whose taxable income for such taxable year does not 
exceed the ceiling amount, 
a tax determined under tables, applicable to such taxable your, 
which shail be prescribed by the tary and which shall be in 
such form as he determines >... In the table so pre- 
scribed, the amounts of the tax shall be computed on the basis 
of the rates prescribed by section 1. 

“(2) CEILING AMOUNT DEFINED.—For purposes of paragraph (1), 
the term ‘ceiling amount’ means, with respect to any taxpayer, 
the amount (not less than $20,000) determined by the Secretary 
for the tax rate category in which such taxpayer falls. 

“(3) AUTHORITY TO PRESCRIBE TABLES FOR TAXPAYERS WHO ITEM- 
IZE DEDUCTIONS.—The Secretary may provide that this section 
shall apply also for any taxable year to individuals who itemize 
their deductions. aa tables prescribed under the preceding 
sentence shall be on the basis of taxable income.” 


SEC. 103. INCREASE IN PERSONAL EXEMPTIONS. 


(a) GENERAL RuLe.—Subsection (f) of section 151 (defining exemp- 
tion amount) is amended to read as follows: 
“(f) EXEMPTION AMOUNT.—For purposes of this section— 
“(1) IN GENERAL.—Except as provided in paragraph (2), the 
term ‘exemption amount’ means— 
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“(A) $1,900 for taxable years beginning during 1987, 

“(B) $1,950 for taxable years beginning during 1988, and 

a for taxable years beginning after December 
31, 1988. 

“(2) EXEMPTION AMOUNT DISALLOWED IN THE CASE OF CERTAIN 
DEPENDENTS.—In the case of an individual with respect to whom 
a deduction under this section is allowable to another taxpayer 
for a taxable year beginning in the calendar year in which the 
individual’s taxable year begins, the exemption amount ap- 
plicable to such individual for such individual’s taxable year 
shall be zero. 

“(3) INFLATION ADJUSTMENT FOR YEARS AFTER 1989.—In the 
case of any taxable year beginning in a calendar year after 
1989, the dollar amount contained in paragraph (1XC) shall be 
increased by an amount equal to— 

“(A) such dollar amount, multiplied by 

“(B) the cost-of-living adjustment determined under sec- 
tion 1(f3), for the calendar year in which the taxable year 
begins, by substituting ‘calendar year 1988’ for ‘calendar 
year 1987’ in subparagraph (B) thereof.” 

(b) REPEAL OF ADDITIONAL EXEMPTIONS FOR TAXPAYERS OVER AGE 
65 or Buinp.—Section 151 is amended by striking out subsections (c) 
and (d) and by redesignating subsections (e) and (f) as subsections (c) 
and (d), respectively. 


SEC. 104. TECHNICAL AMENDMENTS. 


(a) FILING REQUIREMENTS.— 

(1) SecTION 6012.— 

(A) Paragraph (1) of section 6012(a) (relating to persons 
required to make returns of income) is amended to read as 
follows: 

“(1(A) Every individual having for the taxable year gross 
income which equals or exceeds the exemption amount, except 
that a return shall not be required of an individual— 

“(i) who is not married (determined by applying section 
7703), is not a surviving spouse (as defined in section 2(a)), is 
not a head of a household (as defined in section 2(b)), and for 
the taxable year has gross income of less than the sum of 
the exemption amount plus the basic standard deduction 
applicable to such an individual, 

“(ii) who is a head of a household (as so defined) and for 
the taxable year has gross income of less than the sum of 
the exemption amount plus the basic standard deduction 
applicable to such an individual, 

“(iii) who is a surviving spouse {as so defined) and for the 
taxable year has gross income of less than the sum of the 
exemption amount plus the basic standard deduction ap- 
plicable to such an individual, or 

“(iv) who is entitled to make a joint return and whose 
gross income, when combined with the gross income of his 
spouse, is, for the taxable year, less than the sum of twice 
the exemption amount plus the basic standard deduction 
applicable to a joint return, but only if such individual and 
his spouse, at the close of the taxable year, had the same 
household as their home. 
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Clause (iv) shall not apply if for the taxable year such spouse 
makes a separate return or any other taxpayer is entitled to an 
exemption for such spouse under section 151(c). 

“(B) The amount specified in clause (i), (ii), or (iii) of subpara- 
graph (A) shall be increased by the amount of 1 additional 
standard deduction (within the meaning of section 63(c\3)) in 
the case of an individual entitled to such deduction by reason of 
section 63(f(1A) (relating to individuals age 65 or more), and 
the amount specified in clause (iv) of subparagraph (A) shall be 
increased by the amount of the additional standard deduction 
for each additional standard deduction to which the individual 
or his spouse is entitled by reason of section 63(f(1). 

“(C) The exception under subparagraph (A) shall not apply to 
any individual— 

“(i) who is described in section 63(cX5) and who has— 

“(D) income (other than earned income) in excess of 
the amount in effect under section 63(c\5\A) (relating 
to limitation on standard deduction in the case of 
certain dependents), or 

“(ID total gross income in excess of the standard 
deduction, or 

“(ii) for whom the standard deduction is zero under sec- 
tion 63(cX6). 

“(D) For purposes of this subsection— 

“(i) The terms ‘standard deduction’, ‘basic standard 
deduction’ and ‘additional standard deduction’ have the 
respective meanings given such terms by section 63(c). 

“(ii) The term ‘exemption amount’ has the meaning given 
such term by section 151(d). In the case of an individual 
Se in section 151(d\2), the exemption amount shall 

zero. 

(B) Paragraph (9) of section 6012(a) is amended by strik- 
ing out “$2,700 or more” and inserting in lieu thereof “not 
less than the sum of the exemption amount plus the basic 
standard deduction under section 63(cX2XD)”. 

(2) Secrion 6013.—Subparagraph (A) of section 6013(bX3) 
(relating to when return deemed filed) is amended— 

(A) by striking out “(twice the exemption amount in case 
such spouse was 65 or over)” each place it appears, 

(B) by striking out “section 151(f)’ and inserting in lieu 
thereof “section 151(d)”, and 

(C) by adding at the end thereof the following new sen- 
tence: “For purposes of clauses (ii) and (iii), if the spouse 
whose gross income is being compared to the exemption 
amount is 65 or over, such clauses shall be applied by 
substituting ‘the sum of the exemption amount and the 
additional standard deduction under section 63(c\(2) by 
reason of section 63(f(1XA)’ for ‘the exemption amount’. 

(b) OrHER AMENDMENTS.— 

(1) SEcTION 21, ETC.— 

(A) Sections ho sagen 21(eX6XA), and 12%cX1) are each 
amended by striking out “section 151(e)” and inserting in 
lieu thereof “section 151(c)”’. 

(B) Sections 21(eX6XB), 32(cX1XAXi), 129(cX2), and 
152(eX1XA) are each amended by striking out “section 
151(eX3)” and inserting in lieu thereof “section 151(cX3)”. 
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(2) SECTION 108.—Subparagraph (B) of section 108(b\3) is 
amended by striking out “50 cents” and inserting in lieu thereof 
“33% cents”. 

(3) SECTION 152, ETc.—Sections 152(d\2) and 2032A(cX7\D) are 
each amended by striking out “section 151(e\4)” and inserting 
in lieu thereof “section 151(c\(4)”. 

(4) Section 172.—Subsection (d) of section 172 (relating to 
modifications) is amended by striking out paragraph (7). 

(5) Section 402.—Subparagraph (B) of section 402(eX1), as 
amended by section 1222(b), is amended by striking out “the 
zero bracket amount applicable to such individual for the tax- 
able year plus”. 

(6) Section 441.—Clause (iii) of section 441(f(2\B) (relating to 
change in accounting period) is amended by striking out “and 
by adding the zero bracket amount,”. 

(7) SECTION 443.— 

(A) Paragraph (1) of section 443(b) (relating to computa- 
tion of tax on change of annual accounting period) is 
amended by striking out “, and adding the zero bracket 
amount”. 

(B) Clause (ii) of section 443(b\2)(A) (relating to computa- 
tion based on 12-month period) is amended to read as 
follows: 

“(ii) the tax computed on the modified taxable 
income for the short period.” 

(8) SecTion 541.—Section 541 is amended by striking out “50 
percent” and inserting in lieu thereof “28 percent (38.5 percent 
in the case of taxable years beginning in 1987)’. 

(9) Section 613a.—Paragraph (1) of section 613A(d) (relating 
to limitation on percentage depletion based on taxable income) 
is amended by striking out “(reduced in the case of an individ- 
ual by the zero bracket amount)”. 

(10) Section a (2) of section 667(b) (relating to 
tax on amount deemed distributed by trust in preceding years) 
is amended to read as follows: 

“(2) TREATMENT OF LOSS YEARS.—For purposes of paragraph 
(1), the taxable income of the beneficiary for any taxable year 
shall be deemed to be not less than zero.” 

(11) Section 861.—Subsection (b) of section 861 (relating to 
taxable income from sources within the United States) is 
amended by striking out “the zero bracket amount” and insert- 
ing in lieu thereof “the standard deduction”. 

(12) Section 862.—Subsection (b) of section 862 (relating to 
taxable income from sources without the United States) is 
amended by striking out “the zero bracket amount” and insert- 
ing in lieu thereof “the standard deduction”. 

(13) Section 904.—Subsection (a) of section 904 (relating to 
limitation on foreign tax credit) is amended by striking out the 
last sentence. 

(14) Section 1398.—Subsection (c) of section 1398 (relating to 
computation and payment of tax; zero bracket amount) is 
amended— 

(A) by striking out “Zero Bracket AMOUNT’ in the 
subsection heading and inserting in lieu thereof “Basic 
STANDARD DEDUCTION”, and 

(B) by striking out paragraph (3) and inserting in lieu 
thereof the following: 
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“(3) BASIC STANDARD DEDUCTION.—In the case of an estate 
which does not itemize deductions, the basic standard deduction 
for the estate for the taxable year shall be the same as for a 
married individual filing a separate return for such year.” 

(15) SECTION 3402.— 

(A) Paragraph (1) of section 3402(f) (relating to withhold- 
ing exemptions) is amended by striking out subparagraphs 
(B) and (C) and by redesignating subparagraphs (D), (E), (F), 
and (G) as subparagraphs (B), (C), (D), and (E), respectively. 

(B) Subparagraph (A) of section 3402(f\(1) is amended by 
inserting “unless he is an individual described in section 
151(d\(2)” after “himself”. 

(C) Subparagraph (B) of section 3402(f\(1), as redesignated 
by subparagraph (A), is amended by striking out “subpara- 
graph (A), (B), (C), or (F)” and inserting in lieu thereof 
“subparagraph (A) or (D)”’. 

(D) Subparagraph (C) of section 3402(f\1), as redesignated 
by subparagraph (A), is amended by striking out “section 
151(e)” and inserting in lieu thereof “section 151(c)’. 

(E) Subparagraph (E) of section 3402(f(1), as redesignated 
by subparagraph (A), is amended by striking out “zero 
bracket” and inserting in lieu thereof “standard deduc- 
tion’’. 

(F) The last sentence of paragraph (1) of section 3402(f) is 
amended— 

(i) by striking out “subparagraph (G)’” and inserting 
in lieu thereof “subparagraph (E)’, and 

(ii) by striking out “zero bracket” and inserting in 
lieu thereof “standard deduction”. 

(G) Paragraph (3) of section 3402(m) is amended by insert- 
ing “(including the additional standard deduction under 
section 63(cX3) for the aged and blind)” after “deductions”. 

(16) SEcTION 6014.— 

(A) Subsection (a) of section 6014 (relating to income tax 
return—tax not computed by taxpayer) is amended by strik- 
ing out “who does not have an unused zero bracket amount 
(determined under section 63(e))” and inserting in lieu 
thereof “who is not described in section 6012(aX1\CXi)”. 

(B) Paragraph (4) of section 6014(b) is amended to read as 
follows: 

“(4) to cases where the taxpayer itemizes his deductions or 
where the taxpayer claims a reduced standard deduction by 
reason of section 63(c)(5).” 

(17) Section 6212.—Subparagraph (A) of section 6212(c\(2) 
(relating to cross references) is amended to read as follows: 

“(A) Deficiency attributable to change of treatment with 
respect to itemized deductions, see section 63(e\3).” 

(18) SecTion 6504.—Paragraph (2) of section 6504 (relating to 
cross references) is amended to read as follows: 


“(2) Change of treatment with respect to itemized deductions where tax- 
payer and his spouse make separate returns, see section 63(e)(3).” 
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Subtitle B—Provisions Related to Tax Credits 


SEC. 111. INCREASE IN EARNED INCOME CREDIT. 


(a) INCREASE IN AMOUNT oF CrEpDIT.—Subsection (a) of section 32 
(relating to earned income credit) is amended— 

) by striking out “11 percent” and inserting in lieu thereof 
“14 percent”, and 
“ete striking out “$5,000” and inserting in lieu thereof 

(b) INCREASE IN INCOME LEVEL AT WHICH PHASEOUT BEGINS.— 
Subsection (b) of section 32 is amended to read as follows: 

“(b) LimrTaTION.—The amount of the credit allowable to a tax- 
payer under subsection (a) for any taxable year shall not exceed the 
excess (if any) of— 

“(1) the maximum credit allowable under subsection (a) to any 
taxpayer, over 
“(2) 10 percent of so much of the adjusted gross income (or, if 
greater, the earned income) of the taxpayer for the taxable year 
as exceeds $9,000. 
In the case of any taxable year beginning in 1987, paragraph (2) 
shall be applied by substituting ‘$6,500’ for ‘$9,000’.” 


(c) INFLATION ADJUSTMENTS.—Section 32 is amended by adding at 
the end thereof the following new subsection: 
“(i) INFLATION ADJUSTMENTS.— 

“(1) IN GENERAL.—In the case of any taxable year beginning 
after the applicable calendar year, each dollar amount referred 
to in paragraph (2B) shall be increased by an amount equal 
to— 


“(A) such dollar amount, multiplied by 

“(B) the cost-of-living adjustment determined under sec- 
tion 1(f3), for the calendar year in which the taxable year 
begins, by substituting ‘calendar year 1984’ for ‘calendar 
bd 1987’ in subparagraph (B) thereof. 

“(2) DEFINITIONS, ETC.—For purposes of paragraph (1)— 

“(A) APPLICABLE CALENDAR YEAR.—The term ‘applicable 
calendar year’ means— 
“(i) 1986 in the case of the dollar amounts referred to 
in clause (i) or (ii) of subparagraph (B), and 
“(ii) 1987 in the case of the dollar amount referred to 
in clause (iii) of magaregnre> (B). 
“(B) DoLLAR AMOUNTS.—The dollar amounts referred to 
in this subparagraph are— 
“(i) the $5,714 amount contained in subsection (a), 
“(ii) the $6,500 amount contained in the last sentence 
of subsection (b), and 
“(iii) the $9,000 amount contained in subsection (b)(2). 

(3) RounpInG.—If any increase determined under paragraph 
(1) is not a multiple of $10, such increase shall be rounded to the 
nearest multiple of $10 (or, if such increase is a multiple of $5, 
S10)" increase shall be increased to the next higher multiple of 

(d) CONFORMING AMENDMENTS.— 

(1) Paragraph (2) of section 32(f) (relating to amount of credit 
to be determined under tables) is amended by striking out 
subparagraphs (A) and (B) and inserting in lieu thereof the 
following: 
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“(A) for earned income between $0 and the amount of 
earned income at which the credit is phased out under 
subsection (b), and 

“(B) for adjusted gross income between the dollar amount 
at which the phaseout begins under subsection (b) and the 
amount of adjusted gross income at which the credit is 
phased out under subsection (b).” 

(2) Subparagraph (B) of section 3507(cX2) (relating to earned 
income advance amount) is amended by striking out clauses (i) 
and (ii) and inserting in lieu thereof the following: 

“(i) of not more than 14 percent of earned income not 
in excess of the amount of earned income taken into 
account under section 32(a), which 

“(ii) phases out between the amount of earned 
income at which the phaseout begins under subsection 
(b) of section 32 and the amount of earned income at 
which the credit under section 32 is phased out under 
such subsection, or’’. 

(3) Subparagraph (C) of section 3507(c)\(2) is amended by strik- 
ing out clauses (i) and (ii) and inserting in lieu thereof the 
following: 

“(i) of not more than 14 percent of earned income not 
in excess of % of the amount of earned income taken 
into account under section 32(a), which 

“(ii) phases out between amounts of earned income 
which are % of the amounts of earned income de- 
scribed in subparagraph (B\ii).” 

(e) EMPLOYEE NotiIFICATION.—The ee of the Treasury is 
directed to require, under regulations, employers to notify any 
employee who has not had any tax withheld from wages (other than 
an employee whose wages are exempt from withholding pursuant to 
section 3402(n) of the Internal Revenue Code of 1986) that such 


— may be eligible for a refund because of the earned income 
credit. 


SEC. 112. REPEAL OF CREDIT FOR CONTRIBUTIONS TO CANDIDATES FOR 
PUBLIC OFFICE. 


(a) GENERAL Rue.—Section 24 (relating to contributions to can- 
didates for public office) is hereby repealed. : 
(b) TecHNICAL AMENDMENTS.— 
(1) Subsection (g) of section 527 (relating to treatment of 
newsletter funds) is amended— 
(A) by striking out “section 24(c\2)” in paragraph (1) and 
inserting in lieu thereof “paragraph (3)”, and 
(B) by adding at the end thereof the following new para- 


graph: 
“(3) CANDIDATE.—For purposes of gn eo (1), the term 


‘candidate’ means, with respect to any F 
elective public office, an individual who— 
“(A) publicly announces that he is a candidate for 
nomination or election to such office, and 
“(B) meets the qualifications prescribed by law to hold 
such office.” 
(2) Subsection (a) of section 642 (relating to credits against tax 
for estates and trusts) is amended to read as follows: 
“(a) Foreicn Tax Crepit ALLOWED.—An estate or trust shall be 
allowed the credit against tax for taxes imposed by foreign countries 


eral, State, or local 
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and possessions of the United States, to the extent allowed by 
section 901, only in respect of so much of the taxes described in such 
section as is not properly allocable under such section to the bene- 
ficiaries.” 

(3) Paragraph (3) of section 901(i) (relating to cross references) 
is amended by striking out “section 642(aX1)” and inserting in 
lieu thereof “section 642(a)”. 

(4) Paragraph (6) of section 7871(a) (relating to Indian tribal 
ee treated as States for certain purposes) is amended 

by striking out subparagraph (A) and by redesignating subpara- 
graphs (B), (C), (D), (E), and (F) as subparagraphs (A), (B), (C), (D), 
and (E), respectively. 

(5) The table of sections for subpart A of part IV of subchapter 
A of =" 1 is amended by striking out the item relating to 
section 


Subtitle C—Provisions Related to Exclusions 


SEC. 121. TAXATION OF UNEMPLOYMENT COMPENSATION. 


Section 85 (relating to unemployment compensation) is amended 
to read as follows: ° 


“SEC. 85. UNEMPLOYMENT COMPENSATION. 


“(a) GENERAL Rute.—In the case of an individual, gross income 
includes unemployment compensation. 

“(b) UNEMPLOYMENT COMPENSATION DEFINED.—For purposes of 
this section, the term ‘unemployment compensation’ means any 
amount received under a law of the United States or of a State 
which is in the nature of unemployment compensation.” 


SEC. 122. PRIZES AND AWARDS. 


(a) ExcLusion From Gross INCOME.— 

(1) IN GENERAL.—Section 74 (relating to prizes and awards) is 
amended— 

(A) by striking out “Except as provided in subsection (b) 
and” in subsection (a) and inserting in lieu thereof “Except 
as otherwise provided in this section or”, 

(B) by striking out “Exception” in the heading for subsec- 
tion (b) and inserting in lieu thereof “Exception ror CER- 
TAIN PRIZES AND AWARDS TRANSFERRED TO CHARITIES’, 

(C) by striking out “and” at the end of subsection (XD), by 
striking out the period at the end of subsection (bX(2) and 
inserting in lieu thereof “; and”, and by adding after subsec- 
tion (b\(2) the following new pace’ 

“(3) the prize or award is trans rred by the payor to a 
governmental unit or organization described in paragraph (1) or 
(2) of section 170(c) pursuant to a designation made by the 
recipient.”, and 

(D) by adding at the end thereof the following new subsec- 
tion: 

“(c) EXCEPTION FOR CERTAIN EMPLOYEE ACHIEVEMENT AWARDS.— 

“(1) IN GENERAL.—Gross income shall not include the value of 
an employee achievement award (as defined in section 274()) 
received by the taxpayer if the cost to the employer of the 
employee achievement award does not exceed the amount 
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allowable as a deduction to the employer for the cost of the 
employee achievement award. 

“(2) EXCESS DEDUCTION AWARD.—If the cost to the employer of 
the employee achievement award received by the taxpayer 
exceeds the amount allowable as a deduction to the employer, 
then gross income includes the greater of— 

“(A) an amount equal to the portion of the cost to the 
employer of the award that is not allowable as a deduction 
to the employer (but not in excess of the value of the 
award), or 

“(B) the amount by which the value of the award exceeds 
the amount allowable as a deduction to the employer. 

The remaining portion of the value of such award shall not be 
included in the gross income of the recipient. 

“(3) TREATMENT OF TAX-EXEMPT EMPLOYERS.—In the case of an 
employer exempt from taxation under this subtitle, any ref- 
erence in this subsection to the amount allowable as a deduction 
to the employer shall be treated as a reference to the amount 
which would be allowable as a deduction to the employer if the 
employer were not exempt from taxation under this subtitle. 

“(4) CROSS REFERENCE.— 


“For provisions excluding certain de minimis fringes from gross 
income, see section 132(e).” 
(2) CONFORMING AMENDMENTS.— 

(A) Clause (i) of section 4941(d\2\G) is amended by strik- 
ing out “section 74(b)” and inserting in lieu thereof ‘ 
74(b) (without regard to paragraph (3) thereof)”. 

(B) Paragraph (2) of section 4945(g) is amended by strik- 


section 


ing out “section 74(b)” and inserting in lieu thereof ‘ 
74(b) (without regard to paragraph (3) thereof)’. 

(b) AMOUNTS TRANSFERRED BY EMPLOYER Not EXCLUDABLE AS 
Girts.—Section 102 (relating to gifts and inheritances) is amended 
by adding at the end thereof the following new subsection: 

“(c) EMPLOYEE GIFTs.— 

“(1) IN GENERAL.—Subsection (a) shall not exclude from gross 
income any amount transferred by or for an employer to, or for 
the benefit of, an employee. 

“(2) CROSS REFERENCES.— 

“For provisions excluding certain employee achievement awards from 

gross income, see section 74(c). 

“For provisions excluding certain de minimis fringes from gross 

income, see section 132(e).” 

(c) Girts.—Section 274(b) (relating to gifts) is amended— 

(1) by adding “or” at the end of subparagraph (A) of para- 
graph (1), 

(2) by striking out “or” at the end of subparagraph (B) of 
paragraph (1), and inserting in lieu thereof a period, 

(3) by striking out subparagraph (C) of paragraph (1), and 

(4) by striking out paragraph (3). 

(d) DEDUCTION FoR Cost OF EMPLOYEE ACHIEVEMENT AWARDS.— 
Section 274 (relating to certain entertainment, etc., expenses) is 
amended by redesignating subsection (j) as subsection (k) and by 
inserting after subsection (i) the following new subsection: 

“(j) EMPLOYEE ACHIEVEMENT AWARDS.— 

“(1) GENERAL RULE.—No deduction shall be allowed under 
section 162 or section 212 for the cost of an employee achieve- 


section 
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ment award except to the extent that such cost does not exceed 
the deduction limitations of paragraph (2). 

“(2) DEDUCTION LIMITATIONS.—The deduction for the cost of an 
employee achievement award made by an employer to an 
employee— 

“(A) which is not a qualified plan award, when added to 
the cost to the employer for all other employee achievement 
awards made to such employee during the taxable year 
a are not qualified plan awards, shall not exceed $400, 
an 

“(B) which is a qualified plan award, when added to the 
cost to the employer for all other employee achievement 
awards made to such employee during the taxable year 
(including employee achievement awards which are not 
qualified plan awards), shall not exceed $1,600. 

“(3) DEFmniTIONS.—For purposes of this subsection— 

“(A) EMPLOYEE ACHIEVEMENT AWARD.—The term ‘em- 
ployee achievement award’ means an item of tangible per- 
sonal property which is— 

“(i) transferred by an employer to an employee for 
length of service achievement or safety achievement, 

a awarded as part of a meaningful presentation, 
an 

“(iii) awarded under conditions and circumstances 
that do not create a significant likelihood of the pay 
ment of disguised compensation. 

“(B) QUALIFIED PLAN AWARD.— 

“(i) IN GENERAL.—The term ‘qualified plan award’ 
means an employee achievement award awarded as 
part of an established written plan or program of the 
taxpayer which does not discriminate in favor of highly 
compensated employees (within the meaning of section 
414(q)) as to eligibility or benefits. 

“(ii) LimrTaTiIon.—An employee achievement award 
shall not be treated as a qualified plan award for any 
taxable year if the average cost of all employee achieve- 
ment awards which are provided by the employer 
during the year, and which would be qualified plan 
awards but for this subparagraph, exceeds $400. For 
purposes of the preceding sentence, average cost shall 
be determined by including the entire cost of qualified 
plan awards, without taking into account employee 
achievement awards of nominal value. 

“(4) SPECIAL RULES.—F or purposes of this subsection— 

“(A) PARTNERSHIPS.—In the case of an employee achieve- 
ment award made by a partnership, the deduction limita- 
tions contained in paragraph (2) shall apply to the partner- 
ship as well as to each member thereof. 

“(B) LENGTH OF SERVICE AWARDS.—An item shall not be 
treated as having been provided for length of service 
achievement if the item is received during the recipient’s 
lst 5 years of employment or if the recipient received a 
length of service achievement award (other than an award 
excludable under section 132(eX1)) during that year or any 
of the prior 4 years. 
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“(C) SAFETY ACHIEVEMENT AWARDS.—An item provided by 
an employer to an employee shall not be treated as having 
been provided for safety achievement if— 

“(i) during the taxable year, employee achievement 
awards (other than awards excludable under section 
132(eX(1)) for safety achievement have previously been 
awarded by the employer to more than 10 percent of 
the employees of the employer (excluding employees 
described in clause (ii)), or 

“(ii) such item is awarded to a manager, adminis- 
trator, clerical employee, or other professional 
employee.”’. 

(e) TREATMENT FOR PURPOSES OF EMPLOYMENT TAXES.—Each of the 
following provisions are amended by striking out “117 or’ and 
inserting in lieu thereof “74(c), 117, or”: 

(1) Section 3121(aX(20). 

(2) Section 3231(eX5). 

(3) Section 3306(b\(16). 

(4) Section 3401(a\(20). 

(5) Section 209(s) of the Social Security Act. 


SEC. 123. SCHOLARSHIPS. 


(a) In GENERAL.—Section 117 (relating to scholarship and fellow- 
ship grants) is amended to read as follows: 


“SEC. 117. QUALIFIED SCHOLARSHIPS. 


“(a) GENERAL RuLE.—Gross income does not include any amount 
received as a qualified scholarship by an individual who is a can- 
didate for a degree at an educational organization described in 


section 170(b\1AXii). 
“(b) QUALIFIED SCHOLARSHIP.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘qualified scholarship’ means any 
amount received by an individual as a scholarship or fellowship 
grant to the extent the individual establishes that, in accord- 
ance with the conditions of the grant, such amount was used for 
qualified tuition and related expenses. 

“(2) QUALIFIED TUITION AND RELATED EXPENSES.—For purposes 
of paragraph (1), the term ‘qualified tuition and related ex- 
penses’ means— 

“(A) tuition and fees required for the enrollment or 
attendance of a student at an educational organization 
described in section 170(bX1AXii), and 

“(B) fees, books, supplies, and equipment required for 
courses of instruction at such an educational organization. 

‘(c) LimrraTion.—Subsections (a) and (d) shall not apply to that 
portion of any amount received which represents payment for teach- 
ing, research, or other services by the student required as a condi- 
tion for receiving the qualified scholarship or qualified tuition 
reduction. 

“(d) QUALIFIED TuITION REDUCTION.— 

“(1) IN GENERAL.—Gross income shall not include any quali- 
fied tuition reduction. 

“(2) QUALIFIED TUITION REDUCTION.—For purposes of this 
subsection, the term ‘qualified tuition reduction’ means the 
amount of any reduction in tuition provided to an employee of 
an organization described in section 170(b\1\A)(Gi) for the edu- 
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cation (below the graduate level) at such organization (or an- 
other organization described in section 170(bX1AXii)) of— 
“(A) such employee, or 
“(B) any person treated as an employee (or whose use is 
= as an employee use) under the rules of section 
132(f). 

“(3) REDUCTION MUST NOT DISCRIMINATE IN FAVOR OF HIGHLY 
COMPENSATED, ETC.—Paragraph (1) shall apply with respect to 
any qualified tuition reduction provided with respect to an 
officer, owner, or highly compensated employee only if suc 
reduction is available on substantially the same terms to each 
member of a group of employees which is defined under a 
reasonable classification set up by the employer which does not 
discriminate in favor of officers, owners, or highly compensated 
employees (within the meaning of section 414(q)).’ 

(b) TECHNICAL AMENDMENTS.— 

(1) Subsection (a) of section 74 is amended by striking out 
“(relating to scholarship and fellowship ts)” and inserting 
in lieu thereof ‘(relating to qualified scholarships)”. 

(2) The second sentence of section 1441(b) (relating to income 
items) is amended to read as follows: “The items of income 
referred to in subsection (a) from which tax shall be deducted 
and withheld at the rate of 14 percent are amounts which are 
received by a nonresident alien individual who is temporarily 
present in the United States as a ogee eg under subpara- 
graph (F) or (J) of section 101(aX15) of the Immigration and 

Nationality Act and which are incident to a qualified scholar- 
ship to which section 117(a) applies, but only to the extent such 
amounts are includible in gross income.” 

(3) Paragraph (6) of section 7871(a) (relating to Indian tribal 
governments treated as States for certain purposes), as amend- 
ed 7 section 112, is amended by striking out subparagraph (B) 
and by redesignating subparagraphs (C), (D), and (E) as subpara- 
graphs (B), (C), and (D), eee s 

(4) The table of sections for part III of subchapter B of chapter 


1 is amended by striking out the item relating to section 117 and 
inserting in lieu thereof the following new item: 
“Sec. 117. Qualified scholarships.” 


Subtitle D—Provisions Related to Deductions 


SEC. 131. REPEAL OF DEDUCTION FOR 2-EARNER MARRIED COUPLES. 


(a) GENERAL RuLe.—Section 221 (relating to deduction for 2-earner 
married couples) is hereby repealed. 
(b) CONFORMING AMENDMENTS.— 
(1) Section 62 is amended by striking out paragraph (16). 
(2) Subparagraph (A) of section 86(bX2) is amended by strikin 
out “sections 221,” and inserting in lieu thereof “sections”. 
(3) The table of sections for part VII of subchapter B of 
ore 1 is amended by striking out the item relating to section 


SEC. 132. 2-PERCENT FLOOR ON MISCELLANEOUS ITEMIZED DEDUCTIONS. 


(a) GENERAL RuLe.—Part I of subchapter B of chapter 1 (defining 
gross income, adjusted gross income, etc.) is amended by adding at 
the end thereof the following new section: 
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“SEC. 67. 2-PERCENT FLOOR ON MISCELLANEOUS ITEMIZED DEDUCTIONS. 


“(a) GENERAL Rute.—In the case of an individual, the miscellane- 
ous itemized deductions for any taxable year shall be allowed only to 
the extent that the aggregate of such deductions exceeds 2 percent 
of adjusted gross income. 

“(b) MIscELLANEOUS ITEMIzED DepuctTions.—For pw: of this 
section, the term ‘miscellaneous itemized deductions’ means the 
itemized deductions other than— 

“(1) the deduction under section 163 (relating to interest), 

“(2) the deduction under section 164 (relating to taxes), 

“(3) the deduction under section 165(a) for losses described in 
subsection (c\(3) or (d) of section 165, 

“(4) the deduction under section 170 (relating to charitable, 
etc., contributions and gifts), 

“(5) the deduction under section 213 (relating to medical, 
dental, etc., expenses), 

“(6) the deduction under section 217 (relating to moving 
expenses), 

“(7) any deduction allowable for impairment-related work 
expenses, 

“(8) the deduction under section 691(c) (relating to deduction 
for estate tax in case of income in respect of the decedent), 

“(9) any deduction allowable in connection with personal 
property used in a short sale, 

“(10) the deduction under section 1341 (relating to computa- 
tion of tax where taxpayer restores substantial amount held 
under claim of right), 

“(11) the deduction under section 72(bX3) (relating to deduc- 
tion where annuity payments cease before investment recov- 


ered), 

“(12) the deduction under section 171 (relating to deduction 
for amortizable bond premium), and 

“(13) the deduction under section 216 (relating to deductions 
in connection with cooperative housing corporations). 

“(c) DISALLOWANCE OF INDIRECT DepUCTION THROUGH Pass-THRU 
EntTiTy.—The Secretary shall prescribe regulations which prohibit 
the indirect deduction through pass-thru entities of amounts which 
are not allowable as a deduction if paid or incurred directly by an 
individual and which contain such reporting requirements as may 
be necessary to carry out the purposes of this subsection. The 
preceding sentence shall not apply with respect to estates, trusts, 
cooperatives, and real estate investment trusts. 

“(d) IMPAIRMENT-RELATED Work ExpEeNses.—For pu of this 
section, the term ‘impairment-related work expenses means ex- 
penses— 

“(1) of a handicapped individual (as defined in section 
190(bX3)) for attendant care services at the individual’s place of 
employment and other expenses in connection with such place 
of employment which are necessary for such individual to be 
able to work, and 

“(2) with respect to which a deduction is allowable under 
section 162 (determined without regard to this section). 

‘“(e) DETERMINATION OF ApDJusTED Gross INCOME IN CasE oF Es- 
TATES AND TRusTS.—For purposes of this section, the adjusted gross 
income of an estate or trust shall be computed in the same manner 
as in the case of an individual, except that the deductions for osts 
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which are paid or incurred in connection with the administration of 
the estate or trust and would not have been incurred if the property 
were not held in such trust or estate shall be treated as allowable in 
arriving at adjusted gross income.” 

(b) TREATMENT OF TRADE AND Business DEDUCTIONS OF EMPLOY- 
EES.— 

(1) IN GENERAL.—Paragraph (2) of section 62 (defining ad- 
justed gross income) is amended to read as follows: 

“(2) CERTAIN TRADE AND BUSINESS DEDUCTIONS OF EMPLOY- 
EES.— 

“(A) REIMBURSED EXPENSES OF EMPLOYEES.—The deduc- 
tions allowed by part VI (section 161 and following) which 
consist of expenses paid or incurred by the taxpayer, in 
connection with the performance by him of services as an 
employee, under a reimbursement or other expense allow- 
ance arrangement with his employer. 

“(B) CERTAIN EXPENSES OF PERFORMING ARTISTS.—The 
deductions allowed by section 162 which consist of expenses 
paid or incurred by a qualified performing artist in connec- 
tion with the performances by him of services in the 
performing arts as an employee.” 

(2) DEFINITION OF QUALIFIED PERFORMING ARTIST.—Section 62 
is amended— 

(A) by striking out “For purposes of this subtitle” and 
inserting in lieu thereof “(a) GENERAL RuLE.—For purposes 
of this subtitle”, and 

(B) by adding at the end thereof the following new subsec- 
tion: 

“(b) QUALIFIED PERFORMING ARTIST.— 

“(1) IN GENERAL.—For purposes of subsection (aX2\B), the 
term ‘qualified performing artist’ means, with respect to any 
taxable year, any individual if— 

“(A) such individual performed services in the performing 
arts as an employee during the taxable year for at least 2 
employers, 

“(B) the aggregate amount allowable as a deduction 
under section 162 in connection with the performance of 
such services exceeds 10 percent of such individual’s gross 
income attributable to the performance of such services, 


an 

“(C) the adjusted gross income of such individual for the 
taxable year (determined without regard to subsection 
(aX2\B)) does not exceed $16,000. 

“(2) NOMINAL EMPLOYER NOT TAKEN INTO ACCOUNT.—An 
individual shall not be treated as performing services in the 
performing arts as an employee for any employer during any 
taxable year unless the amount received by such individual 
from such employer for the performance of such services during 
the taxable year equals or exceeds $200. 

“(3) SPECIAL RULES FOR MARRIED COUPLES.— 

“(A) IN GENERAL.—Except in the case of a husband and 
wife who lived apart at all times during the taxable year, if 
the taxpayer is married at the close of the taxable year, 
subsection (aX2\B) shall apply only if the taxpayer and his 
spouse file a joint return for the taxable year. 

“(B) APPLICATION OF PARAGRAPH (1).—In the case of a 
joint return— 
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“(i) paragraph (1) (other than subparagraph (C) 
thereof) shall be applied separately with respect to each 
spouse, but 

“(ii) paragraph (1C) shall be applied with respect to 
their combined adjusted gross income. 

“(C) DETERMINATION OF MARITAL STATUS.—For purposes of 
this subsection, marital status shall be determined under 
section 7703(a). 

“(D) JOINT RETURN.—For purposes of this subsection, the 
term ‘joint return’ means the joint return of a husband and 
wife made under section 6013.” 

(c) Movinc Expense Depuction Not ALLOWABLE IN COMPUTING 
ApsusteD Gross INcomME.—Subsection (a) of section 62 (as amended 
by subsection (b)) is amended by striking out paragraph (8). 

(d) CLERICAL AMENDMENT.—The table of sections for part I of 
subchapter B of chapter 1 is amended by adding at the end thereof 
the following new item: 


“Sec. 67. 2-percent floor on miscellaneous itemized deductions.” 
SEC. 133. MEDICAL EXPENSE DEDUCTION LIMITATION INCREASED. 


Subsection (a) of section 213 (relating to deduction for medical, 
dental, etc., expenses) is amended by striking out “5 percent” and 
inserting in lieu thereof “7.5 percent”. 


SEC. 134. REPEAL OF DEDUCTION FOR STATE AND LOCAL SALES TAXES. 


(a) GENERAL Rute.—Subsection (a) of section 164 (relating to 
deduction for taxes) is amended— 
(1) by striking out paragraph (4) and by redesignating para- 
graph (5) as paragraph (4), and 
(2) by adding at the end thereof the following new sentence: 
“Notwithstanding the preceding sentence, any tax (not de- 
scribed in the first sentence of this subsection) which is paid or 
accrued by the taxpayer in connection with an acquisition or 
disposition of property shall be treated as part of the cost of the 
acquired property or, in the case of a disposition, as a reduction 
in the amount realized on the disposition.” 
(b) ConFORMING AMENDMENTS.—Subsection (b) of section 164 is 
amended— 
(1) by striking out paragraphs (2) and (5), and 
(2) by redesignating paragraphs (3) and (4) as paragraphs (2) 
and (3), respectively. 


SEC. 135. REPEAL OF DEDUCTION FOR ADOPTION EXPENSES. 


(a) GENERAL RuLE.—Section 222 (relating to deduction for adop- 
tion expenses) is hereby repealed. 
(b) CONFORMING AMENDMENTS.— 

(1) Section 223 is redesignated as section 220. 

(2) The table of sections for part VII of subchapter B of 
chapter 1 is amended by striking out the items relating to 
sections 222 and 223 and inserting in lieu thereof the following: 

“Sec. 220. Cross references.” 
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Subtitle E—Miscellaneous Provisions . 


SEC. 141. REPEAL OF INCOME AVERAGING. 


(a) GENERAL RuLE.—Part I of subchapter Q of chapter 1 (relating 
to income averaging) is hereby repealed. 
(b) TECHNICAL AMENDMENTS.— 
(1) Subsection (b) of section 3 (relating to section inapplicable 
to certain individuals) is amended by striking out paragraph (1) 
and by redesignating paragraphs (2) and (3) as paragraphs (1) 
and (2), respectively. 
(2) Subsection (b) of section 5 (relating to cross references 
relating to tax on individuals) is amended by striking out 
ae (2) and by redesignating paragraph (3) as paragraph 


(3) Subparagraph (B) of section 6511(dX2) (relating to special 
rules ap licable to income taxes) is amended to as follows: 
“(B) APPLICABLE RULES.— 

“(i) IN GENERAL.—If the allowance of a credit or 
refund of an eee of tax attributable to a net 
operating loss carryback or a capital loss carryback is 
otherwise prevented by the operation of any law or rule 
of law other than section 7122 (relating to com- 
promises), such credit or refund may be allowed or 
made, if claim therefor is filed within the period pro- 
vided in subparagraph (A) of this paragraph. 

“(Gii) TENTATIVE CARRYBACK ADJUSTMENTS.—If the 
allowance of an application, credit, or refund of a 
decrease in tax determined under section 6411(b) is 
otherwise prevented by the operation of any law or rule 
of law other than section 7122, such application, credit, 
or refund may be allowed or made if application for a 
tentative carryback adjustment is made within the 
period provided in section 6411(a). 

“(iii) DETERMINATIONS BY COURTS TO BE CONCLUSIVE.— 
In the case of any such claim for credit or refund or any 
such application for a tentative carryback adjustment, 
the determination by any court, including the Tax 
Court, in any proceeding in which the decision of the 
court has become final, shall be conclusive except with 
res to— 

“(I) the net operating loss deduction and the 
effect of such deduction, and 

“(II) the determination of a short-term capital 
loss and the effect of such short-term capital loss, 
to the extent that such deduction or short-term 
capital loss is affected by a carryback which was 
not an issue in such proceeding.” 

(c) CLERICAL AMENDMENT.—The table of parts for subchapter Q of 
chapter 1 is amended by striking out the item relating to part I. 


SEC. 142. LIMITATIONS ON DEDUCTIONS FOR MEALS, TRAVEL, AND 
ENTERTAINMENT. 


(a) Business MEALsS.— 
(1) IN GENERAL.—Section 274 (relating to disallowance of cer- 
tain entertainment, etc. expenses), as amended by section 
122(d), is amended by redesignating subsection (k) as subsection 
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(o) and by inserting after subsection (j) the following new subsec- 
tion: 

“(k) Business MEALS.— 

“(1) IN GENERAL.—No deduction shall be allowed under this 
chapter for the expense of any food or beverages unless— 

“(A) such expense is not lavish or extravagant under the 
circumstances, and 

“(B) the taxpayer (or an employee of the taxpayer) is 
present at the furnishing of such food or beverages. 

“(2) Exceptions.—Paragraph (1) shall not apply to any ex- 
pense if subsection (a) does not apply to such expense by reason 
of paragraph (2), (3), (4), (7), (8), or (9) of subsection (e).” 

(2) TECHNICAL AMENDMENTS.— 

(A) Subsection (e) of section 274 (relating to specific excep- 
tions to application of subsection (a)) is amended by striking 
out paragraph (1) and by redesignating paragraphs (2) 
through (10) as paragraphs (1) through (9), respectively. 

(B) Paragraph (3) of section 274(e), as redesignated by 
subparagraph (A), is amended by striking out “paragraph 
(3)” and inserting in lieu thereof “paragraph (2)”. 

(b) ADDITIONAL RESTRICTIONS ON EXPENSES FOR MEALS, TRAVEL, 
AND ENTERTAINMENT.—Section 274 is amended by inserting after 
the subsection added by subsection (a) the following new subsections: 

“(l) ADDITIONAL LIMITATIONS ON ENTERTAINMENT TICKETS.— 

“(1) ENTERTAINMENT TICKETS.— 

‘“(A) IN GENERAL.—In determining the amount allowable 
as a deduction under this chapter for any ticket for any 
activity or facility described in subsection (d\(2), the amount 
— into account shall not exceed the face value of such 
ticket. 

“(B) EXCEPTION FOR CERTAIN CHARITABLE SPORTS EVENTS.— 
Subparagraph (A) shall not apply to any ticket for any 
sports event— 

“(i) which is organized for the primary purpose of 
benefiting an organization which is described in section 
501(cX3) and exempt from tax under section 501(a), 

“(ii) all of the net proceeds of which are contributed 
to such organization, and 

“(iii) which utilizes volunteers for substantially all of 
the work performed in carrying out such event. 

“(2) SKYBOXES, ETC.— 

“(A) IN GENERAL.—In the case of a skybox or other pri- 
vate luxury box leased for more than 1 event, the amount 
allowable as a deduction under this chapter with respect to 
such events shall not exceed the sum of the face value of 
non-luxury box seat tickets for the seats in such box cov- 
ered by the lease. For pur of the preceding sentence, 2 
or more related leases shall bee treeted as 1 lease. 

“(B) PHasein.—In the case of— 

“(i) a taxable year beginning in 1987, the amount 
disallowed under subparagraph (A) shall be % of the 
amount which would be disallowed without regard to 
this subparagraph, and 

“(ii) in the case of a taxable year beginning in 1988, 
the amount disallowed under subparagraph (A) shall be 
% of the amount which would have been disallowed 
without regard to this subparagraph.” 
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“(m) ADDITIONAL LIMITATIONS ON TRAVEL EXPENSES.— 

“(1) LUXURY WATER TRANSPORTATION.— 

“(A) IN GENERAL.—No deduction shall be allowed under 
this chapter for expenses incurred for transportation by 
water to the extent such expenses exceed twice the aggre- 
gate per diem amounts for days of such transportation. For 
purposes of the preceding sentence, the term ‘per diem 
amounts’ means the highest amount generally allowable 
with respect to a day to employees of the executive branch 
of the Federal Government for per diem while away from 
home but serving in the United States. 

“(B) Exceptions.—Subparagraph (A) shall not apply to— 

“(i) any expense allocable to a convention, seminar, 
or other meeting which is held on any cruise ship, and 

“(ii) any expense to which subsection (a) does not 
apply by reason of paragraph (2), (3), (4), (7), (8), or (9) of 
subsection (e). ' 

“(2) TRAVEL AS FORM OF EDUCATION.—No deduction shall be 
allowed under this chapter for expenses for travel as a form of 
education. 

“(n) OnLy 80 PERCENT OF MEAL AND ENTERTAINMENT EXPENSES 
ALLOWED AS DEDUCTION.— 

“(1) IN GENERAL.—The amount allowable as a deduction 
under this chapter for— 

“(A) any expense for food or beverages, and 

“(B) any item with respect to an activity which is of a 
type generally considered to constitute entertainment, 
amusement, or recreation, or with respect to a facility used 
in connection with such activity, 


shall not exceed 80 percent of the amount of such expense or 
item which would (but for this paragraph) be allowable as a 
deduction under this chapter. 

‘(2) Exceptions.—Paragraph (1) shall not apply to any ex- 
pense if— 

“(A) subsection (a) does not apply to such expense by 
reason of paragraph (2), (3), (4), (7), (8), or (9) of subsection 
(e), 

“(B) in the case of an expense for food or beverages, such 
expense is excludable from the gross income of the recipient 
under section 132 by reason of subsection (e) thereof (relat- 
ing to de minimis fringes), 

“(C) such expense is covered by a package involving a 
ticket described in subsection (11\B), or 

“(D) in the case of an expense for food or beverages before 
January 1, 1989, such expense is an integral part of a 
qualified meeting. 

“(3) QUALIFIED MEETING.—For purposes of paragraph (2XD), 
the term ‘qualified meeting’ means any convention, seminar, 
— meeting, or similar business program with respect to 
which— 

“(A) an expense for food or beverages is not separately 
stated, 

“(B) more than 50 percent of the participants are away 
from home, 

“(C) at least 40 individuals attend, and 
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“(D) such food and beverages are part of a program which 
includes a speaker.” 

(c) No DepucTion ALLOWED FOR SEMINARS, Etc., FoR SECTION 212 
PURPOSES.— 

(1) IN GENERAL.—Subsection (h) of section 274 (relating to 
attendance at conventions, etc.) is amended by adding at the 
end thereof the following new paragraph: 

“(7) SEMINARS, ETC. FOR SECTION 212 PURPOSES.—No deduction 
shall be allowed under section 212 for expenses allocable to a 
convention, seminar, or similar meeting.” 

(2) TECHNICAL AMENDMENTS.—Paragraphs (1), (2), (4), and (5) 
of section 274(h) are each amended— 

(A) by striking out “or 212” each place it appears, and 
(B) by striking out “or to an activity described in section 
212 and” each place it appears. 

(d) DENIAL OF CHARITABLE CONTRIBUTION FOR CERTAIN TRAVEL 
ExpENsES.—Section 170 (relating to charitable, etc., contributions 
and gifts) is amended by redesignating subsections (k) and (1) as 
subsections (1) and (m), respectively, and by inserting after subsec- 
tion (j) the following new su ion: : 

“(k) DENIAL OF DEDUCTION FOR CERTAIN TRAVEL EXPENSES.—No 
deduction shall be allowed under this section for traveling expenses 
(including amounts expended for meals and lodging) while away 
from home, whether paid directly or by reimbursement, unless there 
is no significant element of personal pleasure, recreation, or vaca- 
tion in such travel.” 


SEC. 143. CHANGES IN TREATMENT OF HOBBY LOSS, ETC. 


(a) Hopsy Loss.—Subsection (d) of section 183 (relating to 
presumption) is amended— 

(1) by striking out “2 or more of the taxable years in the 
period of 5 consecutive taxable years” and inserting in lieu 
thereof “3 or more of the taxable years in the period of 5 
consecutive taxable years”, and 

(2) by striking out the last sentence and inserting in lieu 
thereof the following: “In the case of an activity which consists 
in major part of the breeding, training, showing, or racing of 
horses, the preceding sentence shall be applied by substituting 
‘2’ for ‘3’ and ‘7’ for ‘5’.” 

(b) TREATMENT OF RENTAL TO EMPLOYER UNDER SECTION 280A.— 
Subsection (c) of section 280A (relating to exceptions for certain 
business or rental use; limitation on deductions for such use) is 
amended by adding at the end thereof the following new paragraph: 

“(6) TREATMENT OF RENTAL TO EMPLOYER.—Paragraphs (1) and 
(3) shall not apply to any item which is attributable to the 
rental of the dwelling unit (or any portion thereof) by the 
taxpayer to his employer during any period in which the tax- 
payer uses the dwelling unit (or portion) in performing services 
as an employee of the employer.” 

(c) REvIsION OF LIMITATION ON DEDUCTION FOR BusINEsS USE OF 
Home.—Paragraph (5) of section 280A(c) (relating to exceptions for 
certain business or rental use; limitation on deductions for such use) 
is amended by striking out subparagraph (B) and inserting in lieu 
thereof the following: 

“(B) the sum of — 
“(i) the deductions allocable to such use which are 
allowable under this chapter for the taxable year 
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whether or not such unit (or portion thereof) was so 
used, and 
“(ii) the deductions allocable to the trade or business 
in which such use occurs (but which are not allocable to 
such use) for such taxable year. 
Any amount not allowable as a deduction under this chapter by 
reason of the preceding sentence shall be taken into account as 
a deduction (allocable to such use) under this chapter for the 
succeeding taxable year.” 


SEC. 144. DEDUCTION FOR MORTGAGE INTEREST AND REAL PROPERTY 
TAXES ALLOWABLE WHERE PARSONAGE ALLOWANCE OR 
MILITARY HOUSING ALLOWANCE RECEIVED. 


Section 265 (relating to expenses and interest relating to tax- 
exempt income) is amended by adding at the end thereof the follow- 
ing new paragraph: 

“(6) SECTION NOT TO APPLY WITH RESPECT TO PARSONAGE AND 
MILITARY HOUSING ALLOWANCES.—No deduction shall be denied 
under this section for interest on a mortgage on, or real prop- 
erty taxes on, the home of the taxpayer by reason of the receipt 
of an amount as— 

“(A) a military housing allowance, or 
“(B) a parsonage allowance excludable from gross income 
under section 107.” 


Subtitle F—Effective Dates 


SEC. 151. EFFECTIVE DATES. 


(a) GENERAL RuLe.—Except as otherwise provided in this section, 
the amendments made by this title shall apply to taxable years 
beginning after December 31, 1986. 

(b) UNEMPLOYMENT COMPENSATION.—The amendment made by 
section 121 shall apply to amounts received after December 31, 1986, 
in taxable years ending after such date. 

(c) Prizes AND Awarps.—The amendments made by section 122 
shall apply to prizes and awards granted after December 31, 1986. 

(d) ScHOLARsHIPs.—The amendments made by section 123 shall 
apply to taxable years beginning after December 31, 1986, but only 
= 2 case of scholarships and fellowships granted after August 16, 
1986. 

(e) PARSONAGE AND Muuirary Housinc ALLOWANCES.—The 
amendment made by section 144 shall apply to taxable years begin- 
ning before, on, or after, December 31, 1986. 


TITLE II—PROVISIONS RELATING TO 
CAPITAL COST 


Subtitle A—Depreciation Provisions 


SEC. 201. MODIFICATION OF ACCELERATED COST RECOVERY SYSTEM. 


(a) GENERAL RuLeE.—Section 168 (relating to accelerated cost 
recovery system) is amended to read as follows: 
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“SEC. 168. ACCELERATED COST RECOVERY SYSTEM. 


“(a) GENERAL RuLE.—Except as otherwise provided in this section, 
the depreciation deduction provided by section 167(a) for any tan- 
gible property shall be determined by using— 

“(1) the applicable depreciation method, 

“(2) the applicable recovery period, and 

“(3) the applicable convention. 

“(b) APPLICABLE DEPRECIATION METHOD.—For purposes of this sec- 
tion— 

“(1) IN GENERAL.—Except as provided in paragraphs (2) and 
(3), the applicable depreciation method is— 

“(A) the 200 percent declining balance method, 

“(B) switching to the straight line method for the Ist 
taxable year for which using the straight line method with 
respect to the adjusted basis as of the beginning of such 
year will yield a larger allowance. 

“(2) 15-YEAR AND 20-YEAR PROPERTY.—In the case of 15-year 
and 20-year property, pa ph (1) shall be applied by 
substituting ‘150 percent’ for ‘200 percent’. 

“(3) PROPERTY TO WHICH STRAIGHT LINE METHOD APPLIES.—The 
applicable depreciation method shall be the straight line 
method in the case of the following property: 

“(A) Nonresidential real property. 

“(B) Residential rental property. 

“(C) Property with respect to which the taxpayer elects 
under paragraph (5) to have the provisions of this para- 
graph apply. 

“(4) SALVAGE VALUE TREATED AS ZERO.—Salvage value shall be 
treated as zero. 

“(5) Execrion.—An election under paragraph (3XC) may be 
made with respect to 1 or more classes of property for any 
taxable year and once made with respect to any class shall 
apply to all property in such class placed in service during such 
taxable year. Such an election, once made, shall be irrevocable. 

“(c) APPLICABLE REcoveRY PEriop.—For purposes of this section, 
the applicable recovery period shall be determined in accordance 
with the following table: 


The applicable 


recovery period 
“In the case of: 


3-year property 

5-year property 

7-year property 

10-year property 

15-year property 

20-year property Le 

Residential rental property... cies 27.5 years 
Nonresidential ook property — 31.5 years. 
“(d) APPLICABLE CoNVENTION.—For puree of this section— 

“(1) IN GENERAL.—Except as otherwise provided in this 
subsection, the applicable convention is the half-year 
convention. 

“(2) REAL PROPERTY.—In the case of— 
“(A) nonresidential real property, and 
“(B) residential rental property, 
the applicable convention is the mid-month convention. 
“(3) SPECIAL RULE WHERE SUBSTANTIAL PROPERTY PLACED IN 
SERVICE DURING LAST 3 MONTHS OF TAXABLE YEAR.— 
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“(A) IN GENERAL.—Except as provided in regulations, if 
during any taxable year— 

“(i) the aggregate bases of property to which this 
section applies and which are placed in service during 
the last 3 months of the taxable year, exceed 

“(ii) 40 percent of the aggregate bases of property to 
which this section applies placed in service during such 
taxable year, 

the applicable convention for all property to which this 
section applies placed in service during such taxable year 
shall be the mid-quarter convention. 

“(B) CERTAIN REAL PROPERTY NOT TAKEN INTO ACCOUNT.— 
For purposes of subparagraph (A), nonresidential real prop- 
erty and residential rental property shall not be taken into 
account. 

“(4) DEFINITIONS.— 

“(A) HALF-YEAR CONVENTION.—The half-year convention 
is a convention which treats all property placed in service 
during any taxable year (or disposed of during any taxable 
year) as placed in service (or disposed of) on the mid-point of 
such taxable year. 

“(B) MID-MONTH CONVENTION.—The mid-month conven- 
tion is a convention which treats all property placed in 
service during any month (or disposed of during any month) 
as veces in service (or disposed of) on the mid-point of such 
month. 

“(C) MID-QUARTER CONVENTION.—The mid-quarter 
convention is a convention which treats all property placed 
in service during any quarter of a taxable year (or disposed 
of during any quarter of a taxable year) as placed in service 
(or disposed of) on the mid-point of such quarter. 

“(e) CLASSIFICATION OF Property.—For purposes of this section— 

“(1) IN GENERAL.—Except as otherwise provided in this 

— property shall be classified under the following 
table: 


If such property has a class life (in years) 
of: 


“Property shall be treated as: : 
4 or less 
More than 4 but less than 10 
10 or more but less than 16 
ms 16 or more but less than 20 
15-year property... o 20 or more but less than 25 
20-year property 25 or more. 
“(2) RESIDENTIAL RENTAL OR NONRESIDENTIAL REAL PROP- 
ERTY.— 

“(A) RESIDENTIAL RENTAL PROPERTY.—The term ‘residen- 
tial rental property’ has the meaning given such term by 
section 167(jX2\B). 

“(B) NONRESIDENTIAL REAL PROPERTY.—The term 
‘nonresidential real property’ means section 1250 property 
which is not— 

“(i) residential rental property, or 
“(ii) property with a class life of less than 27.5 years. 
“(3) CLASSIFICATION OF CERTAIN PROPERTY.— 
— 3-YEAR PROPERTY.—The term ‘3-year property’ in- 
cludes— 
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“(i) any race horse which is more than 2 years old at 
the time it is placed in service, and 
“(ii) any horse other than a race horse which is more 
than 12 years old at the time it is placed in service. 
“(B) 5-YEAR PROPERTY.—The term ‘5-year property’ in- 
cludes— 
“(ij) any automobile or light general purpose truck, 
“(ii) any semi-conductor manufacturing equipment, 
“(iii) any computer-based telephone central office 
switching equipment, 
“(iv) any qualified technological equipment, 
“(v) any property used in connection with research 
and experimentation, and 
“(vi) any property which— 
“() is described in ragraph (3\AXviii), 
(3XAXix), or (4) of section 48(1), or 
“(ID is described in paragraph (15) of section 48(1) 
and is a qualifying small power production ar 
within the meaning of section 3(17\C) of the Fed- 
eral Power Act (16 U.S.C. 796(17\C)), as in effect on 
September 1, 1986. 
“(C) 7-YEAR PROPERTY.—The term “7-year property’ in- 
cludes— 
“(i) any railroad track, 
“(ii) any single-purpose agricultural or horticultural 
structure (within the meaning of section 48(p)), and 
“(iii) any property which— 
“(1 does not have a class life, and 
“(II is not otherwise classified under paragraph 
(2) or this paragraph. 
“(D) 15-YEAR PROPERTY.—The term ‘15-year property’ in- 
cludes— 
“(ij) any municipal wastewater treatment plant, and 
“(ii) any telephone distribution plant and comparable 
equipment used for 2-way exchange of voice and data 
communications. 
“(E) 20-YEAR PROPERTY.—The term ‘20-year property’ in- 
cludes any municipal sewers. 
“(f) Property To Wuicu Section Dores Nor Appty.—This section 
shall not apply to— 

“(1) CERTAIN METHODS OF DEPRECIATION.—Any property if— 

“(A) the a elects to exclude such property from 
the application of this section, and 

“(B) for the 1st taxable year for which a depreciation 
deduction would be allowable with respect to such property 
in the hands of the taxpayer, the property is properly 
depreciated under the unit-of-production method or any 
method of depreciation not expressed in a term of years 
(other than the retirement-replacement-betterment method 
or similar method). 

‘“(2) CERTAIN PUBLIC UTILITY PROPERTY.—Any public utility 
property (within the meaning of section 167(1X3\A)) if the tax: 
payer does not use a normalization method of accounting. 

‘(3) FILMS AND VIDEO TAPE.—Any motion picture film or video 
tape. 

M4) SOUND RECORDINGS.—Any sound recording described in 

section 48(r)\(5). 
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“(5) CERTAIN PROPERTY PLACED IN SERVICE IN CHURNING TRANS- 
ACTIONS.— 
“(A) IN GENERAL.—Property— 
“(i) described in paragraph (4) of section 168(e) (as in 
effect before the amendments made by the Tax Reform 
Act of 1986), or 
“(ii) which would be described in such paragraph if 
such paragraph were applied by substituting ‘1987’ for 
‘1981’ and ‘1986’ for ‘1980’ each place such terms 
appear. 
“(B) SUBPARAGRAPH (A) (ii) NOT TO APPLY.—Clause (ii) of 
subparagraph (A) shall not apply to— 
“(i) any residential rental property or nonresidential 
real property, or 
“(il) any property if, for the 1st full taxable year in 
which such property is placed in service— 

“(I) the amount allowable as a deduction under 
this section (as in effect before the date of the 
enactment of this paragraph) with respect to such 
property is greater than, 

“(II the amount allowable as a deduction under 
this section (as in effect on or after such date and 
using the half-year convention) for such taxable 
year. 

“(g) ALTERNATIVE DEPRECIATION SYSTEM FOR CERTAIN PROPERTY.— 

“(1) IN GENERAL.—In the case of— 

“(A) any tangible property which during the taxable year 
is used predominantly outside the United States, 
“(B) any tax-exempt use property, 
“(C) any tax-exempt bond financed property, 
“(D) any imported property covered by an Executive 
order under paragraph (6), and 
“(E) any property to which an election under paragraph 
(7) applies, 
the depreciation deduction provided by section 167(a) shall be 
determined under the alternative depreciation system. 

“(2) ALTERNATIVE DEPRECIATION SYSTEM.—For purposes of 
paragraph (1), the alternative depreciation system is deprecia- 
tion determined by using— 

i the straight line method (without regard to salvage 
value), 

“(B) the applicable convention determined under subsec- 
tion (d), and 

M a recovery period determined under the following 
table: 


The recovery 
period 
“In the case of: shall be: 
(i) Property not described in clause (ii) or (iii) The class life. 
(ii) Personal property with no class life 12 years. 
(iii) Nonresidential real and residential rental prop- 
40 years. 


“(3) SPECIAL RULES FOR DETERMINING CLASS LIFE.— 

“(A) TAX-EXEMPT USE PROPERTY SUBJECT TO LEASE.—In the 
case of any tax-exempt use property subject to a lease, the 
recovery period used for purposes of paragraph (2) shall in 
no event be less than 125 percent of the lease term. 
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‘(B) SPECIAL RULE FOR CERTAIN PROPERTY ASSIGNED TO 
CLASSES.—For purposes of paragraph (2), in the case of 
property described in any of the following subparagraphs of 
subsection (eX3), the class life shall be determined as fol- 
lows: 

“If property is described The class 
in subparagraph: life is: 
(BXii) 5 


“(C) QUALIFIED TECHNOLOGICAL EQUIPMENT.—In the case 
of any qualified technological equipment, the recovery 
period used for purposes of paragraph (2) shall be 5 years. 

“(D) AUTOMOBILES, ETC.—In the case of any automobile or 
light general purpose truck, the recovery period used for 
purposes of paragraph (2) shall be 5 years. 

“(E) CERTAIN REAL PROPERTY.—In the case of any section 
1245 property which is real property with no class life, the 
recovery period used for purposes of paragraph (2) shall be 
40 years. 

“(4) PROPERTY USED PREDOMINANTLY OUTSIDE THE UNITED 
States.—For purposes of this subsection, rules similar to the 
rules under section 48(a)(2) (including the exceptions contained 
in subparagraph (B) thereof) shall apply in determining 
whether property is used predominantly outside the United 
States. In addition to the exceptions contained in such subpara- 
graph (B), there shall be excepted any satellite or other space- 
craft (or any interest therein) held by a United States person if 
such satellite or spacecraft was launched from within the 
United States. 

“(5) TAX-EXEMPT BOND FINANCED PROPERTY.—For purposes of 
this subsection— 

“(A) IN GENERAL.—Except as otherwise provided in this 
paragraph, the term ‘tax-exempt bond financed property’ 
means any property to the extent such property is financed 
(directly or indirectly) by an obligation the interest on 
which is exempt from tax under section 103(a). 

“(B) ALLOCATION OF BOND PROCEEDS.—For purposes of 
subparagraph (A), the proceeds of any obligation shall be 
treated as used to finance property acquired in connection 
with the issuance of such obligation in the order in which 
such property is placed in service. 

“(C) QUALIFIED RESIDENTIAL RENTAL PROJECTS.—The term 
‘tax-exempt bond financed property’ shall not include any 
qualified residential rental project (within the meaning of 
section 142(aX7)). 

“(6) IMPORTED PROPERTY.— 

“(A) COUNTRIES MAINTAINING TRADE RESTRICTIONS OR 
ENGAGING IN DISCRIMINATORY ACTS.—If the President deter- 
mines that a foreign country— 

“(j) maintains nontariff trade restrictions, including 
variable import fees, which substantially burden 
United States commerce in a manner inconsistent with 
provisions of trade agreements, or 
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“(ii) engages in discriminatory or other acts (includ- 
ing tolerance of international cartels) or policies 
unjustifiably restricting United States commerce, 

the President may by Executive order provide for the ap- 
plication of paragraph (1D) to any article or class of 
articles manufactured or produced in such foreign country 
for such period as may be provided by such Executive order. 
Any period specified in the preceding sentence shall not 
apply to any property ordered before (or the construction, 
reconstruction, or erection of which began before) the date 
of the Executive order unless the President determines an 
earlier date to be in the public interest and specifies such 
date in the Executive order. 

“(B) IMPORTED PROPERTY.—For purposes of this subsec- 
tion, the term ‘imported property’ means any property if— 

“(i) such property was completed outside the United 
States, or 

“(ii) less than 50 percent of the basis of such property 
is attributable to value added within the United States. 

For purposes of this subparagraph, the term ‘United States’ 
includes the Commonwealth of Peete Rico and the posses- 
sions of the United States. 
“(7) ELECTION TO USE ALTERNATIVE DEPRECIATION SYSTEM.— 
“(A) IN GENERAL.—If the taxpayer makes an election 
under this paragraph with respect to any class of property 
for any taxable year, the alternative depreciation system 
under this subsection shall apply to all property in such 
class placed in service during such taxable year. Notwith- 
standing the preceding sentence, in the case of 
nonresidential real property or residential rental property, 
such election may be made separately with respect to each 
property. 
“(B) ELECTION IRREVOCABLE.—An election under subpara- 
graph (A), once made, shall be irrevocable. 
“(h) Tax-Exempt Use Property.— 
“(1) IN GENERAL.—For purposes of this section— 

“(A) PROPERTY OTHER THAN NONRESIDENTIAL REAL PROP- 
ERTY.—Except as otherwise provided in this subsection, the 
term ‘tax-exempt use — means that portion of any 
tangible property (other t. nonresidential real property) 
leased to a tax-exempt entity. 

“(B) NONRESIDENTIAL REAL PROPERTY.— 

“(i) IN GENERAL.—In the case of nonresidential real 
property, the term ‘tax-exempt use property’ means 
that portion of the property leased to a tax-exempt 
entity in a disqualified lease. 

“(ii1) DiIsQUALIFIED LEASE.—For purposes of this 
subparagraph, the term ‘disqualified lease’ means any 
lease of the property to a tax-exempt entity, but only 


if— 

“(D part or all of the property was financed 
(directly or indirectly) by an obligation the interest 
on which is exempt from tax under section 103(a) 
and such entity (or a related entity) participated in 
such financing, 

“(I under such lease there is a fixed or deter- 
minable price purchase or sale option which in- 
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volves such entity (or a related entity) or there is 
the equivalent of such an option, 
“(IID such lease has a lease term in excess of 20 


ears, or 
“(IV) such lease occurs after a sale (or other 
transfer) of the property by, or lease of the prop- 
erty from, such entity (or a related entity) and such 
property has been used by such entity (or a related 
entity) Seles such sale (or other transfer) or lease. 

“(iii) 35-PERCENT THRESHOLD TEST.—Clause (i) shall 
apply to any property only if the portion of such prop- 
erty leased to tax-exempt entities in disqualified leases 
is more than 35 percent of the property. 

“(iv) TREATMENT OF IMPROVEMENTS.—For purposes of 
this subparagraph, improvements to a property (other 
than land) shall not be treated as a separate property. 

“(v) LEASEBACKS DURING 1ST 3 MONTHS OF USE NOT 
TAKEN INTO ACCOUNT.—Subclause (IV) of clause (ii) 
shall not apply to any property which is leased within 3 
months after the date such property is first used by the 
tax-exempt entity (or a related entity). 

“(C) EXCEPTION FOR SHORT-TERM LEASES.—- 

“(i) IN GENERAL.—Property shall not be treated as 
tax-exempt use property merely by reason of a short- 
term lease. 

“(ii) SHORT-TERM LEASE.—For purposes of clause (i), 
the term ‘short-term lease’ means any lease the term of 
which is— 

“(D less than 3 years, and 
“(ID less than the greater of 1 year or 30 percent 
of the property’s present class life. 
In the case of nonresidential real property and prop- 
erty with no present class life, subclause (IT) shall not 


apply. 

“(D) Tacernen WHERE PROPERTY USED IN UNRELATED 
TRADE OR BUSINESS.—The term ‘tax-exempt use property’ 
shall not include any portion of a property if such portion is 
predominantly by the tax-exempt entity (directly or 
through a partnership of which such entity is a ner) in 
an unrelated trade or business the income of which is 
subject to tax under section 511. For purposes of subpara- 
graph (BXiii), any portion of a property so used shall not be 
ree as leased to a tax-exempt entity in a disqualified 
ease. 

“(E) NONRESIDENTIAL REAL PROPERTY DEFINED.—For pur- 
poses of this paragraph, the term ‘nonresidential real prop- 
erty’ includes residential rental property. 

“(2) TAX-EXEMPT ENTITY.— 

“(A) IN GENERAL.—For purposes of this subsection, the 
term ‘tax-exempt entity’ means— 

“(i) the United States, any State or political subdivi- 
sion thereof, any possession of the United States, or 
any agency or instrumentality of any of the foregoing, 

‘(ii) an organization (other than a cooperative de- 
scribed in section 521) which is exempt from tax im- 
posed by this chapter, and 

“(jii) any foreign person or entity. 
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“(B) EXCEPTIONS FOR CERTAIN PROPERTY SUBJECT TO 
UNITED STATES TAX AND USED BY FOREIGN PERSON OR 
ENTITY.— 

“(i) INCOME FROM PROPERTY SUBJECT TO UNITED STATES 
TAx.—Clause (iii) of subparagraph (A) shall not apply 
with respect to any pro pore if more than 50 percent of 
the gross income for the taxable year derived by the 
foreign person or entity from the use of such property 


is— 
““(D) subject to tax under this chapter, or 
“(ID included under section 951 in the gross 
income of a United States shareholder for the tax- 
able year with or within which ends the taxable 
year of the controlled foreign corporation in which 
such income was derived. 
For purposes of the preceding sentence, any exclusion 
or exemption shall not apply for purposes of determin- 
ing the amount of the gross income so derived, but shall 
apply for purposes of determining the portion of such 
gross income subject to tax under this chapter. 

“(ii) MOVIES AND SOUND RECORDINGS.—Clause (iii) of 
subpar: ragraph (A) shall not apply with respect to any 
qualified film (as defined in section 48(kX1\B)) or any 
sound recording (as defined in section 48(rX5)). 

“(C) FOREIGN PERSON OR ENTITY.—For purposes of this 
paragraph, the term ‘foreign person or entity’ means— 

“i) any foreign government, any international 
organization, or any agency or instrumentality of any 
of the foregoing, an 

“(ii) any person who is not a United States person. 

Such term does not include any foreign partnership or 
other foreign pass-thru entity. 

“(D) TREATMENT OF CERTAIN TAXABLE INSTRUMENTAL- 
ITIES.—For purposes of this subsection, a corporation shall 
not be treated as an instrumentality of the United States or 
of any State or political subdivision thereof if— 

“(i) all of the activities of such corporation are subject 
to tax under this chapter, and 

“(ii) a majority of the board of directors of such 
corporation is not selected by the United States or any 
State or political subdivision thereof. 

“(E) CERTAIN PREVIOUSLY TAX-EXEMPT ORGANIZATIONS.— 

“(i) IN GENERAL.—For purposes of this subsection, an 
organization shall be treated as an organization de- 
scribed in subparagraph (AXii) with respect to any 
property (other than property held by such organiza- 
tion) if such organization was an organization (other 
than a cooperative described in section 521) exempt 
from tax imposed by this chapter at any time during 
the 5-year period ending on the date such property was 
first used by such organization. The peocedie sentence 
and subparagraph (D\Xii) shall not apply to the Federal 
Home Loan Mortgage Corporation. 

“(ii) ELECTION NOT TO HAVE CLAUSE (1) APPLY.— 

“(I) IN GENERAL.—In the case of an organization 
formerly exempt from tax under section 501(a) as 
an organization described in section 501(c\12), 
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clause (i) shall not apply to such organization with 
respect to any property if such organization elects 
not to be exempt from tax under section 501(a) 
during the tax-exempt use period with respect to 
such ee 

“(Il) TAX-EXEMPT USE PERIOD.—For purposes of 
subclause (I), the term ‘tax-exempt use period’ 
means the period beginning with the taxable year 
in which the property described in subclause (I) is 
first used by the organization and ending with the 
close of the 15th taxable year following the last 
taxable owl of the applicable recovery period of 
such pro 

“CID «ee —Any election under subclause 
(I), once made, shall be irrevocable. 

“(jii) TREATMENT OF SUCCESSOR ORGANIZATIONS.— Any 
organization which is engaged in activities substan- 
tially similar to those engaged in by a predecessor 
organization shall succeed to the treatment under this 
subparagraph of such predecessor organization. 

“(iv) First usep.—For purposes of this subparagraph, 
property shall be treated as first used by the organiza- 
tion— 

“(I) when the property is first placed in service 
under a lease to such organization, or 
“(II) in the case of property leased to (or held by) 
a partnership (or other pass-thru entity) in which 
the organization is a member, the later of when 
such property is first used by such partnership or 
pass-thru entity or when such organization is first 
a meer of such partnership or pass-thru entity. 
“(3) SPECIAL RULES FOR CERTAIN HIGH TECHNOLOGY EQUIP- 
MENT.— 

“(A) EXEMPTION WHERE LEASE TERM IS 5 YEARS OR LESS.— 
For pu of this section, the term ‘tax-exempt use 
property shall not include any qualified technological 
equipment if the lease to the tax-exempt entity has a lease 
term of 5 years or less. 

“(B) EXCEPTION FOR CERTAIN PROPERTY.— 

“(i) IN GENERAL.—For purposes of subparagraph (A), 
the term ‘qualified technological equipment’ shall not 
include a property leased to a tax-exempt entity if— 

(I) part or all of the property was financed 
(directly or indirectly) by an obligation the interest 
on which is exempt from tax under section 103(a), 

“(II) such lease occurs after a sale (or other 
transfer) of the property by, or lease of such prop- 
erty — ~ a (or related entity) and such 
property has been used by such entity (or a related 
entity) foe such sale (or other transfer) or lease, 


or 
“(IID such tax-exempt entity is the United States 
= 8 any agency or instrumentality of the United 
tates 
“(ii) LEASEBACKS DURING 1ST 3 MONTHS OF USE NOT 
TAKEN INTO ACCOUNT.—Subclause (II) of clause (i) shall 
not apply to any property which is leased within 3 
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months after the date such property is first used by the 
tax-exempt entity (or a related entity). 
“(4) RELATED ENTITIES.—For purposes of this subsection— 

“(AXi) Each governmental unit and each agency or 
instrumentality of a governmental unit is related to each 
other such unit, agency, or instrumentality which directly 
or indirectly derives its powers, rights, and duties in whole 
or in part from the same sovereign authority. 

“(ii) For purposes of clause (i), the United States, each 
State, and each possession of the United States shall be 
treated as a separate sovereign authority. 

“(B) Any entity not described in subparagraph (AXi) is 
related to any other entity if the 2 entities have— 

“(i) significant common purposes and substantial 
common membership, or 

“(ii) directly or indirectly substantial common direc- 
tion or control. . 

“(C\i) An entity is related to another entity if either 
entity owns (directly or through 1 or more entities) a 50 
percent or greater interest in the capital or profits of the 
other entity. 

“(ii) For purposes of clause (i), entities treated as related 
under subparagraph (A) or (B) shall be treated as 1 entity. 

“(D) An entity is related to another entity with respect to 
a transaction if such transaction is part of an attempt by 
such entities to avoid the application of this subsection. 

“(5) TAX-EXEMPT USE OF PROPERTY LEASED TO PARTNERSHIPS, 
ETC., DETERMINED AT PARTNER LEVEL.—For purposes of this 
subsection— 

“(A) IN GENERAL.—In the case of any property which is 
leased to a partnership, the determination of whether any 
portion of such property is tax-exempt use property shall be 
made by treating each tax-exempt entity partner's propor- 
tionate share (determined under paragraph (6\C)) of such 
property as being leased to such partner. 

“(B) OTHER PASS-THRU ENTITIES; TIERED ENTITIES.—Rules 
similar to the rules of subparagraph (A) shall also apply in 
the case of any pass-thru entity other than a partnership 
and in the case of tiered partnerships and other entities. 

“(C) PRESUMPTION WITH RESPECT TO FOREIGN ENTITIES.— 
Unless it is otherwise established to the satisfaction of the 
Secretary, it shall be presumed that the partners of a 
foreign partnership (and the beneficiaries of any other 
foreign pass-thru entity) are persons who are not United 
States persons. 

“(6) TREATMENT OF PROPERTY OWNED BY PARTNERSHIPS, ETC.— 

“(A) IN GENERAL.—For purposes of this subsection, if— 

“(i) any property which (but for this subparagraph) is 
not tax-exempt use property is owned by a partnership 
which has both a tax-exempt entity and a person who is 
not a tax-exempt entity as partners, and 

“(ii) any allocation to the tax-exempt entity of part- 

*~ nership items is not a qualified allocation, 

an amount equal to such tax-exempt entity’s proportionate 
share of such property shall (except as provided in paragraph 
(1D)) be treated as tax-exempt use property. 
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“(B) QUALIFIED ALLOCATION.—For purposes of subpara- 
graph (A), the term ‘qualified allocation’ means any alloca- 
tion to a tax-exempt entity which— 

“(i) is consistent with such entity’s being allocated 
the same distributive share of each item of income, 
gain, loss, deduction, credit, and basis and such share 
remains the same during the entire period the entity is 
a partner in the partnership, and 

“(ii) has substantial economic effect within the mean- 
ing of section 704(b\(2). 

For purposes of this subparagraph, items allocated under 
section 704(c) shall not be taken into account. 

“(C) DETERMINATION OF PROPORTIONATE SHARE.— 

“(i) IN GENERAL.—For purposes of subparagraph (A), 
a tax-exempt entity’s proportionate share of any prop- 
erty owned by a partnership shall be determined on the 
basis of such entity’s share of partnership items of 
income or gain (excluding gain allocated under section 
— whichever results in the largest proportionate 
share. 

“(ii) DETERMINATION WHERE ALLOCATIONS VARY.—For 
purposes of clause (i), if a tax-exempt entity’s share of 
partnership items of income or gain (excluding gain 
allocated under section 704(c)) may vary during the 
period such entity is a partner in the partnership, such 
share shall be the highest share such entity may 
receive. 

“(D) DETERMINATION OF WHETHER PROPERTY USED IN UN- 
RELATED TRADE OR BUSINESS.—For purposes of this subsec- 
tion, in the case of any property which is owned by a 
partnership which has both a tax-exempt entity and a 
person who is not a tax-exempt entity as partners, the 
determination of whether such property is used in an unre- 
lated trade or business of such an entity shall be made 
without regard to section 514. 

“(E) OTHER PASS-THRU ENTITIES; TIERED ENTITIES.—Rules 
similar to the rules of subparagraphs (A), (B), (C), and (D) 
shall also apply in the case of any pass-thru entity other 
than a partnership and in the case of tiered partnerships 
and other entities. 

“(F) TREATMENT OF CERTAIN TAXABLE ENTITIES.— 

“(i) IN GENERAL.—For purposes of this paragraph and 
paragraph (5), except as otherwise provided in this 
subparagraph, any tax-exempt controlled entity shall 
be treated as a tax-exempt entity. 

“(ii) Evection.—If a tax-exempt controlled entity 
makes an election under this clause— 

“(D such entity shall not be treated as a tax- 
exempt entity for purposes of this paragraph and 
paragraph (5), and 

“(ID any gain recognized by a tax-exempt entity 
on any disposition of an interest in such entity (and 
any dividend or interest received or eenneat: by a 
tax-exempt entity from such tax-exempt controlled 
entity) shall be treated as unrelated business tax- 
able income for purposes of section 511. 
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Any such election shall be irrevocable and shall bind 
all tax-exempt entities holding interests in such tax- 
exempt controlled entity. For purposes of subclause (II), 
there shall only be taken into account dividends which 
are properly allocable to income of the tax-exempt 
controlled entity which was not subject to tax under 
this chapter. 
“(iii) TAX-EXEMPT CONTROLLED ENTITY.— 

“(D) IN GENERAL.—The term ‘tax-exempt con- 
trolled entity’ means any corporation (which is not 
a tax-exempt entity determined without regard to 
this subparagraph and paragraph (2XE)) if 50 per- 
cent or more (in value) of the stock in such corpora- 
tion is held by 1 or more tax-exempt entities (other 
than a foreign person or entity). 

“(II) ONLY 5-PERCENT SHAREHOLDERS TAKEN INTO 
ACCOUNT IN CASE OF PUBLICLY TRADED STOCK.—For 
purposes of subclause (I), in the case of a corpora- 
tion the stock of which is publicly traded on an 
established securities market, stock held by a tax- 
exempt entity shall not be taken into account 
unless such entity holds at least 5 percent (in 
value) of the stock in such corporation. For pur- 
poses of this subclause, related entities (within the 
meaning of paragraph (4)) shall be treated as 1 
entity. 

“(III) Section 318 TO APPLY.—For purposes of this 
clause, a tax-exempt entity shall be treated as 
holding stock which it holds through application of 
section 318 (determined without regard to the 50- 
percent limitation contained in subsection (aX2XC) 
thereof). 

“(G) ReGuLatTions.—For purposes of determining 
whether there is a qualified allocation under subparagraph 
(B), the regulations prescribed under paragraph (8) for pur- 
poses of this paragraph— 

“(i) shall set forth the proper treatment for partner- 
ship guaranteed payments, and 

“(ii) may provide for the exclusion or segregation of 
items. 

“(7) Lease.—For purposes of this subsection, the term ‘lease’ 
includes any grant of a right to use property. 

“(8) REGULATIONS.—The Secretary shall prescribe such regu- 
lations as may be necessary or appropriate to carry out the 
purposes of this subsection. 

“(i) DEFINITIONS AND SPECIAL Ru.es.—For purposes of this sec- 
tion— 

“(1) CLASS LIFE.— 

“(A) IN GENERAL.—Except as provided in this section, the 
term ‘class life’ means the class life (if any) which would be 
applicable with respect to any property as of January 1, 
1986, under subsection (m) of section 167 (determined with- 
out regard to paragraph (4) thereof and as if the taxpayer 
had made an election under such subsection). 

“(B) SECRETARIAL AUTHORITY.—The Secretary, through an 
office established in the Treasury— 
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“(i) shall monitor and analyze actual experience with 
respect to all depreciable assets, and 
“(ii) except in the case of residential rental property 
or nonresidential real property— 
“(I) may prescribe a new class life for any prop- 


erty, 
ain in the case of assigned property, may modify 


any assigned item, or 

‘(III) may prescribe a class life for any property 
which does not have a class life within the mean- 
ing of subparagraph (A). 


Any class life or assigned item prescribed or modified under 
the preceding sentence shall reasonably reflect the antici- 
pated useful life, and the anticipated decline in value over 
time, of the property to the industry or other group. 


“(C) EFFECT OF MODIFICATION.—Any class life or assigned 


item with respect to any property prescribed or modified 
under subparagraph (B) shall be used in classifying such 
property under subsection (e) and in applying subsection (g). 


“(D) No MODIFICATION OF ASSIGNED PROPERTY BEFORE 


JANUARY 1, 1992.— 


“(i) IN GENERAL.—Except as otherwise provided in 
this subparagraph, the Secretary may not modify an 
assigned item under subparagraph (B\XiiXID for any 
assigned property which is placed in service before 
January 1, 1992. 

“(ii) EXCEPTION FOR SHORTER CLASS LIFE.—In the case 
of assigned property which is placed in service before 
January 1, 1992, and for which the assigned item re- 
flects a class life which is shorter than the class life 
under subparagraph (A), the Secretary may modify 
such assigned item under subparagraph (BXiiXII) if 
such modification results in an item which reflects a 
shorter class life than such assigned item. 

“(E) ASSIGNED PROPERTY AND ITEM.—For purposes of this 


paragraph— 


*(2) 


“(i) ASSIGNED PROPERTY.—The term ‘assigned prop- 
erty’ means property for which a class life, classifica- 
tion, or recovery period is assigned under subsection 
(eX3) or subparagraph (B), (C), or (D) of subsection (gX3). 

“(ii) ASSIGNED ITEM.—The term ‘assigned item’ 
means the class life, classification, or recovery period 
assigned under subsection (eX3) or subparagraph (B), 
(C), or (D) of subsection (gX3). 

UALIFIED TECHNOLOGICAL EQUIPMENT.— 
“(A) IN GENERAL.—The term ‘qualified technological 


equipment’ means— 


“(i) any computer or peripheral equipment, 
“(ii) any high technology telephone station equip- 
ment installed on the customer’s premises, and 
“(iii) any high technology medical equipment. 
“(B) COMPUTER OR PERIPHERAL EQUIPMENT DEFINED.—For 


purposes of this paragraph— 


“(i) IN GENERAL.—The term ‘computer or peripheral 
equipment’ means— 
“([D) any computer, and 
“(ID any related peripheral equipment. 
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“(ii) CompuTeR.—The term ‘computer’ means a 
programmable electronically activated device which— 

“(TD is capable of accepting information, applying 
prescribed processes to the information, and 
supplying the results of these processes with or 
without human intervention, and 

“(II consists of a central processing unit contain- 
ing extensive storage, logic, arithmetic, and control 
capabilities. 

“(iii) RELATED PERIPHERAL EQUIPMENT.—The term ‘re- 
lated peripheral equipment’ means any auxiliary ma- 
chine (whether on-line or off-line) which is designed to 
be placed under the control of the central processing 
unit of a computer. 

“(iv) EXCEPTIONS.—The term ‘computer or peripheral 
equipment’ shall not include— 

“(I any equipment which is an integral part of 
other property which is not a computer, 

“(II typewriters, calculators, adding and 
accounting machines, copiers, duplicating equip- 
ment, and similar equipment, and 

“(IID equipment of a kind used primarily for 
amusement or entertainment of the user. 

“(C) HIGH TECHNOLOGY MEDICAL EQUIPMENT.—For pur- 
poses of this paragraph, the term ‘high technology medical 
equipment’ means any electronic, electromechanical, or 
computer-based high technology ———_ used in the 
screening, monitoring, observation, diagnosis, or treatment 


of patients in a laboratory, medical, or hospital environ- 


ment. 

“(3) LEASE TERM.— 

“(A) IN GENERAL.—In determining a lease term— 

“(ij) there shall be taken into account options to 
renew, and 

“(ii) 2 or more successive leases which are part of the 
same transaction (or a series of related transactions) 
with respect to the same or substantially similar prop- 
erty shall be treated as 1 lease. 

“(B) SPECIAL RULE FOR FAIR RENTAL OPTIONS ON 
NONRESIDENTIAL REAL PROPERTY OR RESIDENTIAL RENTAL 
PROPERTY.—For purposes of clause (i) of subparagraph (A), 
in the case of nonresidential real property or residential 
rental property, there shall not be taken into account any 
option to renew at fair market value, determined at the 
time of renewal. 

“(4) GENERAL ASSET ACCOUNTS.—Under regulations, a tax- 
payer may maintain 1 or more general asset accounts for any 
property to which this section applies. Except as provided in 
regulations, all proceeds realized on any disposition of property 
in a general asset account shall be included in income as 
ordinary income. 

“(5) CHANGES IN USE.—The Secretary shall, by regulations, 
provide for the method of determining the deduction allowable 
under section 167(a) with respect to any tangible property for 
any taxable year (and the succeeding taxable years) during 
which such property changes status under this section but 
continues to be held by the same person. 
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“(6) TREATMENTS OF ADDITIONS OR IMPROVEMENTS TO PROP- 
ERTY. - the case of any addition to (or improvement of) any 
propert 

LA) any deduction under subsection (a) for such addition 
or improvement shall be computed in the same manner as 
the deduction for such property would be computed if such 
property had been placed in service at the same time as 
such addition or improvement, and 

“(B) the applicable recovery period for such addition or 
improvement shall begin on the later of— 

“(i) the date on which such addition (or improvement) 
is placed i in service, or 
‘Gi) the date on which the property with respect to 
which such addition (or improvement) was made is 
placed in service. 

“(7) TREATMENT OF CERTAIN TRANSFEREES.— 

“(A) IN GENERAL.—In the case of any property trans- 
ferred in a transaction described in subparagraph (B), the 
transferee shall be treated as the transferor for purposes of 
computing the depreciation deduction determined under 
this section with respect to so much of the basis in the 
hands of the transferee as does not exceed the adjusted 
basis in the hands of the transferor. 

“(B) TRANSACTIONS COVERED.—The transactions described 
in this subparagraph are any transaction described in sec- 
tion 332, 351, 361, 371(a), 37da), 721, or 731. Subparagraph 
(A) shall not apply i in the case of a termination of a partner- 
ship under section 708(b\1B). 

(C) PROPERTY REACQUIRED BY THE TAXPAYER. —Under 
regulations, property which is disposed of and then re- 
acquired by the taxpayer shall be treated for purposes of 
computing the deduction allowable under subsection (a) as 
if such property had not been disposed of. 

“(D) Exception.—This paragraph shall not apply to any 
transaction to which subsection (f(5) applies (relating to 
churning transactions). 

“(8) TREATMENT OF LEASEHOLD IMPROVEMENTS.—In the case of 
any building erected (or improvements made) on leased prop- 
erty, if such building or improvement is property to which this 
section applies, the depreciation deduction shall be determined 
under the provisions of this section. 

“(9) NORMALIZATION RULES.— 

“(A) IN GENERAL.—In order to use a normalization 
method of accounting with respect to any public utility 
property for purposes of subsection (f(2)— 

“(@) the taxpayer must, in computing its tax expense 
for purposes of establishing its cost of service for rate- 
making purposes and reflecting operating results in its 
regulated books of account, use a method of deprecia- 
tion with respect to such property that is the same as, 
and a depreciation period for such property that is no 
shorter than, the method and period used to compute 
its depreciation expense for such purposes; and 

“(ii) if the amount allowable as a deduction under 
this section with respect to such property differs from 
the amount that would be allowable as a deduction 
under section 167 (determined without regard to sec- 
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tion 167(1)) using the method (including the period, first 
and last year convention, and salvage value) used to 
compute regulated tax expense under clause (i), the 
taxpayer must make adjustments to a reserve to reflect 
the deferral of taxes resulting from such difference. 
“(B) UsE OF INCONSISTENT ESTIMATES AND PROJECTIONS, 

“(i) IN GENERAL.—One way in which the require- 
ments of subparagraph (A) are not met is if the tax- 
payer, for ratemaking purposes, uses a procedure or 
adjustment which is inconsistent with the require- 
ments of subparagraph (A). 

“(ii) USE OF INCONSISTENT ESTIMATES AND PROJEC- 
TIONS.—The procedures and adjustments which are to 
be treated as inconsistent for purposes of clause (i) shall 
include any procedure or adjustment for ratemaking 
purposes which uses an estimate or projection of the 
taxpayer’s. tax expense, depreciation expense, or re- 
serve for deferred taxes under subparagraph (A\ii) 
unless such estimate or projection is also used, for 
ratemaking purposes, with respect to the other 2 such 
items and with respect to the rate base. 

“(iii) REGULATORY AUTHORITY.—The Secretary may 
by regulations prescribe procedures and adjustments 
(in addition to those specified in clause (ii)) which are to 
be treated as inconsistent for purposes of clause (i). 

“(C) PuBLIC UTILITY PROPERTY WHICH DOES NOT MEET 
NORMALIZATION RULES.—In the case of any public utility 
property to which this section does not apply by reason of 
subsection (f2), the allowance for depreciation under sec- 
tion 167(a) shall be an amount computed using the method 
and period referred to in subparagraph (AXi). 

“(10) PUBLIC UTILITY PROPERTY.—The term ‘public utility prop- 
erty’ has the meaning given such term by section 167(1(3\A). 

“(11) RESEARCH AND EXPERIMENTATION.—The term ‘research 
and experimentation’ has the same meaning as the term re- 
search and experimental has under section 174. 

“(12) SECTION 1245 AND 1250 PROPERTY.—The terms ‘section 
1245 property’ and ‘section 1250 property’ have the meanings 
given such terms by sections 1245(aX3) and 1250(c), respec- 
tively.” 

(b) System Usep FoR PuRPOSES OF EARNINGS AND Prorits.—Para- 
graph (3) of section 312(k) is amended to read as follows: 

“(3) EXCEPTION FOR TANGIBLE PROPERTY.— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), in the case of tangible property to which section 168 
applies, the adjustment to earnings and profits for deprecia- 
tion for any taxable year shall be determined under the 
alternative depreciation system (within the meaning of 
section 168(g\2)). 

“(B) TREATMENT OF AMOUNTS DEDUCTIBLE UNDER SECTION 
179.—For purposes of computing the earnings and profits of 
a corporation, any amount deductible under section 179 
shall be allowed as a deduction ratably over the period of 5 
taxable years (beginning with the taxable year for which 
such amount is deductible under section 179).” 
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(c) CONTINUATION OF RULES RELATING TO Motor VEHICLE OPERAT- 
ING LeEasEs.—Section 7701 is amended by redesignating subsection 
(h) as subsection (i) and by inserting after subsection (g) the follow- 
ing new subsection: 

“(h) Motor VEHICLE OPERATING LEASES.— 

“(1) IN GENERAL.—For purposes of this title, in the case of a 
qualified motor vehicle operating agreement which contains a 
terminal rental adjustment clause— 

“(A) such agreement shall be treated as a lease if (but for 
such terminal rental adjustment clause) such agreement 
would be treated as a lease under this title, and 

“(B) the lessee shall not be treated as the owner of the 
property subject to an agreement during any period such 
agreement is in effect. 

“(2) QUALIFIED MOTOR VEHICLE OPERATING AGREEMENT DE- 
FINED.—F or purposes of this subsection— 

“(A) IN GENERAL.—The term ‘qualified motor vehicle 
operating agreement’ means any agreement with respect to 
a motor vehicle (including a trailer) which meets the 
requirements of subparagraphs (B), (C), and (D) of this 
paragraph. 

“(B) MINIMUM LIABILITY OF LESSOR.—An agreement meets 
the requirements of this subparagraph if under such agree- 
ment the sum of— 

“(ij) the amount the lessor is personally liable to 
repay, and 

“(ii) the net fair market value of the lessor’s interest 
in any property pledged as security for property subject 
to the agreement, 

equals or exceeds all amounts borrowed to finance the 
acquisition of property subject to the agreement. There 
shall not be taken into account under clause (ii) any prop- 
erty pledged which is property subject to the agreement or 
property directly or indirectly financed by indebtedness 
secured by property subject to the agreement. 

“(C) CERTIFICATION BY LESSEE; NOTICE OF TAX OWNER- 
SHIP.—An agreement meets the requirements of this 
subparagraph if such agreement contains a separate writ- 
ten statement separately signed by the lessee— 

“(i) under which the lessee certifies, under penalty of 
perjury, that it intends that more than 50 percent of 
the use of the property subject to such agreement is to 
be in a trade or business of the lessee, and 

“(ii) which clearly and legibly states that the lessee 
has been advised that it will not be treated as the 
owner of the property subject to the agreement for 
Federal income tax purposes. 

“(D) LESSOR MUST HAVE NO KNOWLEDGE THAT CERTIFI- 
CATION IS FALSE.—An agreement meets the requirements of 
this subparagraph if the lessor does not know that the 
certification described in subparagraph (C\Xi) is false. 

“(3) TERMINAL RENTAL ADJUSTMENT CLAUSE DEFINED.— 

“(A) IN GENERAL.—For purposes of this subsection, the 
term ‘terminal rental adjustment clause’ means a provision 
of an agreement which permits or requires the rental price 
to be adjusted upward or downward by reference to the 
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amount realized by the lessor under the agreement upon 
sale or other disposition of such property. 

“(B) SPECIAL RULE FOR LESSEE DEALERS.—The term ‘termi- 
nal rental adjustment clause’ also includes a provision of an 
agreement which requires a lessee who is a dealer in motor 
vehicles to purchase the motor vehicle for a predetermined 
price and then resell such vehicle where such provision 
achieves substantially the same results as a provision de- 
scribed in subparagraph (A).” 

(d) TECHNICAL AND CONFORMING AMENDMENTS.— 
(1) Section 167.—Paragraph (4) of section 167(m) (relating to 
termination of class lives) is amended to read as follows: 
“(4) TERMINATION.—This subsection shall not apply with re- 
spect to any property to which section 168 applies.” 
(2) SECTION 178.— 
(A) Section 178 is amended to read as follows: 


“SEC. 178. AMORTIZATION OF COST OF ACQUIRING A LEASE. 


“(a) GENERAL RuLE.—In determining the amount of the deduction 
allowable to a lessee of a lease for any taxable year for amortization 
under section 167, 169, 179, 185, 190, 193, or 194 in respect of any 
cost of acquiring the lease, the term of the lease shall be treated as 
including all renewal options (and any other period for which the 
parties reasonably expect the lease to be renewed) if less than 75 
percent of such cost is attributable to the period of the term of the 
lease remaining on the date of its acquisition. 

“(b) CeRTAIN Periops ExcLupep.—For purposes of subsection (a), 
in determining the period of the term of the lease remaining on the 
date of acquisition, there shall not be taken into account any period 
for which the lease may subsequently be renewed, extended, or 
continued pursuant to an option exercisable by the lessee.” 

(B) The table of sections for part VI of subchapter B of 
chapter 1 is amended by striking out the item relating to 
section 178 and inserting in lieu thereof the following new 
item: 

“Sec. 178. Amortization of cost of acquiring a lease.” 

(3) Section 179.—Paragraph (8) of section 179(d) is amended to 
read as follows: 

“(8) TREATMENT OF PARTNERSHIPS AND S CORPORATIONS.—In 
the case of a partnership, the limitations of subsection (b) shall 
apply with respect to the partnership and with respect to each 
partner. A similar rule shall apply in the case of an S corpora- 
tion and its shareholders.” 

(4) SECTION 280F.— 

(A) Paragraph (2) of section 280F(a) (relating to deprecia- 
tion) is amended— 

(i) by striking out clauses (i) and (ii) of subparagraph 
(A) thereof and inserting in lieu thereof the following 
new clauses: 

“(i) $2,560 for the lst taxable year in the recovery 


riod, 

“(ii) $4,100 for the 2nd taxable year in the recovery 
period, 

“(iii) $2,450 for the 3rd taxable year in the recovery 
period, and 
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“(iv) $1,475 for _ succeeding taxable year in the 
recovery period.”, 

(ii) by striking ant $4, 800” each place it appears in 
rr dl (B) thereof and inserting in lieu thereof 

(B) Subparagraph (A) of section 280F(bX3) (relating to 
recapture) is amended by striking out “the straight line 
method over the earnings and profits life” and inserting in 
lieu thereof “section 168(g) (relating to alternative deprecia- 
tion system)”. 

(C) Paragraph (4) of section 280F(b) (relating to defini- 
tions) is amended to read as follows: 

“(4) PROPERTY PREDOMINANTLY USED IN QUALIFIED BUSINESS 
UsE.—For purposes of this subsection, property shall be treated 
as predominantly used in a qualified business use for any 
taxable year if the business use percentage for such taxable 
year exceeds 50 percent.” 

(D) Paragraph (4) of section 280F(c) is amended by strik- 
ing out “section 168(jX6\B)”’ and inserting in lieu thereof 
“section 168(iX3\A)”. 

(E) Paragraph (1) of section 280F(d) is amended by strik- 
ing out “recove deduction” and inserting in lieu thereof 
a reciation deduction”. 

(F) on (2) of section 280F(d) is amended— 
(i) by striking out “recovery deduction” and inserting 
in lieu thereof “depreciation deduction”, and 
(ii) by striking out “use described i in section 168(cX(1) 
(defining recovery property)” and inserting in lieu 
thereof “use in a trade or business (including the hold- 
ing for the production of income)”. 

(G) Clause fav) of section 280F(d\4XA) is amended by 
striking out “section — and inserting in lieu 
thereof “section 168(iX2\B)”’. 

(H) Paragraph (8) of section 280F(d) (defining unrecovered 
basis) is amended to read as follows: 

“(8) UNRECOVERED BASIS.—For purposes of subsection (a\2), 
the term ‘unrecovered basis’ means the adjusted basis of the 
passenger automobile determined after the application of 
subsection (a) and as if all use during the recovery period were 
use in a trade or business (including the holding of property for 
the production of income).” 

(1D) Paragraph (10) of section 280F(d) is amended by strik- 
ing out “, notwithstanding any regulations prescribed 
under section 168(f\7),”. 

(J) ag oy (2) of section 280F(b) is amended by strik- 
ing out e straight line method over the earnings and 
profits life for such property” and inserting in lieu thereof 

ee 168(g) (relating to alternative depreciation 
system)” 

(K) Subsections (a) and (b) of section 280F are amended by 
striking out “recovery deduction” each place it appears and 
inserting in lieu thereof “depreciation deduction”’. 

(5) SECTION 291.— 

(A) Subparagraph (A) of section 291(aX1) is amended by 
striking out “or section 1245 recovery property”. 

4 = Paragraph (1) of section 291(c) is amended to read as 
ollows: 
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“(1) ACCELERATED COST RECOVERY DEDUCTION.—Section 168 
shall apply with respect to that portion of the basis of any 
property not taken into account under section 169 by reason of 
subsection (a)(5).” 

(C) Section 291(e\(2) is amended by striking out “, ‘section 
1245 recovery property’,” and “, section 1245(a)\(5),”. 

(6) SEcTION 312.—Paragraph (4) of section 312(k) is amended 
by striking out the last sentence. 

(7) SECTION 465.— 

(A) Subparagraph (C) of section 465(bX3) is amended to 
read as follows: 

“(C) RELATED PERSON.—For purposes of this subsection, a 
person (hereinafter in this paragraph referred to as the 
‘related person’) is related to any person if— 

“() the related person bears a relationship to such 
person specified in section 267(b) or section 707(b\(1), or 
“(ii) the related person and such person are engaged 
in trades or business under common control (within the 
meaning of subsections (a) and (b) of section 52). 
For purposes of clause (i), in applying section 267(b) or 707(bX1), 
‘10 percent’ shall be substituted for ‘50 percent’.” 

(B) Section 46(cX8\D\Xv) is amended by striking out “sec- 
tion 168(e4)” and inserting in lieu thereof “section 
465(b3XC)”’. 

(C) Section 4162(c\3) is amended by striking out “section 
168(eX4D)” and inserting in lieu thereof “section 
465(b3XC)”. 

(8) SECTION 467.— 

(A) Paragraph (3) of section 467(e) is amended to read as 
follows: 

“(3) STATUTORY RECOVERY PERIOD.— 

“(A) IN GENERAL.— 


The statutory 


“In the case of: 


10-year property 
15-year and 20-year property 
Residential rental property and nonresidential real prop- 


“(B) SPECIAL RULE FOR PROPERTY NOT DEPRECIABLE UNDER 
SECTION 168.—In the case of property to which section 168 
does not apply, subparagraph (A) shall be applied as if 
section 168 applies to such property.” 

(B) Paragraph (5) of section 467(e) (defining related 
person) is amended by striking out “section ee 
and inserting in lieu thereof “section 465(bX3XC) 

(9) Section 514.—Subclause (II) of section 514(cX9XBXvi) 
(relating to real property acquired by a qualified organization) is 
amended by striking out “section 168(jX9)” and inserting in lieu 
thereof “section 168(h\(6)”. 

(10) Section 751.—Subsection (c) of section 751 (defining un- 
realized receivables) is amended by striking out “section 1245 
recovery property (as defined in section 1245(a)(5)),”. 

(11) Section 1245.— 
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(A) Paragraph (1) of section 1245(a) (relating to gain from 
dispositions of certain depreciable property) is amended by 
striking out “during a taxable year beginning after Decem- 
ber 31, 1962, or section 1245 recovery property is disposed of 
after December 31, 1980,”. 

(B) Paragraph (2) of section 1245(a) (defining recomputed 
basis) is amended to read as follows: 

‘(2) RECOMPUTED BASIS.—For purposes of this section— 

“(A) IN GENERAL.—The term ‘recomputed basis’ means, 
with respect to any property, its adjusted basis recomputed 
by adding thereto all adjustments reflected in such adjusted 
basis on account of deductions (whether in respect of the 
same or other property) allowed or allowable to the tax- 
payer or to any other person for depreciation or amortiza- 
tion. 

“(B) TAXPAYER MAY ESTABLISH AMOUNT ALLOWED.—For 
purposes of subparagraph (A), if the taxpayer can establish 
by adequate records or other sufficient evidence that the 
amount allowed for depreciation or amortization for any 
period was less than the amount allowable, the amount 
added for such period shall be the amount allowed. 

“(C) CERTAIN DEDUCTIONS TREATED AS AMORTIZATION.— 
Any deduction allowable under section 179, 190, or 193 shall 
be treated as if it were a deduction allowable for amortiza- 
tion.” 

(C) Paragraph (3) of section 1245(a) (defining section 1245 
property) is amended by striking out subparagraph (C) and 
by redesignating subparagraphs (D), (E), and (F) as subpara- 
graphs (C), (D), and (E), respectively. 

(D) Subsection (a) of section 1245 is amended by striking 
out paragraphs (5) and (6). 

(12) Section 4162.—Paragraph (3) of section 4162(c) (defining 
related person) is amended by striking out “section 168(e4\D)” 
and inserting in lieu thereof “section 465(bX3XC)”. 

(13) Section 6111.—Clause (ii) of section 6111(c\8\B) (relating 
to certain borrowed amounts excluded) is amended by striking 
out “section 168(e\4)” and inserting in lieu thereof “section 
465(bX3KC)”’. 

(14) SecTION 7701.— 

(A) Subparagraph (A) of section 7701(e4) is amended by 
striking out “section 168(j)” and inserting in lieu thereof 
“section 168(h)”. 

(B) Paragraph (5) of section 7701(e) (relating to exception 
for certain low-income housing) is amended by striking out 
“low-income housing (section 168(cX2XF))” and inserting in 
lieu thereof “property described in clause (i), (ii), (iii), or (iv) 
of section 1250(aX1XB) (relating to low-income housing)’. 


SEC. 202. EXPENSING OF DEPRECIABLE ASSETS. 


(a) LimrrATIONS ON EXPENSING.—Subsection (b) of section 179 
(relating o election to expense certain depreciable assets) is 
amended to read as follows: 

“(b) LIMITATIONS.— 

“(1) DOLLAR LIMITATION.—The aggregate cost which may be 
taken into account under subsection (a) for any taxable year 
shall not exceed $10,000. 
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“(2) REDUCTION IN LIMITATION.—The limitation under para- 
graph (1) for any taxable year shall be reduced (but not below 
zero) by the amount by which the cost of section 179 property 
placed in service during such taxable year exceeds $200,000. 

“(3) LIMITATION BASED ON INCOME FROM TRADE OR BUSINESS.— 

“(A) IN GENERAL.—The aggregate cost of section 179 prop- 
erty taken into account under subsection (a) for any taxable 
year shall not exceed the aggregate amount of taxable 
income of the taxpayer for such taxable year which is 
derived from the active conduct by the taxpayer of any 
trade or business during such taxable year. 

“(B) CARRYOVER OF UNUSED COst.—The amount of any 
cost which (but for subparagraph (A)) would have been 
allowed as a deduction under subsection (a) for any taxable 
year shall be carried to the succeeding taxable year and 
added to the amount allowable as a deduction under subsec- 
tion (a) for such succeeding taxable year. 

“(C) COMPUTATION OF TAXABLE INCOME.—For purposes of 
this paragraph, taxable income derived from the conduct of 
a trade or business shall be computed without regard to the 
cost of any section 179 property. 

“(4) MARRIED INDIVIDUALS FILING SEPARATELY.—In the case of 
a husband and wife filing separate returns for the taxable 
year— 

“(A) such individuals shall be treated as 1 taxpayer for 
purposes of paragraphs (1) and (2), and 

“(B) unless such individuals elect otherwise, 50 percent of 
the cost which may be taken into account under subsection 
(a) for such taxable year (before application of paragraph 
(3)) shall be allocated to each such individual.” 

(b) Section 179 Property.—Paragraph (1) of section 179(d) (defin- 
ing section 179 property) is amended by inserting “in the active 
conduct of” after ‘purchase for use”. 

(c) RECAPTURE.—Section 179(d\(10) (relating to recapture in certain 
cases) is amended by striking out all that follows “at any time” and 
inserting in lieu thereof a period. 


SEC. 203. EFFECTIVE DATES; GENERAL TRANSITIONAL RULES. 


(a) GENERAL EFFECTIVE DATEs.— 

(1) SecTion 201.— 

(A) IN GENERAL.—Except as provided in this section, sec- 
tion 204, and section 251(d), the amendments made by 
section 201 shall apply to property placed in service after 
December 31, 1986, in taxable years ending after such date. 

(B) ELECTION TO HAVE AMENDMENTS MADE BY SECTION 201 
APPLY.—A —_ may elect (at such time and in such 
manner as the retary of the Treasury or his delegate 
may prescribe) to have the amendments made by section 
201 apply to any property placed in service after July 31, 
1986, and before January 1, 1987. 

(2) SecTION 202.—The amendments made by section 202 shall 
apply to property placed in service after December 31, 1986, in 
taxable years ending after such date. 

(b) GENERAL TRANSITIONAL RULE.— 

(1) IN GENERAL.—The amendments made by section 201 shall 

not apply to— 
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(A) any property which is constructed, reconstructed, or 
acquired by the taxpayer pursuant to a written contract 
which was binding on March 1, 1986, 

(B) property which is constructed or reconstructed by the 
taxpayer if— 

(i) the lesser of (I) $1,000,000, or (II) 5 percent of the 
cost of such property has been incurred or committed 
by March 1, 1986, and 

(ii) the construction or reconstruction of such prop- 
erty began by such date, or 

(C) an equipped building or plant facility if construction 
has commenced as of March 1, 1986, pursuant to a written 
specific plan and more than one-half of the cost of such 
equipped building or facility has been incurred or commit- 
ted by such date. 

(2) REQUIREMENT THAT CERTAIN PROPERTY BE PLACED IN SERV- 
ICE BEFORE CERTAIN DATE.— 

(A) IN GENERAL.—Paragraph (1) and section 204(a) (other 
than paragraph (8) or (12) thereof) shall not apply to any 
property unless such property has a class life of at least 7 
years and is placed in service before the applicable date 
determined under the following table: 

In the case of property The applicable 

with a class life of: date is: 

At least 7 but less than 20 years January 1, 1989 

20 years or more January 1, 1991. 


(B) RESIDENTIAL RENTAL AND NONRESIDENTIAL REAL PROP- 
ERTY.—In the case of residential rental property and 
oe real property, the applicable date is January 

(C) Cuass tives.—For purposes of subparagraph (A)— 

(i) the class life of property to which section 
168(gX3\B) of the Internal Revenue Code of 1986 (as 
added by section 201) shall be the class life in effect on 
January 1, 1986, except that computer-based telephone 
central office switching equipment described in section 
168(e3\B\iii) of such Code shall be treated as having a 
class life of 6 years, 

(ii) property described in section 204(a) shall be 
treated as having a class life of 20 years, and 

(iii) property with no class life shall be treated as 
having a class life of 12 years. 

(D) SUBSTITUTION OF APPLICABLE DATES.—If any provision 
of this Act substitutes a date for an applicable date, this 
paragraph shall be applied by using such date. 

(3) PROPERTY QUALIFIES IF SOLD AND LEASED BACK IN 3 
MONTHS.—Property shall be treated as meeting the require- 
ments of paragraphs (1) and (2) or section 204(a) with respect to 
any taxpayer if such property is acquired by the taxpayer from 
a person— 

(A) in whose hands such property met the requirements 
of paragraphs (1) and (2) or section 204(a), or 
war who placed the property in service before January 1, 

and such property is leased back by the taxpayer to such person 
not later than the earlier of the applicable date under para- 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2145 


graph (2) or the day which is 3 months after such property was 
placed in service. 

(4) PLANT FACILITY.—For purposes of paragraph (1), the term 
“plant facility” means a facility which does not include any 
building (or with respect to which buildings constitute an 
insignificant portion) and which is— 

(A) a self-contained single operating unit or processing 
operation, 

(B) located on a single site, and 

a identified as a single unitary project as of March 1, 
1986. 
(c) PROPERTY FINANCED WITH Tax-Exempt Bonps.— 

(1) IN GENERAL.—Subparagraph (C) of section 168(g\(1) of the 
Internal Revenue Code of 1986 (as added by this Act) shall apply 
to property placed in service after December 31, 1986, in taxable 
years ending after such date, to the extent such property is 
financed by the proceeds of an obligation (including a refunding 
obligation) issued after March 1, 1986. 

(2) EXCEPTIONS.— 

(A) CONSTRUCTION OR BINDING AGREEMENTS.—Subpara- 
graph (C) of section 168(g\1).of such Code (as so added) shall 
not apply to obligations with respect to a facility— 

(iX1) the original use of which commences with the 
taxpayer, and the construction, reconstruction, or re- 
habilitation of which began before March 2, 1986, and 
was completed on or after such date, 

(ID with respect to which a binding contract to incur 
significant expenditures for construction, reconstruc- 
tion, or rehabilitation was entered into before March 2, 
1986, and some of such expenditures are incurred on or 
after such date, or 

(III) acquired on or after March 2, 1986, pursuant toa 
binding contract entered into before such date, and 

(ii) described in an inducement resolution or other 
comparable preliminary approval adopted by the issu- 
ing a (or by a voter referendum) before March 

, 1986. 

(B) REFuNDING.— 

(i) IN GENERAL.—Except as provided in clause (ii), in 
the case of property placed in service after December 
31, 1986, which is financed by the proceeds of an obliga- 
tion which is issued solely to refund another obligation 
which was issued before March 2, 1986, subparagraph 
(C) of section 168(g\(1) of such Code (as so added) shall 
apply only with respect to an amount equal to the basis 
in such property which has not been recovered before 
the date such refunded obligation is issued. 

(ii) SIGNIFICANT EXPENDITURES.—In the case of facili- 
ties the original use of which commences with the 
taxpayer and with respect to which significant expendi- 
tures are made before January 1, 1987, subparagraph 
(C) of section 168(g\1) of such Code (as so added) shall 
not apply with respect to such facilities to the extent 
such facilities are financed by the proceeds of an obliga- 
tion issued solely to refund another obligation which 
was issued before March 2, 1986. 
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(C) Faciurtres.—In the case of an inducement resolution 
or other comparable preliminary approval adopted by an 
issuing authority before March 2, 1986, for purposes of 
subparagraphs (A) and (BXii) with respect to obligations 
described in such resolution, the term “facilities” means 
the facilities described in such resolution. 

(D) SIGNIFICANT EXPENDITURES.—For purposes of this 
paragraph, the term “significant expenditures” means 
expenditures greater than 10 percent of the reasonably 
anticipated cost of the construction, reconstruction, or re- 
habilitation of the facility involved. 

(d) Mip-QUARTER CONVENTION.—In the case of any taxable year in 
which property to which the amendments made by section 201 do 
not apply is placed in service, such property shall be taken into 
account in determining whether section 168(dX3) of the Internal 
Revenue Code of 1986 (as added by section 201) applies for such 
taxable year to property to which such amendments apply. 

(e) NORMALIZATION REQUIREMENTS.— 

(1) IN GENERAL.—A normalization method of accounting shall 
not be treated as being used with respect to any public utility 
property for purposes of section 167 or 168 of the Internal 
Revenue Code of 1986 if the taxpayer, in computing its cost of 
service for ratemaking purposes and reflecting operating results 
in its regulated books of account, reduces the excess tax reserve 
more rapidly or to a greater extent than such reserve would be 
reduced under the average rate assumption method. 

(2) DEFINITIONS.—For purposes of this subsection— 

(A) EXCEss TAX RESERVE.—The term “excess tax reserve” 
means the excess of — 

(i) the reserve for deferred taxes (as described in 
section 167(1X3\XGXii) or 168(eX3BXii) of the Internal 
Revenue Code of 1954 as in effect on the day before the 
date of the enactment of this Act), over 

(ii) the amount which would be the balance in such 
reserve if the amount of such reserve were determined 
by assuming that the corporate rate reductions pro- 
vided in this Act were in effect for all prior periods. 

(B) AVERAGE RATE ASSUMPTION METHOD.—The average 
rate assumption method is the method under which the 
excess in the reserve for deferred taxes is reduced over the 
remaining lives of the property as used in its regulated 
books of account which gave rise to the reserve for deferred 
taxes. Under such method, if timing differences for the 
property reverse, the amount of the adjustment to the 
reserve for the deferred taxes is calculated by multiplying— 

(i) the ratio of the aggregate deferred taxes for the 
property to the aggregate timing differences for the 
— as of the beginning of the period in question, 


¥ 
(ii) the amount of the timing differences which re- 
verse during such period. 


SEC. 204. ADDITIONAL TRANSITIONAL RULES. 


(a) OTHER TRANSITIONAL RULES.— 
(1) URBAN RENOVATION PROJECTS.— 
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(A) IN GENERAL.—The amendments made by section 201 
shall not apply to any property which is an integral part of 
any qualified urban renovation project. 

(B) QUALIFIED URBAN RENOVATION PROJECT.—For purposes 
of subparagraph (A), the term “qualified urban renovation 
project” means any project— 

(i) described in subparagraph (C), (D), (E), or (G) 
which before March 1, 1986, was publicly announced by 
a political subdivision of a State for a renovation of an 
urban area within its jurisdiction, 

(ii) described in subparagraph (C), (D) or (G) which 
before March 1, 1986, was identified as a single unitary 
project in the internal financing plans of the primary 
developer of the project, and 

(iii) described in subparagraph (C) or (D), which is not 
substantially modified on or r March 1, 1986. 

(C) PRoJECT WHERE AGREEMENT ON DECEMBER 19, 1984.—A 
project is described in this subparagraph if— 

(i) a political subdivision granted on July 11, 1985, 
development rights to the primary developer-purchaser 
of such project, and 

(ii) such project was the subject of a a 
agreement between a political subdivision and a bridge 
authority on December 19, 1984. 

For purposes of this subparagraph, subsection (bX2) shall be 
a by substituting “January 1, 1994” for “January 1, 

(D) CERTAIN ADDITIONAL PROJECTS.—A project is described 
in this subparagraph if it is described in any of the follow- 
ing clauses of this subparagraph and the primary developer 
of all such projects is the same person: 

(i) A project is described in this clause if the develop- 
ment agreement with respect thereto was entered into 
during April 1984 and the estimated cost of the project 
is approximately $194,000,000. 

(ii) A project is described in this clause if the develop- 
ment agreement with respect thereto was entered into 
during May 1984 and the estimated cost of the project 
is approximately $190,000,000. 

(i1i) A project is described in this clause if the project 
has an estimated cost of approximately $92,000,000 and 
at least $7,000,000 was spent before September 26, 1985, 
with respect to such project. 

(iv) A project is described in this clause if the esti- 
mated project cost is approximately $39,000,000 and at 
least $2,000,000 of construction cost for such project 
were incurred before September 26, 1985. 

(v) A project is described in this clause if the develop- 
ment ment with respect thereto was entered into 
before September 26, 1985, and the estimated cost of 
the project is approximately $150,000,000. 

(vi) A project is described in this clause if the board of 
directors of the primary developer approved such 
project in December 1982, and the estimated cost of 
such project is approximately $107,000,000. 

(vii) A project is described in this clause if the board 
of directors of the primary developer approved such 
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project in December 1982, and the estimated cost of 
such project is approximately $59,000 

(viii) A project is described in this clause if the Board 
of Directors of the primary developer approved such 
project in December 1983, following selection of the 
developer by a city council on September 26, 1983, and 
the estimated cost of such project is approximately 
$107,000,000.” 

(E) PROJECT WHERE PLAN CONFIRMED ON OCTOBER 4, 
1984.—A project is described in this subparagraph if— 

(i) a State or an agency, instrumentality, or political 
subdivision thereof approved the filing of a general 
project plan on June 18, 1981, and on October 4, 1984, a 
State or an agency, instrumentality, or political sub- 
division thereof confirmed such plan, 

(ii) the project plan as confirmed on October 4, 1984, 
included construction or renovation of office buildings, 
a hotel, a trade mart, theaters, and a subway complex, 
and 

(iii) significant segments of such project were the 
subject of one or more conditional designations granted 
by a State or an agency, instrumentality, or political 
subdivision thereof to one or more developers before 
January 1, 1985. 

The preceding sentence shall apply with respect to a prop- 
erty only to the extent that a building on such property site 
was identified as part of the project plan before September 
26, 1985, and only to the extent that the size of the building 
on such property site was not substantially increased by 
reason of a modification to the project plan with respect to 
such property on or after such date. For purposes of this 
subparagraph, subsection (bX2) shall be applied by 
substituting “January 1, 1998” for “January 1, 1991”. 

(F) A project is described in this paragraph if it is a sports 
and entertainment facility which— 

(i) is to be used by both a National Hockey League 
team and a National Basketball Association team; 

(ii) is to be constructed on a platform utilizing air 
rights over land acquired by a State authority and 
identified as site B in a report dated May 30, 1984, 
— for a State urban development corporation; 
an 

(iii) is eligible for real property tax, and power and 
energy benefits pursuant to the provisions of State 
legislation approved and effective July 7, 1982, or 

(iv) the mixed-use development is— 

(I) to be constructed above a public railroad sta- 
tion utilized by the national railroad passenger 
oo and commuter railroads serving two 
States; a 

dD ‘will include the reconstruction of such sta- 
tion so as to make it a more efficient transpor- 
tation center and to better integrate the station 
with the development above, such reconstruction 
plans to be prepared in cooperation with a State 
transportation authority. 
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For payee of this subparagraph, subsection (b\(2) shall be 
applied by substituting “January 1, 1993” for the applicable 
date that would otherwise apply. 

(G) A project is described in this subparagraph if— 

(i) an inducement resolution was passed on March 9, 
1984, for the issuance of obligations with respect to 
such project, 

(ii) such resolution was extended by resolutions 
passed on August 14, 1984, April 2, 1985, August 13, 
1985, and July 8, 1986, 

(iii) an application was submitted on January 31, 
1984, for an Urban Development Action Grant with 
respect to such project, and 

(iv) an Urban Development Action Grant was 
preliminarily approved for all or part of such project on 
July 3, 1986. 

(H) A project is described in this subparagraph if it is a 
redevelopment project, with respect to which $10,000,000 in 
industrial revenue bonds were approved by a State Develop- 
ment Finance Authority on ae 15, 1986, a village 
transferred approximately $4,000, of bond volume 
authority to the State in June 1986, and a binding Redevel- 
opment Agreement was executed between a city and the 
development team on July 1, 1986. 

(2) CERTAIN PROJECTS GRANTED FERC LICENSES, ETC.—The 
amendments made by section 201 shall not apply to any prop- 
erty which is part of a project— 

(A) which is certified by the Federal Energy Regulatory 
Commission before March 2, 1986, as a qualifying facility 
8 es of the Public Utility Regulatory Policies Act of 


(B) which was granted before March 2, 1986, a hydro- 
electric license for such project by the Federal Energy 
Regulatory Commission, or 

(C) which is a hydroelectric project of less than 80 
megawatts that filed an application for a permit, exemp- 
tion, or license with the Federal Energy Regulatory 
Commission before March 2, 1986. 

(3) SUPPLY OR SERVICE CONTRACTS.—The amendments made by 
section 201 shall not apply to any property which is readily 
identifiable with and necessary to carry out a written supply or 
service contract, or agreement to lease, which was binding on 
March 1, 1986. 

(4) PROPERTY TREATED UNDER PRIOR TAX ACTS.—The amend- 
ments made by section 201 shall not apply to property described 
in section 12(cX2) or 31(gX5) and 31(g\17\j) of the Tax Reform 
Act of 1984, to property described in section 209%d\1\B) of the 
Tax Equity and Fiscal Responsibility Act of 1982, as amended by 
the Tax Reform Act of 1984 and to property described in section 
216(b\3) of the Tax Equity and Fiscal Responsibility Act of 1982. 

(5) SPECIAL RULES FOR PROPERTY INCLUDED IN MASTER PLANS OF 
INTEGRATED PROJECTS.—The amendments made by section 201 
shall not apply to any property placed in service pursuant to a 
master plan which is clearly identifiable as of March 1, 1986, for 
any project described in any of the following subparagraphs of 
this paragraph: 

(A) A project is described in this subparagraph if— 
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(i) the project involves production platforms for off- 
shore drilling, oil and gas pipeline to shore, process and 
storage facilities, and a marine terminal, and 

(ii) at least $900,000,000 of the costs of such project 
were incurred before September 26, 1985. 

(B) A project is described in this subparagraph if— 

(i) such project involves a fiber optic network of at 
least 20,000 miles, and 

(ii) before September 26, 1985, construction com- 
menced pursuant to the master plan and at least 
$85,000,000 was spent on construction. 

(C) A project is described in this subparagraph if— 

(i) such project passes through at least 10 States and 
involves intercity communication links (including one 
or more repeater sites, terminals and junction stations 
for microwave transmissions, regenerators or fiber 
optics and other related equipment), 

(ii) the lesser of $150,000,000 or 5 percent of the total 
project cost has been expended, incurred, or committed 
before March 2, 1986, by one or more taxpayers each of 
which is a member of the same affiliated group (as 
defined in section 1504(a)), and 

(iii) such project consists of a comprehensive plan for 
meeting network capacity requirements as encom- 
passed within either: 

(I) a November 5, 1985, presentation made to and 
accepted by the Chairman of the Board and the 
president of the taxpayer, or 

(II) the approvals by the Board of Directors of the 
parent company of the taxpayer on May 3, 1985, 
and September 22, 1985, and of the executive 
committee of said board on December 23, 1985. 

(D) A project is described in this subparagraph if— 

(i) such project is part of a flat rolled product mod- 
ernization plan which was initially presented to the 
Board of Directors of the taxpayer on July 8, 1983, 

“¥ such program will be carried out at 3 locations, 
an : 

(iii) such project will involve a total estimated mini- 
mum capital cost of at least $250,000,000. 

(E) A project is described in this subparagraph if the 
project is being carried out by a corporation engaged in the 
— of paint, chemicals, fiberglass, and glass, and 
1 — 

(i) the project includes a production line which ap- 
plies a thin coating to glass in the manufacture of 
energy efficient residential products, if approved by the 
—— committee of the corporation on January 

(ii) the project is a turbogenerator which was ap- 

roved by the president of such corporation and at least 
$1,000,000 of the cost of which was incurred or commit- 
ted before such date, 

(iii) the project is a waste-to-energy disposal system 
which was initially approved by the management 
committee of the corporation on March 29, 1982, and at 
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least $5,000,000 of the cost of which was incurred before 
September 26, 1985, 

(iv) the project, which involves the expansion of an 
existing service facility and the addition of new lab 
facilities needed to accommodate topcoat and under- 
coat production needs of a nearby automotive assembly 
plant, was approved by the corporation’s management 
committee on March 5, 1986, or 

(v) the project is part of a facility to consolidate and 
modernize the silica production of such corporation and 
the project was approved by the president of such 
corporation on August 19, 1985. 

(F) A project is described in this subparagraph if— 

(i) such project involves a port terminal and oil pipe- 
line extending generally from the area of Los Angeles, 
California, to the area of Midland, Texas, and 

(ii) before September 26, 1985, there is a binding 
contract for dredging and channeling with respect 
thereto and a management contract with a construc- 
tion manager for such project. 

(G) A project is described in this subparagraph if— 

(i) the project is a newspaper printing and distribu- 
tion plant project with respect to which a contract for 
the purchase of 8 printing press units and related 
equipment to be installed in a single press line was 
entered into on January 8, 1985, and 

(ii) the contract price for such units and equipment 
represents at least 50 percent of the total cost of such 
project. 

(H) A project is described in this subparagraph if it is the 
second phase of a project involving direct current trans- 
mission lines spanning approximately 190 miles from the 
United States-Canadian border to Ayer, Massachusetts, 
alternating current transmission lines in Massachusetts 
from Ayers to Millbury to West Medway, DC-AC converted 
terminals to Monroe, New Hampshire, and Ayer, 
Massachusetts, and other related equipment and facilities. 

(I) A project is described in this subparagraph if it in- 
volves not more than two natural gas-fired combined cycle 
electric generating units each having a net electrical 
capability of approximately 233 megawatts, and a sales 
contract for approximately one-half of the output of the 1st 
unit was entered into in December 1985. 

(J) A project is described in this subparagraph if— 

(i) the project involves an automobile manufacturing 
facility (including equipment and incidental appur- 
tenances) to be located in the United States, and 

(ii) either— 

(I) the project was the subject of a memorandum 
of understanding between 2 automobile manufac- 
turers that was signed before September 25, 1985, 
the automobile manufacturing facility (including 
equipment and incidental appurtenances) will in- 
volve a total estimated cost of approximately 
$750,000,000, and will have an annual production 
capacity of approximately 240,000 vehicles or 
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(II) the Board of Directors of an automobile 
manufacturer approved a written plan for the 
conversion of an existing facility to produce a new 
model of a vehicle currently not produced in the 
United States, such facility will be placed in serv- 
ice by July 1, 1987, and such Board action occurred 
in July 1985, with respect to a $523,000,000 
expenditure, in June 1983, with respect to a 
$475,000,000 expenditure, or in July 1984, with 
respect to a $312,000,000 expenditure. 

(K) A project is described in this subparagraph if either— 
(i) the project involves a joint venture between a 
utility company and a paper company for a super 
calendar paper mill, and at least $50,000,000 were in- 
curred or committed with respect to such project before 
March 1, 1986, or 
(ii) the project involves a paper mill for the manufac- 
ture of newsprint (including a cogeneration facility) is 
generally based on a written design and feasibility 
study that was completed on December 15, 1981, and 
will be placed in service before January 1, 1991, or 
(iii) the project is undertaken by a Maine corporation 
and involves the modernization of pulp and paper mills 
in Millinocket and/or East Millinocket, Maine, or 
(iv) the project involves the installation of a paper 
machine for production of coated publication papers, 
the modernization of a pulp mill, and the installation of 
machinery and equipment with respect to related proc- 
esses, as of December 31, 1985, in excess of $50,000,000 
was incurred for the project, as of July 1986, in excess 
of $150,000,000 was incurred for the project, and the 
project is located in Pine Bluff, Arkansas, or 
(v) involves property of a type described in ADR 
classes 26.1, 26.2, 25, 00.3 and 00.4 included in a paper 
plant which will manufacture and distribute tissue, 
towel or napkin products; is located in Effingham 
County, Georgia; and is generally based upon a written 
General Description which was submitted to the Geor- 
gia Department of Revenue on or about June 13, 1985. 
(L) A project is described in this subparagraph if— 
(i) a letter of intent with respect to such project was 
executed on June 4, 1985, and 
(ii) a 5-percent downpayment was made in connection 
with such project for 2 10-unit press lines and related 
equipment. 
(M) A project is described in this subparagraph if— 
(i) the project involves the retrofit of ammonia 
plants, 
(ii) as of March 1, 1986, more than $390,000 had been 
expended for engineering and equipment, and 
(iii) more than $170,000 was expensed in 1985 as a 
portion of preliminary engineering expense. 
(N) A project is described in this subparagraph if the 
project involves bulkhead intermodal flat cars which are 
placed in service before January 1, 1987, and either— 
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(i) more than $2,290,000 of expenditures were made 
before March 1, 1986, with respect to a project involv- 
ing up to 300 platforms, or 

(ii) more than $95,000 of expenditures were made 
before March 1, 1986, with respect to a project involv- 
ing up to 850 platforms. 

(O) A project is described in this subparagraph if— 

(i) the project involves the production and transpor- 
tation of oil and gas from a well located north of the 
Arctic Circle, and 

(ii) more than $200,000,000 of cost had been incurred 
or committed before September 26, 1985. 

(P) A project is described in this subparagraph if— 

(i) a commitment letter was entered into with a 
financial institution on January 23, 1986, for the 
financing of the project, 

(ii) the project involves intercity communication 
links (including microwave and fiber optics commu- 
nications systems and related property), 

(iii) the project consists of communications links be- 
tween— 

(I) Omaha, Nebraska, and Council Bluffs, Iowa, 

(II) Waterloo, Iowa and Sioux City, Iowa, 

= Davenport, Iowa and Springfield, Illinois, 
an 

(iv) the estimated cost of such project is approxi- 
mately $13,000,000. 

(Q) A project is described in this subparagraph if— 

(i) such project is a mining modernization project 
involving mining, transport, and milling operations, 

(ii) before September 26, 1985, at least $20,000,000 
was expended for engineering studies which were ap- 
proved by the Board of Directors of the taxpayer on 
January 27, 1983, and 

(iii) such project will involve a total estimated mini- 
mum cost of $350,000,000. 

(R) A project is described in this subparagraph if— 

(i) such project is a dragline acquired in connection 
with a 3-stage program which began in 1980 to increase 
production from a coal mine, 

(ii) at least $35,000,000 was spent before September 
26, 1985, on the lst 2 stages of the program, and 

(iii) at least $4,000,000 was spent to prepare the mine 
site for the dragline. 

(S) A project is described in this subparagraph if—it is a 
project consisting of a mineral processing facility using a 
heap leaching system (including waste dumps, low-grade 
dumps, a leaching area, and mine roads) and if— 

(i) convertible subordinated debentures were issued 
in August 1985, to finance the project, 

(ii) construction of the project was authorized by the 
Board of Directors of the taxpayer on or before Decem- 
ber 31, 1985, 

(iii) at least $750,000 was paid or incurred with re- 
spect to the project on or before December 31, 1985, and 

(iv) the project is placed in service on or before 
December 31, 1986. 
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(T) A project is described in this subparagraph if it is a 
plant facility on Alaska’s North Slope and— 

(i) the approximate cost is $575,000,000 of which 
approximately $100,000,000 was spent on off-site 
construction or 

(ii) the approximate cost of which is $450,000,000, of 
which approximately $100,000,000 was spent on off-site 
construction, more than 50 percent of the project cost 
was spent prior to December 31, 1985, and which will 
be placed in service in 1987. 

(U) A project is described in this subparagraph if it 
involves the connecting of existing retail stores in the 
downtown area of a city to a new covered area, the total 
project will be 250,000 square feet, a formal Memorandum 
of Understanding relating to development of the project 
was executed with the city on July 2, 1986, and the esti- 
mated cost of the project is $18,186,424. 

(V) A project is described in this subparagraph if it 
includes a 200,000 square foot office tower, a 200-room 
hotel, a 300,000 square foot retail center, an 800-space 
parking facility, the total cost is en to be $60,000,000, 
and $1,250,000 was expended with respect to the site before 
August 25, 1986. 

(W) A project is described in this subparagraph if it is a 
joint use and development project including an integrated 
hotel, convention center, office, related retail facilities and 
public mass transportation terminal, and vehicle parking 
facilities which satisfies the following conditions: 

(i) is developed within certain air space rights and 
upon real property exchanged for such joint use and 
development project which is owned or acquired by a 
state department of transportation, a regional mass 
transit district in a county with a population of at least 
5,000,000 and a community redevelopment agency; 

(ii) such project affects an existing, approximately 40 
acre public mass transportation bus-way terminal facil- 
ity located adjacent to an interstate halen, 

(iii) a memorandum of understanding with respect to 
such joint use and development project is executed by a 
state department of transportation, such a county re- 
gional mass transit district and a community redevel- 
opment agency on or before December 31, 1986, and 

(iv) a major portion of such joint use and develop- 
ment project is placed in service by December 31, 1990. 

(X) A project is described in this subparagraph if— 

(i) it is an $8,000,000 project to provide advanced 
control technology for adipic acid at a plant, which was 
authorized by the company’s Board of Directors in 
October 1985, at December 31, 1985, $1,400,000 was 
committed and $400,000 expended with respect to such 
project, or 

(ii) it is an $8,300,000 project to achieve compliance 
with State and Federal regulations for particulates 
emissions, which was authorized by the company’s 
Board of Directors in December 1985, by March 31, 
1986, $250,000 was committed and $250,000 was ex- 
pended with respect to such project, or 
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(iii) it is a $22,000,000 project for the retrofit of a 
plant that makes a raw material for aspartame, which 
was approved in the company’s December 1985 capital 
budget, if approximately $3,000,000 of the $22,000,000 
was spent before August 1, 1986. 

(Y) A project is described in this subparagraph if such 
project passes through at least 9 States and involves an 
intercity communication link (including multiple repeater 
sites and junction stations for microwave transmissions and 
amplifiers for fiber optics); the link from Buffalo to New 
York/Elizabeth was completed in 1984; the link from Buf- 
falo to Chicago was completed in 1985; and the link from 
New York to Washington is completed in 1986. 

(6) NATURAL GAS PIPELINE.—The amendments made by section 
201 shall not apply to any interstate natural gas pipeline (and 
related equipment) if— 

(A) 3 applications for the construction of such pipeline 
were filed with the Federal Energy Regulatory Commission 
before November 22, 1985 (and 2 of which were filed before 
September 26, 1985), and 

(B) such pipeline has 1 of its terminal points near Bakers- 
field, California. 

(7) CERTAIN LEASEHOLD IMPROVEMENTS.—The amendments 
made by section 201 shall not apply to any reasonable leasehold 
improvements, a and furnishings placed in service by 
a lessee or its affiliates if— 

(A) the lessee or an affiliate is the original lessee of each 
building in which such property is to be used, 

(B) such lessee is obligated to lease the building under an 
agreement to lease entered into before September 26, 1985, 
and such property is provided for such building, and 

(C) such buildings are to serve as world headquarters of 
the lessee and its affiliates. 

For purposes of this paragraph, a corporation is an affiliate of 
another corporation if both corporations are members of a 
controlled group of — rations within the meaning of section 
1563(a) of the Internal Revenue Code of 1954 without regard to 
section 1563(b\(2) of such Code. Such lessee shall include a 
securities firm that meets the requirements of subparagraph 
(A), except the lessee is obligated to lease the building under a 
lease entered into on June 18, 1986. 

(8) SOLID WASTE DISPOSAL FACILITIES.—The amendments made 
by section 201, and section 203(c), shall not apply to the tax- 
payer who originally Po mes in service any qualified solid waste 
disposal facility (as defined in section 7701(eX3\B) of the In- 
ternal Revenue Code of 1986) if before March 2, 1986— 

(A) there is a binding written contract between a service 
recipient and a service provider with respect to the oper- 
ation of such facility to pay for the services to be provided 
by such facility, 

(B) a service recipient or governmental unit (or any entity 
related to such recipient or unit) made a financial commit- 
ment of at least $200,000 for the financing or construction 
of such facility, 

(C) such facility is the Tri-Cities Solid Waste Recovery 
Project involving Fremont, Newark, and Union City, 
California, and has received an authority to construct from 
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the Environmental Protection Agney or from a State or 
local agency authorized by the Environmental Protection 
Agency to issue air quality permits under the Clean Air 
Act. 
(9) CERTAIN SUBMERSIBLE DRILLING UNITS.—In the case of a 
binding contract entered into on October 30, 1984, for the 

urchase of 6 semi-submersible drilling units at a cost of 
$4 425,000,000, such units shall be treated as having an applicable 
date under subsection 203(bX2) of January 1, 1991. 

(10) WASTEWATER OR SEWAGE TREATMENT FACILITY.—The 
amendments made by section 201 shall not apply to any prop- 
o ae is part of a wastewater or sewage treatment facility 
if either— 

(A) site preparation for —_ facilit ty commenced before 
September 1985, and a parish council approved a service 
— ment with respect to such facility on December 4, 
1985; 

(B) a city-parish advertised in September 1985, for bids 
for construction of secondary treatment improvements for 
such facility, in May 1985, the city-parish received state- 
ments from 16 firms interested in privatizing the 
wastewater treatment facilities, and the metropolitan coun- 
cil selected a privatizer at its meeting on November 20, 
1985, and adopted a resolution authorizing the Mayor to 
enter into contractual negotiation with the selected 
privatizer; 

(C) the property is part of a wastewater treatment facility 
with respect to which a binding service agreement between 
a privatizer and the Western Carolina Regional Sewer 
Authority with respect to such facility was signed before 
January 1, 1986; or 

(D) such propert is part of a wastewater treatment 
facility (located in pach County, Texas, within one mile 
of the City of Harlingen), an application for a wastewater 
discharge permit was filed with respect to such facility on 
December 4, 1985, and a City Commission approved a letter 
of intent relating to a service agreement with respect to 
such facility on August 7, 1986; or a wastewater facility 
(located in Harlingen, Texas) which is a subject of the letter 
of intent and service ———- described in subparagraph 
(AX2) of this paragraph and the design of which was con- 
tracted for in a letter of intent dated January 23, 1986. 

(11) CERTAIN AIRCRAFT.—The amendments made by section 
201 shall not apply to any new aircraft with 19 or fewer 
passenger seats if— 

(A) rt ones is a in a oo Geor- 
gia, or Texas. For purposes of this subparagraph, an air- 
craft is “manufactured” at the point of its final assembly, 

(B) the aircraft was in inventory or in the planned 
production schedule of the final assembly manufacturer, 
1986, — placed for the engine(s) on or before August 16, 

an 


(C) the aircraft is purchased or ee to a binding 


<7 on or before mber 31, 1986, and is delivered 
of mmo in service by the purchase, before July 1, 1987. 
Section 211 2B) shall not apply to aircraft which meet the 


requirements of this subparagrap 
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(12) CERTAIN SATELLITES.—The amendments made by section 
201 shall not apply to any satellite with respect to which— 
(A) on or before January 28, 1986, there was a binding 
contract to construct or acquire a satellite, and 
(i) an agreement to launch was in existence on that 
date, or 

(ii) on or before August 5, 1983, the Federal Commu- 
nications Commission had authorized the construction 
and for which the authorized party has a specific al- 
though undesignated agreement to launch in existence 

on January 28, 1986; 

(B) by order adopted on July 25, 1985, the Federal 
Communications Commission granted the taxpayer an or- 
bital slot and authorized the taxpayer to launch and oper- 
ate 2 satellites with a cost of approximately $300,000,000; or 

(C) the International Telecommunications Satellite 
Organization or the International Maritime Satellite 
Organization entered into written binding contracts before 
May 1, 1985 

(13) CERTAIN NONWIRE LINE CELLULAR TELEPHONE SYSTEMS.— 
The amendments made by section 201 shall not apply to prop- 
erty that is part of a nonwire line system in the Domestic Public 
Cellular Radio Telecommunications Service for which the Fed- 
eral Communications Commission has issued a construction 
permit before September 26, 1985, but only if such property is 
placed in service before January 1, 1987. 

(14) CERTAIN COGENERATION FACILITIES.—The amendments 
made by section 201 shall not apply to projects consisting of 1 or 
more facilities for the cogeneration and distribution of elec- 
tricity and steam or other forms of thermal energy if— 

(A) at least $100,000 was paid or incurred with respect to 
the project before March 1, 1986, a memorandum of under- 
standing was executed on September 13, 1985, and the 
project is placed in service before January 1, 1989, 

(B) at least $500,000 was paid or incurred with respect to 
the projects before May 6, 1986, the projects involve a 22- 
megawatt combined cycle gas turbine plant and a 45-mega- 
watt coal waste plant, and applications for qualifying facil- 
ity status were filed with the Federal Energy Regulatory 
Commission on March 5, 1986, 

(C) the project cost approximates $125,000,000 to 
$140,000,000 and an application was made to the Federal 
Energy Regulatory Commission in July 1985, 

(D) an inducement resolution for such facility was 
adopted on September 10, 1985, a development authority 
was given an inducement date of September 10, 1985, for a 
loan not to exceed $80,000,000 with respect to such facility, 
and such facility is expected to have a capacity of approxi- 
mately 30 megawatts of electric power and 70,000 pounds of 
steam per hour, 

(E) at least $1,000,000 was incurred with respect to the 
project before May 6, 1986, the project involves a 52-mega- 
watt combined cycle gas turbine plant and a petition was 
filed with the Connecticut Department of Public Utility 
Control to approve a power sales agreement with respect to 
the project on March 27, 1986. 
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(15) CERTAIN ELECTRIC GENERATING STATIONS.—The amend- 
ments made by section 201 shall not apply to a project consist- 
ing of a coal-fired electric generating station (including multiple 
a units, coal mine equipment, and transmission facili- 
ties) if— 

(A) a tax-exempt entity will own an equity interest in all 
property included in the project (except the coal mine 
equipment), and 

(B) at least $72,000 was expended in the acquisition of 
coal leases, land and water rights, engineering studies, and 
other development costs before May 6, 1986. 

For purposes of this subparagraph, subsection (b\2) shall be 
— by substituting “January 1, 1986” for “January 1, 

(16) SPoRTS ARENAS.— 

(A) INDOOR SPORTS FACILITY.—The amendments made by 
section 201 shall not apply to up to $20,000,000 of improve- 
ments made by a lessee of any indoor sports facility pursu- 
ant to a lease from a State commission granting the right to 
make limited and specified improvements (including 
planned seat explanations), if architectural renderings of 
the project were commissioned and received before Decem- 
ber 22, 1985 

(B) METROPOLITAN SPORTS ARENA.—The amendments 
made by section 201 shall not apply to any property which 
is part of an arena constructed for occa sports 
activities in a metropolitan area, provided that such arena 
is capable of seating no less than 18,000 spectators and a 
binding contract to incur significant expenditures for its 
construction was entered into before June 1, 1986. 

(17) CERTAIN WASTE-TO-ENERGY FACILITIES.—The amendments 
made by section 201 shall not apply to 2 agricultural waste-to- 
energy powerplants (and required transmission facilities), in 
connection with which a contract to sell 100 megawatts of 
electricity to a city was executed in October 1984. 

(18) CERTAIN COAL-FIRED PLANTS.—The amendments made by 
section 201 shall not apply to one of three 540 megawatt coal- 
fired plants that are placed in service after a sale leaseback 
occurring after 7 1, 1986, if— 

(A) the Board of Directors of an electric power coopera- 
tion authorized the investigation of a sale leaseback of a 
nuclear generation facility by resolution dated January 22, 
1985, and 

(B) a loan was extended by the Rural Electrification 
Administration on February 20, 1986, which contained a 
covenant with respect to used property leasing from unit II. 

(19) CERTAIN RAIL SYSTEMS.— 

(A) The amendments made by section 201 shall not appl 
to a light rail transit system, the approximate cost of wach 
is $235,000,000, if, with respect to which, the board of 
directors of a corporation (formed in September 1984 for the 
purpose of developing, financing, and operating the system) 
authorized a $300,000 expenditure for a feasibility study in 
April 1985. 

(B) The amendments made by section 201 shall not apply 
to any pro po for rehabilitation of regional railroad rights 
of way and properties including grade crossings which was 
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authorized by the Board of Directors of such company prior 
to October 1985; and/or was modified, altered or enlarged 
as a result of termination of company contracts, but ap- 
proved by said Board of Directors no later than January 30, 
1986, and which is in the public interest, and which is 
subject to binding contracts or substantive commitments by 
December 31, 1987. 

(20) CERTAIN DETERGENT MANUFACTURING FACILITY.—The 
amendments made by section 201 shall not apply to a laund 
detergent manufacturing facility, the approximate cost of whic 
is $13,200,000, with respect to which a project agreement was 
fully executed on March 17, 1986. 

(21) CERTAIN RESOURCE RECOVERY FACILITY.—The amendments 
made by section 201 shall not apply to any of 3 resource 
recovery plants, the aqmreges? cost of which approximates 
$300,000,000, if an industrial development authority adopted a 
bond resolution with respect to such facilities on December 17, 
1984, and the projects were approved by the department of 
commerce of a Commonwealth on December 27, 1984. 

(22) The amendments made by section 201 shall not apply to a 
computer and office support center building in Minneapolis, 
with respect to which the first contract, with an architecture 
firm, was signed on April 30, 1985, and a construction contract 
was signed on March 12, 1986. 

(23) CERTAIN DISTRICT HEATING AND COOLING FACILITIES.—The 
amendments made by section 201 shall not apply to pipes, 
mains, and related equipment included in district heating and 
cooling facilities, with respect to which the development author- 
ity of a State approved the project through an inducement 
resolution adopted on October 8, 1985, and in connection with 
pris approximately $11,000,000 of tax-exempt bonds are to be 
issued. 

(24) CERTAIN VESSELS.— 

(A) CERTAIN OFFSHORE VESSELS.—The amendments made 
by section 201 shall not appl to any offshore vessel the 
construction contract for which was signed on February 28, 
1986, and the approximate cost of which is $9,000,000 

(B) CERTAIN INLAND RIVER VESSEL.—The amendments 
made by section 201 shall not apply to a project involving 
the reconstruction of an inland river vessel docked on the 
Mississippi River at St. Louis, Missouri, on July 14, 1986, 
and with respect to which: 

(i) the estimated cost of reconstruction is approxi- 
mately $39,000,000; 
; ae was commenced prior to December 
(iii) at least $17,000,000 was expended before Decem- 
ber 31, 1985; and 

(C) SPECIAL AUTOMOBILE CARRIER VESSELS.—The amend- 
ments made by section 201 shall not apply to two new 
automobile carrier vessels which will cost approximately 
$47,000,000 and will be constructed by a United States-flag 
carrier to operate, under the United States-flag and with an 
American crew, to transport foreign automobiles to the 
United States, in a case where negotiations for such 
transportation arrangements commenced in April 1985, 
formal contract bids were submitted prior to the end of 
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1985, and definitive transportation contracts were awarded 
in May 1986. 

(D) The amendments made by section 201 shall not apply 
to a 562-foot passenger cruise ship, which was purchased in 
1980 for the purpose of returning the vessel to United 
States service, the approximate cost of refurbishment of 
which is approximately $47,000,000. 

(25) CERTAIN WOOD ENERGY PROJECTS.—The amendments 
made by section 201 shall not apply to two wood energy prod- 
ucts for which applications with the Federal Energy Regulatory 
Commission were filed before January 1, 1986, which are de- 
scribed as follows: 

(A) a 26.5 megawatt plant in Fresno, California, and 

(B) a 26.5 megawatt plant in Rocklin, California. 

(26) The amendments made by section 201 shall not apply to 
property which is a geothermal project of less than 20 
megawatts that was certified by the Federal Energy Regulatory 
Commission on July 14, 1986, as a qualifying small power 
production facility for purposes of the Public Utility Regulatory 
Policies Act of 1978 pursuant to an application filed with the 
Federal Energy Regulatory Commission on April 17, 1986. 

(27) CERTAIN ECONOMIC DEVELOPMENT PROJECTS.—The amend- 
ments made by section 201 shall not apply to any of the 
following projects: 

(A) A mixed use development on the East River the total 
cost of which is approximately $400,000,000, with respect to 
which a letter of intent was executed on January 24, 1984, 
and with respect to which approximately $2.5 million had 
been spent by March 1, 1986. 

-(B) A 356-room hotel, banquet, and conference facility 
(including 525,000 square feet of office space) the approxi- 
mate cost of which is $158,000,000, with respect to which a 
letter of intent was executed on June 1, 1984, and with 
respect to which an inducement resolution and bond resolu- 
tion was adopted on August 20, 1985. 

(C) Phase 1 of a 4-phase project involving the construction 
of laboratory space and ground-floor retail space the esti- 
mated cost of which is $32,000,000 and with respect to 
which a memoradum of understanding was made before 
August 29, 1983. 

(D) A project involving the development of a 490,000 
square foot mixed-use building at 152 W. 57th Street and 
7th Avenue, New York, New York, the estimated cost of 
which is $100,000,000, and with respect to which a building 
permit application was filed in May 1986. 

(E) A mixed-use project containing a 300 unit, 12-story 
hotel, garage, two multi-rise office buildings, and also in- 
cluded a park, renovated riverboat, and barge with festival 
marketplace, the capital outlays for which approximate 
$68,000,000. 

(F) The construction of a three-story office building that 
will serve as the home office for an insurance group and its 
affiliated companies, with respect to which a city agreed to 
transfer its ownership of the land for the project in a 
Redevelopment Agreement executed on September 18, 1985, 
once certain conditions are met. 
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(G) A commercial bank formed under the laws of the 
State of New York which entered into an agreement on 
September 5, 1985, to construct its headquarters at 60 Wall 
Street, New York, New York, with respect to such head- 
quarters. 

(H) Any property which is part of a commercial and 
residential project, the first phase of which is currently 
under construction, to be developed on land which is the 
subject of an ordinance passed on July 20, 1981, by the city 
council of the city in which such land is located, designating 
such land and the improvements to be placed thereon as a 
residential-business planned development, which develop- 
ment is being financed in part by the proceeds of industrial 
development bonds in the amount of $62,000 issued on 
December 4, 1985. 

(28) The amendments made by section 201 shall not apply to 
an $80,000,000 capital project steel seamless tubular casings 
minimill and melting facility located in Youngstown, Ohio, 
which was purchased by the taxpayer in April 1985, and— 

(A) the purchase and renovation of which was approved 
by a committee of the Board of Directors on February 22, 
1985, and 

(B) as of December 31, 1985, more than $20,000,000 was 
incurred or committed with respect to the renovation. 

(29) The amendments made by section 201 shall not apply to 
any project for residential rental property if— 

(A) an inducement resolution with respect to such project 
was adopted by the State housing development authority on 
January 18, 1985, and 

(B) such project was the subject of law suits filed on June 
22, 1984, and November 21, 1985. 

(30) The amendments made by section 201 shall not apply to a 
30 megawatt electric generating facility fueled by geothermal 
and wood waste, the approximate cost of which is $55,000,000, 
and with respect to which a 30-year power sales contract was 
executed on March 22, 1985. 

(31) The amendments made by section 201 shall not apply to 
railroad maintenance-of-way equipment, with respect to which 
a Boston bank entered into a firm binding contract with a major 
northeastern railroad before March 2, 1986, to finance 
$10,200,000 of such equipment, if all of the equipment was 
placed in service before August 1, 1986. 

(32) The amendment made by section 201 shall not apply to— 

(A) a facility constructed on approximately seven acres of 
land located on Ogle’s Poso Creek Oil field, the primary fuel 
of which will be bituminous coal from Utah or Wyoming, 
with respect to which an application for an authority to 
construct was filed on July 30, 1984, an authority to con- 
struct was issued on February 28, 1985, and a prevention of 
significant deterioration permit application was submitted 
on June 17, 1985, 

(B) a facility constructed on approximately seven acres of 
land located on Teorco’s Jasmin oil field, the primary fuel 
of which will be bituminous coal from Utah or Wyoming, 
with respect to which an authority to construct was filed on 
August 30, 1984, an authority to construct was issued on 
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May 4, 1985, and a prevention of significant deterioration 
permit application was submitted on July 3, 1985, 

(C) the Mountain View Apartments, in Hadley, 
Massachusetts, 

(D) a facility expected to have a capacity of not less than 
65 megawatts of electricity, the steam from which is to be 
sold to a pulp and paper mill, with respect to which applica- 
tion was made to the Federal Regulatory Commission for 
certification as a qualified facility on November 1, 1985, and 
received such certification on January 24, 1986, 

(E) $2,200,000 of equipment ordered on January 27, 1986, 
in connection with a 60,000 square foot plant that was 
completed in 1983, 

(F) a magnetic resonance imaging machine, with respect 
to which a binding contract to purchase was entered into in 
April 1986, in connection with the construction of a mag- 
netic resonance imaging clinic with respect to which a 
Determination of Need certification was obtained from a 
State Department of Public Health on October 22, 1985, if 
such property is placed in service before December 31, 1986, 

(G) a company located in Salina, Kansas, which has been 
engaged in the construction of highways and city streets 
since 1946, but only to the extent of $1,410,000 of invest- 
ment in new section 38 property, 

(H) a $300,000 project undertaken by a small metal finish- 
ing company located in Minneapolis, Minnesota, the first 
parts of which were received and paid for in January 1986, 
with respect to which the company received Board approval 
to purchase the largest piece of machinery it has ever 
ordered in 1985, 

(D A $1,200,000 finishing machine that was purchased on 
April 2, 1986 and placed into service in September 1986 by a 
company located in Davenport, Iowa, 

(J) A 25 megawatt small power production facility, with 
respect to which Qualifying Facility status numbered 
QF86-593-000 was granted on March 5, 1986, 

(K) A $600,000,000, 250 megawatt plant placed in service 
by the Sierra Pacific Power Company, 

(L) 128 units of rental housing the Point Gloria Limited 
Partnership, 

(M) Kenosha Harbor, in Kenosha, Wisconsin, 

(N) Lakeland Park Phase II, in Baton Rouge, Louisiana, 

(O) the Santa Rosa Hotel, in New Orleans, Louisiana, 

(P) the Sheraton Baton Rouge, in Baton Rouge, Louisi- 


ana, 

(Q) $300,000 of equipment placed in service in 1986, in 
connection with the renovation of the Best Western Town- 
house Convention Center in Cedar Rapids, Iowa, 

(R) the segment of a nationwide fiber optics telecommuni- 
cations network placed in service by SouthernNet, the total 
estimated cost of which is $37,000,000, 

(S) two cogeneration facilities, placed in service by the 
Reading Anthracite Company, costing approximately 
$110,000,000 each, with respect to which filings were made 
with the Federal Energy Regulatory Commission on Decem- 
ber 31, 1985, and which are located in Pennsylvania, 
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(T) a fiber optics network placed in service by Kansas City 
Southern Industries, the total estimated cost of which is 
$25,000,000, 

(U) 3 newly constructed fishing vessels, and one vessel 
that is overhauled, placed in service by Mid Coast Marine, 
but only to the extent of $6,700,000 of investment, 

(V) $350,000 of equipment acquired in connection with 
the reopening of a plant in Bristol, Rhode Island, which 
plant was purchased by Buttonwoods, Ltd., Associates on 
February 7, 1986, 

(W) $4,046,000 of equipment placed in service by 
Brendle’s Incorporated, acquired in connection with a Dis- 
tribution Center, 

(X) a multi-family mixed-use housing project located in a 
home rule city, the zoning for which was changed to resi- 
dential business planned development on November 26, 
1985, and with respect to which both the home rule city and 
the State housing finance agency adopted inducement reso- 
lutions on December 20, 1985, 

(Y) the Myrtle Beach Convention Center, in South Caro- 
lina, to the extent of $25,000,000 of investment, and 

(Z) railroad cars placed in service by the Pullman Leasing 
Company, pursuant to an April 3, 1986 purchase order, 
costing approximately $10,000,000. 

(33) The amendments made by section 201 shall not apply to— 

(A) $400,000 of equipment placed in service by Super Key 
Market, if such equipment is placed in service before Janu- 
ary 1, 1987, 

(B) the Trolley Square project, the total project cost of 
which is $24,500,000, and the amount of depreciable real 
property of which is $14,700,000. 

(C) a waste-to-energy project in Derry, New Hampshire, 
costing approximtely $60,000,000, 

(D) the City of Los Angeles Co-composting project, the 
estimated cost of which is $62,000,000, with respect to 
which, on July 17, 1985, the California Pollution Control 
Financing Authority issued an initial resolution in the 
maximum amount of $75,000,000 to finance this project, 

(E) the St. Charles, Missouri Mixed-Use Center, 

(F) Oxford Place in Tulsa, Oklahoma, 

(G) an amount of investment generating $20,000,000 of 
investment tax credits attributable to property used on the 
Illinois Diversatech Campus, 

(H) $25,000,000 of equipment used in the Melrose Park 
Engine Plant that is sold and leased back by Navistar, 

(I) 80,000 vending machines, for a cost approximating 
$3,400,000 placed into service by Folz Vending Co., 

(J) a 24 megawatt alternative energy facility placed in 
service by Peat Products, with respect to which certification 
by the Federal Energy Regulatory Commission on April 3, 
1986, and 

(K) Burbank Manors, in Illinois. 

(b) SpectaL RuLE For CERTAIN Property.—The provisions of sec- 
tion 168(fX8) of the Internal Revenue Code of 1954 (as amended by 
section 209 of the Tax Equity and Fiscal Responsibility Act of 1982) 
shall continue to apply to any transaction permitted by reason of 
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section 12(c\(2) of the Tax Reform Act of 1984 or section 209(d1B) 
of the Tax Equity and Fiscal Responsibility Act of 1982. 
(c) APPLICABLE DATE IN CERTAIN CASES.— 

(1) Section 203(b)(2) shall be applied by substituting ‘January 
1, 1992” for January 1, 1991” in the following cases. 

(A) in the case of a 2-unit nuclear powered electric 
generating plant (and equipment and incidental appur- 
tenances), constructed pursuant to contracts entered into 
by the owner operator of the facility before December 31, 
1975, including contracts with the engineer/constructor 
and the nuclear steam system supplier, such contracts shall 
be treated as contracts described in section 203(b\1)A), 

(B) a cogeneration ik with respect to which an ap- 
plication with the Federal Energy Regulatory Commission 
was filed on August 2, 1985, and approved October 15, 1985. 

(C) in the case of a 1,300 megawatt coal-fired steam 
powered electric generating plant (and related equipment 
and incidental appurtenances), which the three owners 
determined in 1984 to convert from nuclear power to coal 
power and for which more than $600,000,000 had been 
incurred or committed for construction before September 
25, 1985, except that no investment tax credit will be 
allowable under section 49(d\(3) added by section 211(a) of 
this Act for any qualified progress expenditures made after 
December 31, 1990. 

(2) Section 203(b\(2) shall be applied by substituting “April 1, 
1992” for the applicable date that would otherwise apply, in the 
case of the second unit of a twin steam electric generating 
facility and related equipment which was granted a certificate 
of public convenience and necessity by a public service commis- 
sion prior to January 1, 1982, if the first unit of the facility was 
placed in service prior to January 1, 1985, and before September 
26, 1985, more than $100,000,000 had been expended toward the 
construction of the second unit. 

(3) Section 203(b\2) shall be applied by substituting “January 
1, 1990,” for the applicable date that would otherwise apply in 
the case of— 

(A) new commercial passenger aircraft used by a domestic 
airline, if a binding contract with respect to such aircraft 
was entered into before April 1, 1986, and such aircraft has 
a present class life of 12 years, 

(B) a pumped storage hydroelectric project with respect to 
which an application was made to the Federal Energy 
Regulatory Commission for a license on February 4, 1974, 
and license was issued August 1, 1977, the project number 
of which is 2740, 

(C) a facility for the manufacture of an improved 
particleboard, if—a binding contract to purchase such 
equipment was executed March 3, 1986, such equipment 
will be placed in service by January 1, 1988, and such 
facility is located in or near Moncure, North Carolina, and 

(D) a newsprint mill in Pend Oreille county, Washington, 
costing about $290,000,000. 

(4) The amendments made by section 201 shall not apply to a 
limited amount of the following property or a limited amount of 
property set forth in submission before September 16, 1986, by 
the following taxpayers— 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2165 


(A) Arena project, Michigan, 

(B) Campbell Soup Company, Pennsylvania and Califor- 
nia, 

(C) Overton, Florida, 

(D) Legett and Platt, 

(E) East Bank Housing Project, 

(F) Standard Telephone Company, 

(G) Presidential Air, 

(H) Ann Arbor Railroad, 

(I) Ada, Michigan Cogeneration, 

(J) Anchor Store Project, Michigan, 

(K) Biogen Power, 

(L) $14,000,000 of television transmitting towers placed in 
service by Media General, Inc., which were subject to bind- 
ing contracts as of January 21, 1986, and will be placed in 
service before January 1, 1988, 

(M) Hardage Company, 

(N) Mesa Airlines, 

(O) Yarn-spinning equipment used at Spring Cotton Mills, 
and 

(P) 328 units of low-income housing at Angelus Plaza. 

(d) RAILROAD GRADING AND TUNNEL BoreEs.— 

(1) IN GENERAL.—In the case of expenditures for railroad 
grading and tunnel bores which were incurred by a common 
carrier by railroad to replace property destroyed in a disaster 
occurring on or about April 17, 1983, near Thistle, Utah, such 
expenditures, to the extent not in excess of $15,000,000, shall be 
treated as recovery property which is 5-year property under 
section 168 of the Internal Revenue Code of 1954 (as in effect 
before the amendments made by this Act) and which is placed 
in service at the time such expenditures were incurred. 

(2) BUSINESS INTERRUPTION PROCEEDS.—Business interruption 
proceeds received for loss of use, revenues, or profits in connec- 
tion with the disaster described in paragraph (1) and devoted by 
the taxpayer described in paragraph (1) to the construction of 
replacement track and related grading and tunnel bore expendi- 
tures shall be treated as constituting an amount received from 
the involuntary conversion of property under section 1033(a\(2) 
of such Code. 

(3) EFFECTIVE DATE.—This subsection shall apply to taxable 
years ending after April 17, 1983. 

(e) TREATMENT OF CERTAIN DISASTER LOSSES.— 

(1) IN GENERAL.—In the case of a disaster described in para- 
graph (2), at the election of the taxpayer, the amendments made 
by section 201 of this Act— 

(A) shall not apply to any property placed in service 
during 1987 or 1988, or 

(B) shall apply to any property placed in service during 
1985 or 1986, 

which is property to replace property lost, damaged, or de- 
stroyed in such disaster. 

(2) DISASTER TO WHICH SECTION APPLIES.—This section shall 
apply to a flood which occurred on November 3 through 7, 1985, 
and which was declared a natural disaster area by the President 
of the United States. 
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Subtitle B—Repeal of Regular Investment Tax 
Credit 


SEC. 211. REPEAL OF REGULAR INVESTMENT TAX CREDIT. 


(a) GENERAL RuLe.—Subpart E of part IV of subchapter A of 
chapter 1 (relating to investment tax credit) is amended by adding at 
the end thereof the following new section: 


“SEC. 49. TERMINATION OF REGULAR PERCENTAGE. 


“(a) GENERAL RuLE.—For purposes of determining the amount of 
the investment tax credit determined under section 46, the regular 
percentage shall not apply to any property placed in service after 
December 31, 1985. 

“(b) Exceptions.—Subject to the provisions of subsections (c) and 
(d), subsection (a) shall not apply to the following: 

“(1) TRANSITION PROPERTY.—Property which is transition 
property (within the meaning of subsection (e)). 

“(2) QUALIFIED PROGRESS EXPENDITURE FOR PERIODS BEFORE 
JANUARY 1, 1986.—In the case of any taxpayer who has made an 
election under section 46(d\6), the portion of the adjusted basis 
of any progress expenditure property attributable to qualified 
progress expenditures for periods before January 1, 1986. 

“(3) QUALIFIED TIMBER PROPERTY.—The portion of the adjusted 
basis of qualified timber property which is treated as section 38 
property under section 48 (aX1)(F). 

a 35-PERCENT REDUCTION IN CREDIT FOR TAXABLE YEARS AFTER 
1986.— 

“(1) REDUCTION IN CURRENT YEAR INVESTMENT CREDIT.—Any 
portion of the current year business credit under section 38(b) 
for any taxable year beginning after June 30, 1987, which is 
attributable to the regular investment credit shall be reduced 
by 35 percent. 

“(2) UNEXPIRED CARRYFORWARDS TO 1ST TAXABLE YEAR BEGIN- 
NING AFTER JUNE 30, 1987.—Any portion of the business credit 
carryforward under section 38(a\1) attributable to the regular 
investment credit which has not expired as of the close of the 
taxable year preceding the lst taxable year of the taxpayer 
beginning after June 30, 1987, shall be reduced by 35 percent. 

“(3) SPECIAL RULE FOR TAXABLE YEARS BEGINNING BEFORE AND 
ENDING AFTER JULY 1, 1987.—In the case of any taxable year 
beginning before and ending after July 1, 1987— 

“(A) any portion of the current year business credit under 
section 38(b) for such taxable year, or 

‘(B) any portion of the business credit carryforward 
under section 38(a\1) to such year, 

which is attributable to the regular investment credit shall be 
reduced by the applicable percentage. 

“(4) TREATMENT OF DISALLOWED CREDIT.— 

“(A) IN GENERAL.—The amount of the reduction of the 
regular investment credit under paragraphs (1) and (2) shall 
not be allowed as a credit for any taxable year. 

“(B) No CARRYBACK FOR YEAR STRADDLING JULY 1, 1987; 
GROSS UP OF CARRYFORWARDS.—The amount of the reduction 
of the regular investment credit under paragraph (3)— 

“(i) may not be carried back to any taxable year, but 
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“(ii) shall be added to the carryforwards from the 
taxable year before applying pe (2). 

“(5) DEFINITIONS AND SPECIAL RULES.—For purposes of this 
subsection— 

“(A) APPLICABLE PERCENTAGE.—The term ‘applicable 
percentage’ means, with respect to a taxable year beginning 
before and ending after July 1, 1987, the percentage which 
bears the same ratio to 35 percent as— 

“(i) the number of months in such taxable year after 
June 30, 1987, bears to 
“(ii) the number of months in such taxable year. 

“(B) REGULAR INVESTMENT CREDIT.— 

“(i) IN GENERAL.—The term ‘regular investment 
— has the meaning given such term by section 

o). 

“(ii) EXCEPTION FOR TIMBER PROPERTY.—The term 
‘regular investment credit’ shall not include any por- 
tion of the regular investment credit which is attrib- 
utable to section 38 property described in section 
48(aX1XF). 

“(C) PoRTION OF CREDITS ATTRIBUTABLE TO REGULAR 
INVESTMENT CREDIT.—The portion of any current year busi- 
ness credit or business credit carryforward which is attrib- 
utable to the regular investment credit shall be determined 
on the basis that the regular investment credit is used first. 

“(d) Fut, Basis ADJUSTMENT.— 

“(1) IN GENERAL.—In the case of periods after December 31, 
1985, section 48(q) (relating to basis adjustment to section 38 
property) shall be applied with respect to transaction prop- 
erty— 

“(A) by substituting ‘100 percent’ for ‘50 percent’ in 
paragraph (1), and 

“(B) without regard to paragraph (4) thereof (relating to 
election of reduced credit in lieu of basis adjustment). 

“(2) SPECIAL RULE FOR QUALIFIED PROGRESS EXPENDITURES.—If 
the taxpayer made an election under section 48(q\4) with re- 
spect to any ee progress expenditures for periods before 
January 1, 1986— 

“(A) paragraph (1) shall not apply to the portion of the 

usted basis attributable to such expenditures, and 

(B) such election shall not apply to such expenditures for 
periods after December 31, 1985. 

“(e) TRANSITION PrRoperty.—For purposes of this section— 

“(1) TRANSITION PROPERTY.—The term ‘transition property’ 
means any vaprts placed in service after December 31, 1985, 
and to which the amendments made by section 201 of the Tax 
Reform Act of 1986 do not apply, except that in making such 
determination— 

“(A) section 203(aX1XA) of such Act shall be applied by 
substituting ‘1985’ for ‘1986’, 

“(B) sections 203(bX1) and 204(aX3) of such Act shall be 
— by substituting ‘December 31, 1985’ for ‘March 1, 


adj 


6 


“(C) in the case of transition property with a class life of 
less than 7 years— 
“(i) section 203(bX2) of such Act shall apply, and 
“(ii) in the case of property with a class life— 
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“(I) of less than 5 years, the applicable date shall 
be July 1, 1986, and 
“(II at least 5 years, but less than 7 years, the 
applicable date shall be January 1, 1987, and 
“(D) section 203(bX3) shall be applied by substituting 
‘1986’ for ‘1987’. 

“(2) TREATMENT OF PROGRESS EXPENDITURES.—No progress 
expenditures for periods after December 31, 1985, with respect 
to any property shall be taken into account for purposes of 
applying the regular percentage unless it is reasonable to expect 
that such property will be transition property when placed in 
service. If any progress expenditures are taken into account by 
reason of the preceding sentence and subsequently there is not a 
reasonable expectation that such property would be transition 
property when placed in service, the credits attributable to 
progress expenditures with respect to such property shall be 
recaptured under section 47.” 

(b) NORMALIZATION Rutes.—If, for any taxable year beginning 
after December 31, 1985, the requirements of paragraph (1) or (2) of 
section 46(f) of the Internal Revenue Code of 1986 are not met with 
respect to public utility property to which the regular percentage 
applied for purposes of determining the amount of the investment 
tax credit— 

(1) all credits for open taxable years as of the time of the final 
determination referred to in section 46(f(4A) of such Code 
shall be recaptured, and 

(2) if the amount of the taxpayer’s unamortized credits (or the 
credits not previously restored to rate base) with respect to such 
property (whether or not for open years) exceeds the amount 
referred to in paragraph (1), the taxpayer’s tax for the taxable 
year shall be increased by the amount of such excess. 

If any portion of the excess described in paragraph (2) is attributable 
to a credit which is allowable as a carryover to a taxable year 
beginning after December 31, 1985, in lieu of applying paragraph (2) 
with respect to such portion, the amount of such carryover shall be 
reduced by the amount of such portion. Rules similar to the rules of 
this subsection shall apply in the case of any property with respect 
to which the requirements of section 46(f(9) of such Code are met. 

(c) CONFORMING AMENDMENT.—The table of sections for subpart E 
of part IV of subchapter A of chapter 1 is amended by adding at the 
end thereof the following new item: 


“Sec. 49. Termination of regular percentage.” 


(d) EXCEPTION FOR CERTAIN AIRCRAFT USED IN ALASKA.— 

(1) The amendments made by subsection (a) shall not apply to 
property originally placed in service after December 29, 1982, 
and before August 1, 1985, by a corporation incorporated in 
Alaska on May 21, 1953, and used by it— 

(A) in part, for the transportation of mail for the United 
States Postal Service in the State of Alaska, and 
(B) in part, to provide air service in the State of Alaska on 
routes which had previously been served by an air carrier 
that received compensation from the Civil Aeronautics 
Board for providing service. 
(2) In the case of property described in subparagraph (A)— 
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(A) such property shall be treated as recovery property 
described in section 208(d\5) of the Tax Equity and Fiscal 
Responsibility Act of 1982 (“TEFRA”); 

(B) “48 months” shall be substituted for “3 months” each 
place it appears in applying— 

(i) section 48(bX2\(B) of the Code, and 

(ii) section 168(f(8D) of the Code (as in effect after 
the amendments made by the Technical Corrections 
Act of 1982 but before the amendments made by 
TEFRA); and 

(C) the limitation of section 168(f(8\D\iiXIID (as then in 
effect) shall be read by substituting “the lessee’s original 
cost basis.”, for “the adjusted basis of the lessee at the time 
of the lease.”. 

(3) The aggregate amount of property to which this paragraph 
shall apply shall not exceed $60,000,000. 

(e) EFFECTIVE DATE.— 

(1) IN GENERAL.—Except as provided in this subsection, the 
amendments made by this section shall apply to property placed 
in service after December 31, 1985, in taxable years ending after 
such date. 

(2) EXCEPTIONS FOR CERTAIN FILMS.—F or purposes of determin- 
ing whether any property is transition property within the 
meaning of section 4%e) of the Internal Revenue Code of 1986— 

(A) in the case of any motion picture or television film, 
construction shall be treated as including production for 
purposes of section 203(b\(1) of this Act, and written contem- 
porary evidence of an agreement (in accordance with indus- 
try practice) shall be treated as a written binding contract 
for such purposes, 

(B) in the case of any television film, a license agreement 
or agreement for production services between a television 
network and a producer shall be treated as a binding 
contract for purposes of section 203(bX 1A) of this Act, and 

(C) a motion picture film shall be treated as described in 
section 203(bX1\A) of this Act if— 

(i) funds were raised pursuant to a public offering 
— September 26, 1985, for the production of such 

ilm, 

(ii) 40 percent of the funds raised pursuant to such 
public offering are being spent on films the production 
of which commenced before such date, and 

(iii) all of the films funded by such public offering are 
required to be distributed pursuant to distribution 
agreements entered into before September 26, 1985. 

(3) NORMALIZATION RULES.—The provisions of subsection (b) 
shall apply to any violation of the normalization requirements 
under paragraph (1) or (2) of section 46(f) of the Internal Reve- 
nue Code of 1986 occurring in taxable years ending after Decem- 
ber 31, 1985. 

(4) ADDITIONAL EXCEPTIONS.— 

(A) Paragraphs (c) and (d) of section 49 of the Internal 
Revenue Code of 1954 shall not apply to any continuous 
caster facility for slabs and blooms which is subject to a 
lease and which is part of a project the second phase of 
which is a continuous slab caster which was placed in 
service before December 31, 1935. 
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(B) For purposes of determining whether an automobile 
manufacturing facility (including equipment and incidental 
appurtenances) is transition property within the meaning 
of section 49(e), property with respect to which the Board of 
Directors of an automobile manufacturer formally a 
proved the plan for the project on January 7, 1985 shall be 
treated as transition property, but only with respect to 
$70,000,000 of regular investment tax credits. 


SEC. 212. EFFECTIVE 15-YEAR CARRYBACK OF EXISTING CARRY- 
FORWARDS OF STEEL COMPANIES. 


(a) GENERAL Rute.—If a qualified corporation makes an election 
under this section for its Ist taxable year beginning after December 
31, 1986, with respect to any portion of its existing carryforwards, 
the amount determined under subsection (b) shall be treated as a 
payment against the tax imposed by chapter 1 of the Internal 
Revenue Code of 1986 made by such corporation on the last day 
prescribed by law (without regard to extensions) for filing its return 
of tax under chapter 1 of such Code for such Ist taxable year. 

(b) AMouNT.—For purposes of subsection (a), the amount deter- 
mined under this subsection shall be the lesser of— 

(1) 50 percent of the portion of the corporation’s existing 
— orwards to which the election under subsection (a) ap- 
plies, or 

(2) the corporation’s net tax liability for the carryback period. 

(c) CoRPORATION MAKING ELEcTION May Not Use SAME AMOUNTS 
Unpber Section 38.—In the case of a qualified corporation which 
makes an election under subsection (a), the portion of such corpora- 
tion’s existing carryforwards to which such an election applies shall 
not be taken into account under section 38 of the Internal Revenue 
oe of 1986 for any taxable year beginning after December 31, 

(d) Ner Tax LiaBiuiry ror CARRYBACK PeERIop.—For purposes of 
this section— 

(1) IN GENERAL.—A corporation’s net tax liability for the 
carryback period is the aggregate of such corporation’s net tax 
liability for taxable years in the carryback period. 

(2) NET TAX LIABILITY.—The term “net tax liability” means, 
with respect to any taxable year, the amount of the tax imposed 
by chapter 1 of the Internal Revenue Code of 1954 for such 
taxable year, reduced by the sum of the credits allowable under 
part IV of subchapter A of such chapter 1 (other than section 34 
thereof). For purposes of the preceding sentence, any tax treated 
as not imposed by chapter 1 of such Code under section 26(bX2) 
rs such Code shall not be treated as tax imposed by such chapter 


(3) CARRYBACK PERIOD.—The term “‘carryback period” means 
the period— 

(A) which begins with the corporation’s 15th taxable year 
preceding the lst taxable year from which there is an 
unused credit included in such corporation’s existing 
carryforwards (but in no event shall such period begin 
before the corporation’s lst taxable year ending after 
December 31, 1961), and 

(B) which ends with the corporation’s last taxable year 
beginning before January 1, 1986. 
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(e) No RECOMPUTATION OF Minimum Tax, Erc.—Nothing in this 
section shall be construed to affect— 

(1) the amount of the tax imposed by section 56 of the Internal 
Revenue Code of 1986, or 

(2) the amount of any credit allowable under such Code, 

for any taxable year in the carryback period. 
(f) REINVESTMENT REQUIREMENT.— 

(1) IN GENERAL.—Any amount determined under this section 
must be committed to reinvestment in, and modernization of 
the steel industry through investment in modern plant and 
equipment, research and development, and other appropriate 
projects, such as working capital for steel operations and pro- 
grams for the retraining of steel workers. 

(2) GENERAL RULE.—If this section applies to LTV Corpora- 
tion, then, in lieu of the requirements of paragraph (1)— 

(A) such corporation shall place such refund in a separate 
account; and 

(B) amounts in such separate account— 

(i) shall only be used by the corporation— 

(I) to purchase an insurance policy which pro- 
vides that, in the event the corporation becomes 
involved in a title 11 or similar case (as defined in 
section 368(aX3XA) of the Internal Revenue Code of 
1954), the insurer will provide life and health 
insurance coverage during the 1-year period begin- 
ning on the date such involvement begins to any 
individual with respect to whom the corporation 
would (but for such involvement) have been obli- 
gated to provide such coverage the coverage pro- 
vided by the insurer will be identical to the cov- 
erage which the corporation would (but for such 
involvement) have been obligated to provide, and 
provides that the payment of insurance premiums 
will not be required during such 1-year period to 
— such policy in force, or 

(ID directly in connection with the trade or busi- 
ness of the corporation in the manufacturer or 
production of steel; and 

(ii) shall be used (or obligated) for purposes described 
in clause (i) not later than 3 months after the corpora- 
tion receives the refund. 

(g) DEFINITIONS.—For purposes of this section— 

(1) QUALIFIED CORPORATION.— 

(A) IN GENERAL—The term “qualified corporation” 
means any corporation which is described in section 806(b) 
of the Steel Import Stabilization Act and a company which 
was incorporated on February 11, 1983, in Michigan. 

(B) CERTAIN PREDECESSORS INCLUDED.—In the case of any 
qualified corporation which has carryforward attributable 
to a predecessor corporation described in such section 
806(b), the qualified corporation and the predecessor cor- 
poration shall be treated as 1 corporation for purposes of 
subsections (d) and (e). 

(2) EXISTING CARRYFORWARDS.—The term “existing 
carryforward” means the aggregate of the amounts which— 

(A) are unused business credit carryforwards to the tax- 
payer’s lst taxable year beginning after December 31, 1986 
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(determined without regard to the limitations of section 
38(c) and any reduction under section 49 of the Internal 
Revenue Code of 1986), and 

(B) are attributable to the amount of the regular invest- 
ment credit determined under section 46(aX(1) of such Code 
(relating to regular percentage), or any corresponding provi- 
sion of prior law, determined on the basis that the regular 
investment credit was used first. 


SEC. 213. EFFECTIVE 15-YEAR CARRYBACK OF EXISTING CARRY- 
FORWARDS OF QUALIFIED FARMERS. 


(a) GENERAL RuLE.—If a taxpayer who is a qualified farmer makes 
an election under this section for its 1st taxable year beginning after 
December 31, 1986, with respect to any portion of its existing 
carryforwards, the amount determined under subsection (b) shall be 
treated as a payment against the tax imposed by chapter 1 of the 
Internal Revenue Code of 1986 made by such taxpayer on the last 
day prescribed by law (without regard to extensions) for filing its 
return of tax under chapter 1 of such Code for such 1st taxable year. 

(b) AMount.—For purposes of subsection (a), the amount deter- 
mined under this subsection shall be equal to the smallest of— 

(1) 50 percent of the portion of the taxpayer’s existing 
—_ to which the election under subsection (a) 
applies, 

(2) the taxpayer’s net tax liability for the carryback period 
on ~ meaning of section 212(d) of this Act), or 

( ; 

(c) TAxpAYER Maxkinc E.ection May Nor Use SAME AMOUNTS 
Unper Section 38.—In the case of a qualified farmer who makes an 
election under subsection (a), the portion of such farmer’s existing 
carryforwards to which such an election applies shall not be taken 
into account under section 38 of the Internal Revenue Code of 1986 
for any taxable year beginning after December 31, 1986. 

(d) No REcoMPUTATION OF Minimum Tax, Erc.—Nothing in this 
section shall be construed to affect— 

(1) the amount of the tax imposed by section 56 of the Internal 
Revenue Code of 1954, or 

(2) the amount of any credit allowable under such Code, 

for any taxable year in the carryback period (within the meaning of 
section 212(d\3) of this Act). 

(e) DeFinrTIoNs AND SpeciAL Ru.es.—For purposes of this 
section— 

(1) QUALIFIED FARMER.—The term “qualified farmer” means 
any taxpayer who, during the 3-taxable year period preceding 
the taxable year for which an election is made under subsection 
(a), derived 50 percent or more of the taxpayer’s gross income 
from the trade or business of farming. 

(2) EXISTING CARRYFORWARD.—The term “existing 
carryforward” means the aggregate of the amounts which— 

(A) are unused business credit carryforwards to the tax- 
payer’s lst taxable year beginning after December 31, 1986 
(determined without regard to the limitations of section 
38(c) of the Internal Revenue Code of 1986), and 

(B) are attributable to the amount of the investment 
credit determined under section 46(a) of such Code (or any 
corresponding provision of prior law) with respect to section 
38 property which was used by the taxpayer in the trade or 
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business of farming, determined on the basis that such 
credit was used first. 
(3) FarmMING.—The term “farming” has the meaning given 
such term by section 2032A(e) (4) and (5) of such Code. 


Subtitle C—General Business Credit Reduction 


SEC. 221. REDUCTION IN TAX LIABILITY WHICH MAY BE OFFSET BY BUSI- 
NESS CREDIT FROM 85 PERCENT TO 75 PERCENT. 


(a) IN GENERAL.—Subparagraph (B) of section 38(c\(1) (relating to 
limitation based on amount of tax) is amended by striking out “85 
percent” and inserting in lieu thereof “75 percent’. 

(b) ErrectivE Date.—The amendment made by subsection (a) 
shall apply to taxable years beginning after December 31, 1985. 


Subtitle D—Research and Development 
Provisions 


SEC. 231. AMENDMENTS RELATING TO CREDIT FOR INCREASING RE- 
SEARCH ACTIVITIES. 


(a) 3-YEAR EXTENSION OF THE RESEARCH CREDIT.— 

(1) IN GENERAL.—Section 30 (relating to credit for increasing 
research activities) is amended by adding at the end thereof the 
following new subsection: 

“(h) TERMINATION.— 

“(1) IN GENERAL.—This section shall not apply to any amount 
paid or incurred after December 31, 1988. 

“(2) COMPUTATION OF BASE PERIOD EXPENSES.—In the case of 
any taxable year which begins before January 1, 1989, and ends 
after December 31, 1988, any amount for any base period with 
respect to such taxable year shall be the amount which bears 
the same ratio to such amount for such base period as the 
number of days in such taxable year before January 1, 1989, 
bears to the total number of days in such taxable year.” 

(2) CONFORMING AMENDMENT.—Subsection (d) of section 221 of 
the Economic Recovery Tax Act of 1981 is amended— 

(A) by striking out “, and before January 1, 1986” in 
paragraph (1), and 
(B) by striking out the last sentence of paragraph (2)A). 
(b) DEFINITION OF QUALIFIED RESEARCH; CERTAIN RESEARCH Not 
ELIGIBLE FOR CrEDIT.—Subsection (d) of section 30 (defining qualified 
research) is amended to read as follows: 
“(d) QUALIFIED RESEARCH DEFINED.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘qualified research’ means 

research— 
“(A) with respect to which expenditures may be treated 
as expenses under section 174, 
“(B) which is undertaken for the purpose of discovering 
information— 
“(i) which is technological in nature, and 
“(ii) the application of which is intended to be useful 
in the development of a new or improved business 
component of the taxpayer, and 
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“(C) substantially all of the activities of which constitute 
elements of a process of experimentation for a purpose 
described in paragraph (3). 

Such term does not include any activity described in paragraph 
(4). 

“(2) TESTS TO BE APPLIED SEPARATELY TO EACH BUSINESS COMPO- 
NENT.—For purposes of this subsection— 

“(A) IN GENERAL.—Paragraph (1) shall be applied sepa- 
rately with respect to each business component of the 
taxpayer. 

“(B) BUSINESS COMPONENT DEFINED.—The term ‘business 
component’ means any product, process, computer software, 
technique, formula, or invention which is to be— 

“(i) held for sale, lease, or license, or 
“(ii) used by the taxpayer in a trade or business of the 
taxpayer. 

“(C) SPECIAL RULE FOR PRODUCTION PROCESSES.—Any plant 
process, machinery, or technique for commercial production 
of a business component shall be treated as a separate 
business component (and not as part of the business compo- 
nent being produced). 

“(3) PURPOSES FOR WHICH RESEARCH MAY QUALIFY FOR 
CREDIT.—For purposes of paragraph (1(C)— 

“(A) IN GENERAL.—Research shall be treated as conducted 
for a purpose described in this paragraph if it relates to— 

“(i) a new or improved function, 
“(ii) performance, or 
“(iii) reliability or quality. 

“(B) CERTAIN PURPOSES NOT QUALIFIED.—Research shall in 
no event be treated as conducted for a purpose described in 
this paragraph if it relates to style, taste, cosmetic, or 
seasonal design factors. 

“(4) ACTIVITIES FOR WHICH CREDIT NOT ALLOWED.—The term 
‘qualified research’ shall not include any of the following: 

“(A) RESEARCH AFTER COMMERCIAL PRODUCTION.—Any re- 
search conducted after the beginning of commercial produc- 
tion of the business component. 

“(B) ADAPTATION OF EXISTING BUSINESS COMPONENTS.— 
Any research related to the adaptation of an existing busi- 
i component to a particular customer’s requirement or 
need. 

“(C) DUPLICATION OF EXISTING BUSINESS COMPONENT.— 
Any research related to the reproduction of an existing 
business component (in whole or in part) from a physical 
examination of the business component itself or from plans, 
blueprints, detailed specifications, or publicly available 
information with respect to such business component. 

“(D) SURVEYS, STUDIES, ETC.—Any— 

“(i) efficiency survey, 

“(ii) activity relating to management function or 
technique, 

“(iii) market research, testing, or development 
(including advertising or promotions), 

“(iv) routine data collection, or 

“(v) routine or ordinary testing or inspection for 
quality control. 
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“(E) COMPUTER SOFTWARE.—Except to the extent provided 
in regulations, any research with respect to computer soft- 
ware which is developed by (or for the benefit of) the 
taxpayer primarily for internal use by the taxpayer, other 
than for use in— 

“(i) an activity which constitutes qualified research 
(determined with regard to this subparagraph), or 

“(ii) a production process with respect to which the 
requirements of paragraph (1) are met. 

“(F) FOREIGN RESEARCH.—Any research conducted outside 
the United States. 

“(G) SOCIAL SCIENCES, ETC.—Any research in the social 
sciences, arts, or humanities. 

“(H) FUNDED RESEARCH.—Any research to the extent 
funded by any grant, contract, or otherwise by another 
person (or governmental entity).” 

(c) REDUCTION IN CREDIT; CREDIT FoR Basic RESEARCH PAYMENTS 
TO QUALIFIED ORGANIZATIONS.— 

(1) IN GENERAL.—Subsection (a) of section 30 is amended to 
read as follows: 

“(a) GENERAL RuLE.—For purposes of section 38, the research 
credit determined under this section for the taxable year shall be an 
amount equal to the sum of— 

“(1) 20 percent of the excess (if any) of— 

“(A) the qualified research expenses for the taxable year, 
over 

“(B) the base period research expenses, and 

“(2) 20 percent of the basic research payments determined 
under subsection (e(1A).” 

(2) DEFINITIONS AND SPECIAL RULES RELATING TO PAYMENTS FOR 
BASIC RESEARCH.—Subsection (e) of section 30 (relating to credit 
available with respect to certain basic research by colleges, 
universities, and certain research organizations) is amended to 
read as follows: 

“(e) Creprr ALLOWABLE WitH Respect TO CERTAIN PAYMENTS TO 
QUALIFIED ORGANIZATIONS FOR Basic ResEARCH.—For purposes of 
this section— 

“(1) IN GENERAL.—In the case of any taxpayer who makes 
basic research payments for any taxable year— 

“(A) the amount of basic research payments taken into 
— under subsection (a2) shall be equal to the excess 
0 — 

“(i) such basic research payments, over 
ws the qualified organization base period amount, 
an 
“(B) that portion of such basic research payments which 
does not exceed the qualified organization base period 
amount shall be treated as contract research expenses for 
purposes of subsection (a)(1). 

“(2) BASIC RESEARCH PAYMENTS DEFINED.—For purposes of this 
subsection— 

“(A) IN GENERAL.—The term ‘basic research payment’ 
means, with respect to any taxable year, any amount paid 
in cash during such taxable year by a corporation to any 
qualified organization for basic research but only if— 
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“(i) such payment is pursuant to a written agreement 
between such corporation and such qualified organiza- 
tion, and 

“(ii) such basic research is to be performed by such 
qualified organization. 

“(B) EXCEPTION TO REQUIREMENT THAT RESEARCH BE PER- 
FORMED BY THE ORGANIZATION.—In the case of a qualified 
organization described in subparagraph (C) or (D) of para- 
graph (6), clause (ii) of subparagraph (A) shall not apply. 

“(3) QUALIFIED ORGANIZATION BASE PERIOD AMOUNT.—For pur- 
poses of this subsection, the term ‘qualified organization base 
period amount’ means an amount equal to the sum of— 

“(A) the minimum basic research amount, plus 

“(B) the maintenance-of-effort amount. 

(4) MINIMUM BASIC RESEARCH AMOUNT.—For purposes of this 
subsection— 

“(A) IN GENERAL.—The term ‘minimum basic research 
amount’ means an amount equal to the greater of— 

“(i) 1 percent of the average of the sum of amounts 
paid or incurred during the base period for— 

“(I) any in-house research expenses, and 
“(II any contract research expenses, or 

“(ii) the amounts treated as contract research ex- 
penses during the base period by reason of this subsec- 
tion (as in effect during the base period). 

“(B) FLoor AMOUNT.—Except in the case of a taxpayer 
which was in existence during a taxable year (other than a 
short taxable year) in the base period, the minimum basic 
research amount for any base period shall not be less than 


50 percent of the basic research —— for the taxable 


year for which a determination is 
subsection. 
“(5) MAINTENANCE-OF-EFFORT AMOUNT.—For purposes of this 
subsection— 

“(A) IN GENERAL—The term ‘maintenance-of-effort 
amount’ means, with respect to any taxable year, an 
amount equal to the excess (if any) of— 

“(i) an amount equal to— 

“(1) the average of the nondesignated university 
contributions paid by the taxpayer during the base 
period, multiplied by 

“(ID the ee adjustment for the cal- 
endar year in which such taxable year begins, over 

“(ii) the amount of nondesignated university con- 
tributions paid by the taxpayer during such taxable 
year. 

“(B) NONDESIGNATED UNIVERSITY CONTRIBUTIONS.—For 
purposes of this paragraph, the term ‘nondesignated 
university contribution’ means any amount paid by a tax- 
pot any qualified organization described in paragraph 


ing made under this 


“(i) for which a deduction was allowable under sec- 
tion 170, and 
“(ii) which was not taken into account— 
“(D in computing the amount of the credit under 
this section (as in effect during the base period) 
during any taxable year in the base period, or 
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“(ID as a basic research payment for purposes of 
this section. 
“(C) CosT-OF-LIVING ADJUSTMENT DEFINED.— 

“(i) IN GENERAL.—The cost-of-living adjustment for 
any calendar year is the cost-of-living adjustment for 
such calendar year determined under section 1(fX3). 

“(ii) SPECIAL RULE WHERE BASE PERIOD ENDS IN A 
CALENDAR YEAR OTHER THAN 1983 OR 1984.—If the base 
period of any taxpayer does not end in 1983 or 1984, 
section 1(f(3\B) shall, for purposes of this paragraph, 
be applied by substituting the calendar year in which 
such base period ends for 1987. 

“(6) QUALIFIED ORGANIZATION.—For purposes of this subsec- 
tion, the term ‘qualified organization’ means any of the follow- 
ing organizations: 

“(A) EDUCATIONAL  INSTITUTIONS.—Any educational 
organization which— 

“(i) is an institution of higher education (within the 
meaning of section 3304(f)), and 

“(ii) is described in section 170(bX1AXii). 

“(B) CERTAIN SCIENTIFIC RESEARCH ORGANIZATIONS.—Any 
organization not described in subparagraph (A) which— 

“(i) is described in section 501(cX3) and is exempt 
from tax under section 501(a), 

“(ii) is organized and operated primarily to conduct 
scientific research, and 

“(iii) is not a private foundation. 

“(C) SclENTIFIC TAX-EXEMPT ORGANIZATIONS.—Any 
organization which— 

“(i) is described in— 

“(ID section 501(cX\3) (other than a private founda- 
tion), or 
“(ID section 501(cX6), 

“(ii) is exempt from tax under section 501(a), 

“(iii) is organized and operated primarily to promote 
scientific research by qualified organizations described 
in subparagraph (A) pursuant to written research 
agreements, and 

“(iv) currently expends— 

“(I) substantially all of its funds, or 
“(ID substantially all of the basic research pay- 
ments received by it, 
for grants to, or contracts for basic research with, an 
organization described in subparagraph (A). 
“(D) CERTAIN GRANT ORGANIZATIONS.—Any organization 
not described in subparagraph (B) or (C) which— 

“(i) is described in section 501(cX3) and is exempt 
from tax under section 501(a) (other than a private 
foundation), 

“(ii) is established and maintained by an organization 
established before July 10, 1981, which meets the 
requirements of clause (i), 

“(iii) is organized and operated exclusively for the 
purpose of making grants to organizations described in 
subparagraph (A) pursuant to written research agree- 
ments for purposes of basic research, and 
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“(iv) makes an election, revocable only with the con- 
sent of the Secretary, to be treated as a private founda- 
tion for purposes of this title (other than section 4940, 
relating to excise tax based on investment income). 

“(7) DEFINITIONS AND SPECIAL RULES.—For purposes of this 
subsection— 

“(A) BasiC RESEARCH.—The term ‘basic research’ means 
any original investigation for the advancement of scientific 
knowledge not having a specific commercial objective, 
except that such term shall not include— 

“(i) basic research conducted outside of the United 
States, and 

“(ii) basic research in the social sciences, arts, or 
humanities. 

“(B) BASE PERIOD.—The term ‘base period’ means the 3- 
taxable-year period ending with the taxable year imme- 
diately preceding the lst taxable year of the taxpayer 
beginning after December 31, 1983. 

“(C) EXCLUSION FROM INCREMENTAL CREDIT CALCULA- 
TION.—For purposes of determining the amount of credit 
allowable under subsection (a\(1) for any taxable year, the 
amount of the basic research payments taken into account 
under subsection (a\(2)— 

“(i) shall not be treated as qualified research ex- 
penses under subsection (a1)A), and 

“(ii) shall not be included in the computation of base 
period research expenses under subsection (a\1\B). 

“(D) TRADE OR BUSINESS QUALIFICATION.—For purposes of 
applying subsection (b\1) to this subsection, any basic re- 
search payments shall be treated as an amount paid in 
carrying on a trade or business of the taxpayer in the 
taxable year in which it is paid (without regard to the 
provisions of subsection (bX3\B)). 

“(E) CERTAIN CORPORATIONS NOT ELIGIBLE.—The term ‘cor- 
poration’ shall not include— 

“(i) an S corporation, 

“(ii) a personal holding company (as defined in sec- 
tion 542), or 

“(iii) a service organization (as defined in section 
414(m\3)).” 

(d) REsEARCH CREDIT TREATED AS OTHER BUSINESS CREDITS.— 

(1) IN GENERAL.—Section 38(b) (relating to current year busi- 
ness credit), as amended by this Act, is amended by striking out 
“plus” at the end of pesnererh (2), by striking out the period at 
the end of paragraph (3) and inserting in lieu thereof “, plus’, 
and by adding at the end thereof the following new paragraph: 

“(4) the research credit determined under section 41(a).’ 

(2) TRANSFER OF RESEARCH CREDIT TO SUBPART RELATING TO 
BUSINESS CREDITS.—Section 30 (relating to credit for increasin 
research activities) is hereby transferred to subpart D of part I 
of subchapter A of chapter 1 of the Internal ssi e of 
1986 (as amended by this Act), inserted after section 40 of such 
Code, and redesignated as section 41 of such Code. 

(3) TECHNICAL AND CONFORMING AMENDMENTS.— 

(AXi) Subsections (b) and (c) of section 28 are each 
amended by striking out “section 30” each place it appears 
and inserting in lieu thereof “section 41”. 
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(ii) Paragraph (2) of section 28(c) is amended by striking 
-. “section 30(b)” and inserting in lieu thereof “section 
4l(b)’”. 

(iii) Paragraph (4) of section 28(d) is amended by striking 
— 30(f)” and inserting in lieu thereof “section 
41(f)”. 

(iv) Subparagraph (D) of section 28(bX1) is amended by 
striking out “1985” and inserting in lieu thereof “1988”. 

(B) Subsection (d) of section 38, as amended by this Act, is 
amended by inserting “‘41(a),” after “40(a),”. 

(CXi) Subsection (d) of section 39 (relating to carryback 
and carry forward of unused credits) is amended by adding 
at the end thereof the following new paragraph: 

“(3) SIMILAR RULES FOR RESEARCH CREDIT.—Rules similar to 
the rules of paragraphs (1) and (2) shall apply to the credit 
allowable under section 30 (as in effect before the date of the 
enactment of the Tax Reform Act of 1986) except that— 

“(A) ‘December 31, 1985’ shall be substituted for ‘Decem- 
ber 31, 1983’ each place it appears, and 
—- 1, 1986’ shall be substituted for ‘January 1, 

(ii) Subsection (g) of section 41 (relating to limitation 
based on amount of tax), as redesignated by this section, is 
amended to read as follows: 

“(g) SpeciaL RuLeE ror Pass-Turu or Crepit.—In the case of an 
individual who— 

“(1) owns an interest in an unincorporated trade or business, 

“(2) is a partner in a partnership, 

“(3) is a beneficiary of an estate or trust, or 

“(4) is a shareholder in an S corporation, 

the amount determined under subsection (a) for any taxable year 
shall not exceed an amount (separately computed with respect to 
such person’s interest in such trade or business or entity) equal to 
the amount of tax attributable to that portion of a person’s taxable 
income which is allocable or apportionable to the person’s interest 
in such trade or business or entity.” 

(D) Subparagraph (B) of section 108(bX2) (relating to 
reduction of tax attributes in title 11 case or insolvency), as 
amended by this Act, is amended to read as follows: 

“(B) GENERAL BUSINESS CREDIT.—Any carryover to or 
from the taxable year of a discharge of an amount for 
purposes for determining the amount allowable as a credit 
under section 38 (relating to general business credit).” 

(E) Paragraph (3) of section 280C(b) is amended— 

(i) by striking out “section 30(f(5)” and inserting in 
lieu thereof “section 41(f(5)”, 

(ii) by striking out “section 30(f(1\B)” and inserting 
in lieu thereof “section 41(f(1B)”’, and 

(iii) by striking out “section 30(f1)” and inserting in 
lieu thereof “section 41(f1)”. 

(F) Subsection (c) of section 381 is amended by striking 
out paragraph (25) and by redesignating paragraph (26) as 
paragraph (25). 

(G) Section 936(hX5XCXiXIMa) (defining product area re- 
search) is amended by striking out “section 30(b)” and 
inserting in lieu thereof “section 41(b)”’. 
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(H) Section 6411 (relating to tentative carryback and 
refund adjustments) is amended— 

(i) by striking out “by a research credit carryback 
provided in section 30(g\2)” in subsection (a), 

(ii) by striking out “a research credit carryback or” 
in subsection (a), 

(iii) by striking out “(or, with respect to any portion 
of a business credit carryback attributable to a re- 
search credit carryback from a subsequent taxable year 
within a period of 12 months from the end of such 
subsequent taxable year)” in subsection (a), and 

(iv) by striking out “unused research credit,” each 
place it appears in subsections (a) and (b). 

(I) Subparagraph (C) of section 6511(d\6) (defining credit 
carryback) is amended by striking out “and any research 
credit carryback under section 30(g\(2)”. 

(J) The table of sections for subpart B of part IV of 
subchapter A of chapter 1 is amended by striking out the 
item relating to section 30. 

(K) The table of sections for subpart D of such part is 
amended by inserting after the item relating to section 40 
the following new item: 


“Sec. 41. Credit for increasing research activities.” 


(e) DENIAL oF CREDIT WitH RESPECT TO AMOUNTS FOR CERTAIN 
LEASED PERSONAL Property.—Clause (iii) of section 41(bX2\A) 
(defining in-house research expenses), as redesignated by subsection 
(d), is amended to read as follows: 

“(iii) under regulations prescribed by the Secretary, 
any amount paid or incurred to another person for the 
right to use computers in the conduct of qualified 
research.” 

(f) DEDUCTION FOR CERTAIN CONTRIBUTIONS OF SCIENTIFIC RE- 
SEARCH PRropertTy.—Clause (i) of section 170(e4\B) (relating to spe- 
cial rule for contributions of scientific property used for research) is 
amended to read as follows: 

“(i) the contribution is to an organization described 
in subparagraph (A) or subparagraph (B) of section 
41(eX6),”. 

(g) ErrectivE DaTE.— 

(1) IN GENERAL.—Except as provided in this subsection (2), the 
amendments made by this section shall apply to taxable years 
beginning after December 31, 1985. 

(2) SUBSECTION (a).—The amendments made by subsection (a) 
shall apply to taxable years ending after December 31, 1985. 

(3) BASIC RESEARCH.—Section 41(aX2) of the Internal Revenue 
Code of 1986 (as added by this section), and the amendments 
made by subsection (cX2), shall apply to taxable years beginning 
after December 31, 1986. 


SEC. 232. EXTENSION OF CREDIT FOR CLINICAL TESTING EXPENSES FOR 
CERTAIN DRUGS. 


Subsection (e) of section 28 (relating to termination) is amended by 
striking out “1987” and inserting in lieu thereof “1990”. 
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Subtitle E—Changes in Certain Amortization 
Provisions 


SEC. 241. REPEAL OF 5-YEAR AMORTIZATION OF TRADEMARK AND 
TRADE NAME EXPENDITURES. 


(a) IN GENERAL.—Section 177 (relating to trademark and trade 
name expenditures) is hereby repealed 
(b) TECHNICAL AND CONFORMING AMENDMENTS.— 
“a (3) of section 312(n) is amended by striking out 
““ 1 ” 


(2) Subsection (a) of section 1016 (relating to adjustments to 
basis) is amended by striking out paragraph (16) and by re- 
designating paragraphs (17) through (27) as paragraphs (16) 
through (26), respectively. 

(3) The table of sections for part VI of subchapter B of chapter 
1 is amended by striking out the item relating to section 177. 

(c) EFFECTIVE DaTE.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall apply to expenditures 
paid or incurred after December 31, 1986. 

(2) TRANSITIONAL RULE.—The amendments made by this sec- 
tion shall not apply to any expenditure incurred— 

(A) pursuant to a binding contract entered into before 
March 2, 1986, or 
(B) with respect to the development, protection, expan- 
sion, registration, or defense of a trademark or trade name 
commenced before March 2, 1986, but only if not less than 
the lesser of $1,000,000 or 5 percent of the aggregate cost of 
such development, protection, expansion, registration, or 
defense has been incurred or committed before such date. 
The preceding sentence shall not apply to any expenditure with 
respect to a trademark or trade name placed in service after 
December 31, 1987. 


SEC, 242. REPEAL OF AMORTIZATION OF RAILROAD GRADING AND 
TUNNEL BORES. 


(a) In GENERAL.—Section 185 (relating to amortization of railroad 
grading and tunnel bores) is hereby repealed 
(b) TECHNICAL AND CONFORMING AMENDMENTS.— 

(1) Scbparagrerh (B) of section 1082(aX2) is amended by strik- 
ing out “ 

(2) Paragraph (3) of section 1250(b) Grieg additional depre- 
ciation) is amended by eS ‘(as in effect before its repeal 
by the Tax Reform Act of 1986)” after “185”. 

(3) The table of sections for part VI of subchapter B of chapter 
1 is amended by striking out the item relating to section 185. 

(c) EFFECTIVE DaTE.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall apply to that portion of 
the basis of any property which is attributable to expenditures 
paid or incurred after December 31, 1986. 

(2) TRANSITIONAL RULE.—The amendments made by this sec- 
tion shall not apply to any expenditure incu 

(A) pursuant to a binding contract entered into before 
March 2, 1986, or 
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(B) with respect to any improvement commenced before 
March 2, 1986, but only if not less than the lesser of 
$1,000,000 or 5 percent of the aggregate cost of such 
improvement has been incurred or committed before such 
date. 

The preceding sentence shall not apply to any expenditure with 
respect to an improvement placed in service after December 31, 
1987. 


SEC. 243. DEDUCTION FOR BUS AND FREIGHT FORWARDER OPERATING 
AUTHORITY. 


(a) Bus OPERATING AUTHORITY.— 

(1) IN GENERAL.—Subject to the modifications contained in 
paragraph (2), section 266 of the Economic Recovery Tax Act of 
1981 shall be applied as if the term “motor carrier operating 
authority” included a bus operating authority. 

(2) MopiFIcaTIONs.—For purposes of paragraph (1), section 266 
of such Act shall be applied— 

(A) by substituting “November 19, 1982” for “July 1, 
1980” each place it appears, and 

(B) by substituting “November 1982” for “July 1980” in 
subsection (a) thereof. 

(3) Bus OPERATING AUTHORITY DEFINED.—For purposes of this 
subsection and section 266 of such Act, the term “bus operating 
authority” means— 

(A) a certificate or permit held by a motor common or 
contract carrier of passengers which was issued pursuant to 
— II of chapter 109 of title 49, United States Code, 
an 

(B) a certificate or permit held by a motor carrier au- 
thorizing the transportation of passengers, as a common 
carrier, over regular routes in intrastate commerce which 
was issued by the appropriate State agency. 

(b) FREIGHT FORWARDER OPERATING AUTHORITY.— 

(1) IN GENERAL.—Subject to the modifications contained in 
paragraph (2), section 266 of the Economic Recovery Tax Act of 
1981 shall be applied as if subsection (b) thereof contained “or a 
freight forwarder” after “contract carrier of property”. 

(2) MopiFicaTions.—The modifications referred to in this 
paragraph are: 

(A) 60-MONTH PERIOD TO BEGIN IN 1987.—The 60-month 
period referred to in section 266(a) of such Act shall begin 
with the later of— 

(i) the deregulation month, or 

(ii) at the election of the taxpayer, the lst month of 
the taxpayer’s Ist taxable year beginning after the 
deregulation month. 

(B) AUTHORITY MUST BE HELD AS OF BEGINNING OF 60- 
MONTH PERIOD.—A motor carrier operating authority shall 
not be taken into account unless such authority is held by 
the taxpayer at the beginning of the 60-month period ap- 
plicable to the taxpayer under subparagraph (A). 

(C) ADJUSTED BASIS NOT TO EXCEED ADJUSTED BASIS AT 
BEGINNING OF 60-MONTH PERIOD.—The adjusted basis taken 
into account with respect to any motor carrier operating 
authority shall not exceed the adjusted basis of such 
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authority as of the beginning of the 60-month period ap- 
plicable to the taxpayer under subparagraph (A). 

(3) DEREGULATION MONTH.—For — of this section, the 
term “deregulation month” means the month in which the 
Secretary of the Treasury or his delegate determines that a 
Federal law has been enacted which deregulates the freight 
forwarding industry. 

(c) SpectAL RULE ror Motor CARRIER OPERATING AUTHORITY.—In 
the case of a corporation which was incorporated on December 29, 
1969, in the State of Delaware, notwithstanding any other provision 
of law, there shall be allowed as a deduction for the taxable year of 
the taxpayer beginning in 1980 an amount equal to $2,705,188 for its 
entire loss due to a decline in value of its motor carrier operating 
authority by reason of deregulation. 

(d) ErFective DaTEes.— 

(1) Bus OPERATING AUTHORITY.— 

(A) IN GENERAL.—Subsection (a) shall apply to taxable 
yous ending after November 18, 1982. 

(B) STATUTE OF LIMITATIONS.—If refund or credit of any 
overpayment of tax resulting from subsection (a) is pre- 
vented at any time on or before the date which is 1 year 
after the date of the enactment of this Act by the operation 
of any law or rule of law (including res judicata), refund or 
credit of such overpayment (to the extent attributable to 
the application of such subsection) may, notwithstanding 
such law or rule of law, be made or allowed if claim 
therefore is filed on or before the date which is 18 months 
after such date of enactment. 

(2) FREIGHT FORWARDER OPERATING AUTHORITY.—Subsection 
(b) shall apply to taxable — ending after the month preced- 
ing the deregulation month. 


SEC. 244. TREATMENT OF EXPENDITURES FOR REMOVAL OF ARCHITEC. 
TURAL BARRIERS TO THE HANDICAPPED AND ELDERLY 
MADE PERMANENT. 


Paragraph (2) of section 190(d) (relating to expenditures to remove 
architectural and transportation barriers to the handicapped and 
elderly) is amended by striking out “1983, and before January 1, 
1986” and inserting in lieu thereof “1983” 


Subtitle F—Provisions Relating to Real Estate 


SEC. 251. MODIFICATION OF INVESTMENT TAX CREDIT FOR REHABILITA- 
TION EXPENDITURES. 


(a) REDUCTION IN PERCENTAGE.—Paragraph (4) of section 46(b) 
(relating to rehabilitation percentage) is amended to read as follows: 
REHABILITATION PERCENTAGE.— 
“(A) IN GENERAL.—The term ‘rehabilitation percentage’ 
means— 

“(i) 10 percent in the case of qualified rehabilitation 
expenditures with respect to a qualified rehabilitated 
building other than a certified historic structure, and 

“(ii) 20 percent in the case of such expenditure with 
respect to a certified historic structure. 

“(B) REGULAR AND ENERGY PERCENTAGES NOT TO APPLY.— 
The regular percentage and the energy percentages shall 
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not apply to that portion of the basis of any property which 

is attributable to qualified rehabilitation expenditures.” 

(b) SpecIAL RULES FOR QUALIFIED REHABILITATED BUILDINGS.— 

Subsection (g) of section 48 (relating to special rules for qualified 
rehabilitated buildings) is amended to read as follows: 

“(g) SPECIAL RULES FOR QUALIFIED REHABILITATED BUILDINGS.—For 

purposes of this subpart— 
“(1) QUALIFIED REHABILITATED BUILDING.—For purposes of this 
subsection— 

“(A) IN GENERAL—The term ‘qualified rehabilitated 
building’ means any building (and its structural compo- 
nents) if— 

“(i) such building has been substantially rehabili- 


“(ii) such building was placed in service before the 

inning of the rehabilitation, and 

(iii) in the case of any building other than a certified 
historic structure, in the rehabilitation process— 

“(I) 50 percent or more of the existing external 
walls of such building are retained in place as 
external walls, 

“(II 75 percent or more of the existing external 
walls of such building are retained in place as 
internal or external walls, and 

“(IID 75 percent or more of the existing internal 
structural framework of such building is retained 
in place. 

“(B) BUILDING MUST BE FIRST PLACED IN SERVICE BEFORE 
1936.—In the case of a building other than a certified 
historic structure, a building shall not be a qualified re- 
habilitated building unless the building was first placed in 
service before 1936. 

“(C) SUBSTANTIALLY REHABILITATED DEFINED.— 

“(i) IN GENERAL.—For purposes of subparagraph 
(AXi), a building shall be treated as having been 
substantially rehabilitated only if the qualified re- 
habilitation expenditures during the 24-month period 
selected by the taxpayer (at the time and in the 
manner prescribed by regulations) and ending with or 
within the taxable year exceed the greater of— 

“(D) the adjusted basis of such building (and its 
structural components), or 

“(ID $5,000. 

The adjusted basis of the building (and its structural 
components) shall be determined as of the beginning of 
the lst day of such 24-month period, or of the holding 
period of the building, whichever is later. For purposes 
of the preceding sentence, the determination of the 
beginning of the holding period shall be made without 
regard to any reconstruction by the taxpayer in connec- 
tion with the rehabilitation. 

“(ii) SPECIAL RULE FOR PHASED REHABILITATION.—In 
the case of any rehabilitation which may reasonably be 
expected to be completed in phases set forth in ar- 
chitectural plans and specifications completed before 
the rehabilitation begins, clause (i) shall be applied by 
substituting ‘60-month period’ for ‘24-month period’. 
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“(iii) Lesszes.—The Secretary shall prescribe by 
regulation rules for applying this subparagraph to les- 


sees. 

‘(D) Reconstruction.—Rehabilitation includes re- 
construction. 

“(2) QUALIFIED REHABILITATION EXPENDITURE DEFINED.—For 
purposes of this section— 

“(A) IN GENERAL.—The term ‘qualified rehabilitation 
expenditure’ means any amount properly chargeable to 
capital account— 

“(i) for property for which depreciation is allowable 
under section 168 and which is— 

“(I nonresidential real property, 

“(ID residential rental property, 

“(IID real property which has a class life of more 
than 12.5 years, or 

“(IV) an addition or improvement to property or 
housing described in subclause (1), (II), or (IID, and 

“(ii) in connection with the rehabilitation of a quali- 
fied rehabilitated building. 

“(B) CERTAIN EXPENDITURES NOT INCLUDED.—The term 
‘qualified rehabilitation expenditure’ does not include— 

“(i) STRAIGHT LINE DEPRECIATION MUST BE USED.—Any 
expenditure with respect to which the taxpayer does 
not use the straight line method over a recovery period 
determined under subsection (c) or (g) of section 168. 
The preceding sentence shall not apply to any expendi- 
ture to the extent the alternative depreciation system 
of section 168(g) applies to such expenditure by reason 
of subparagraph (B) or (C) of section 168(g\1). 

“(ii) Cost OF ACQUISITION.—The cost of acquiring any 
building or interest therein. 

“(iii) ENLARGEMENTS.—Any expenditure attributable 
to the enlargement of an existing building. 

“(iv) CERTIFIED HISTORIC STRUCTURE, ETC.—Any 
expenditure attributable to the rehabilitation of a cer- 
tified historic structure or a building in a registered 
historic district, unless the rehabilitation is a certified 
rehabilitation (within the meaning of subparagraph 
(C)). The preceding sentence shall not apply to a build- 
ing in a registered historic district if— 

“(I) such building was not a certified historic 
structure, 

“(ID the Secretary of the Interior certified to the 
Secretary that such building is not of historic 
significance to the district, and 

“(IID if the certification referred to in subclause 
(II) occurs after the beginning of the rehabilitation 
of such building, the taxpayer certifies to the Sec- 
retary that, at the beginning of such rehabilitation, 
he in good faith was not aware of the requirement 
of subclause (II). 

“(v) TAX-EXEMPT USE PROPERTY.— 

“() IN GENERAL.—Any expenditure in connection 
with the rehabilitation of a building which is 
allocable to that portion of such building which is 
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(or may reasonably be expected to be) tax-exempt 
use _ rty (within the meaning of section 168(h)). 

“(II) CLAUSE NOT TO APPLY FOR PURPOSES OF PARA- 
GRAPH (1) (C).—This clause shall not apply for 
purposes of determining under paragraph (1XC) 
oe a building has been substantially rehabili- 
ta 


“(vi) EXPENDITURES OF LESSEE.—Any expenditure of a 
lessee of a building if, on the date the rehabilitation is 
completed, the remaining term of the lease (determined 
without regard to any renewal periods) is less than the 
recovery period determined under section 168(c). 

“(C) CERTIFIED REHABILITATION.—For purposes of subpara- 
graph (B), the term ‘certified rehabilitation’ means any 
rehabilitation of a certified historic structure which the 
Secretary of the Interior has certified to the Secretary as 
being consistent with the historic character of such prop- 
erty or the district in which such property is located. 

“(D) NONRESIDENTIAL REAL PROPERTY; RESIDENTIAL RENTAL 
PROPERTY; CLASS LIFE.—For purposes of subparagraph (A), 
the terms ‘nonresidential real property’, ‘residential rental 
property’, and ‘class life’ have the respective meanings 
given such terms by section 168. 

“(3) CERTIFIED HISTORIC STRUCTURE DEFINED.—For purposes of 
this subsection— 

“(A) IN GENERAL.—The term ‘certified historic structure’ 
meee any building (and its structural components) 
which— 

“(i) is listed in the National ister, or 

“(ii) is located in a registered historic district and is 
certified by the Secretary of the Interior to the Sec- 
retary as being of historic significance to the district. 

“(B) REGISTERED HISTORIC DISTRICT.—The term ‘registered 
historic district’ means— 

“(i) any district listed in the National Register, and 

“(ii) any district— 

“(I) which is designated under a statute of the 
appropriate State or local government, if such stat- 
ute is certified by the Secretary of the Interior to 
the Secretary as containing criteria which will 
substantially achieve the purpose of preserving 
and rehabilitating buildings of historic significance 
to the district, and 

“(ID which is certified by the Secretary of the 
Interior to the ae as meeting substantially 
all of the requirements for the listing of districts in 
the National Register. 

“(4) PROPERTY TREATED AS NEW SECTION 38 PROPERTY.—Prop- 
erty which is treated as section 38 property by reason of subsec- 
tion (aX1XE) shall be treated as new section 38 property.” 

(c) Basis ADJUSTMENT FOR CERTIFIED Historic STRUCTURES.—Para- 
graph (3) of section 48(q) (relating to special rule for qualified 
rehabilitated buildings) is amended by striking out “other than a 
certified historic structure’’. 

(d) Errective Date.— 

(1) IN GENERAL.—Except as otherwise provided in this subsec- 
tion, the amendments made by this section shall apply to 
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property placed in service after December 31, 1986, in taxable 
years ending after such date. 

(2) GENERAL TRANSITIONAL RULE.—The amendments made by 
this section and section 201 shall not apply to any property 
placed in service before January 1, 1994, if such property is 
placed in service as part of— 

(A) a rehabilitation which was completed pursuant to a 
written contract which was binding on March 1, 1986, or 
(B) a rehabilitation incurred in connection with propert 
(including any leasehold interest) acquired before March 2, 
1986, or acquired on or after such date pursuant to a 
written contract that was binding on March 1, 1986, if— 

(i) the rehabilitation was completed pursuant to a 
written contract that was binding on March 1, 1986, 

(ii) parts 1 and 2 of the Historic Preservation Certifi- 
cation Application were filed with the Department of 
the Interior (or its designee) before March 2, 1986, or 

(iii) the lesser of $1,000,000 or 5 percent of the cost of 
the rehabilitation is incurred before March 2, 1986, or 
is required to be incurred pursuant to a written con- 
tract which was binding on March 1, 1986. 

(3) CERTAIN ADDITIONAL REHABILITATIONS.—The amendments 

made by this section and section 201 shall not apply to— 

(A) the rehabilitation of 8 bathhouses within the Hot 
Springs National Park or of buildings in the Central 
Avenue Historic District at such Park, 

(B) the rehabilitation of the Upper Pontabla Building in 
New Orleans, Louisiana, 

(C) the rehabilitation of at least 60 buildings listed on the 
National Register at the Frankford Arsenal, 

(D) the rehabilitation of De Baliveriere Arcade, St. Louis 
Centre, and Drake Apartments in Missouri, 

(E) the rehabilitation of The Tides in Bristol, Rhode 


and, 

(F) the rehabilitation and renovation of the Outlet Com- 
pany building and garage in Providence, Rhode Island, 

(G) the rehabilitation of 10 structures in Harrisburg, 
Pennsylvania, with respect to which the Harristown Devel- 
opment Corporation was designated redeveloper and re- 
ceived an option to acquire title to the entire project site for 
$1 on June 27, 1984, 

(H) the rehabilitation of a project involving the renova- 
tion of 3 historic structures on the Minneapolis riverfront, 
with respect to which the developer of the project entered 
into a redevelopment agreement with a municipality dated 
January 4, 1985, and industrial development bonds were 
sold in 3 separate issues in May, July, and October 1985, 

(I) the rehabilitation of a bank’s main office facilities of 
approximately 120,000 square feet, in connection with 
which the bank’s board of directors authorized a $3,300,000 
expenditure for the renovation and retrofit on March 26, 


{J) the rehabilitation of 10 warehouse buildings built 
between 1906 and 1910 and purchased under a contract 
dated February 17, 1986, 

(K) the rehabilitation of a facility which is customarily 
used for conventions and sporting events if an analysis of 
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operations and recommendations of utilization of such facil- 
ity was prepared by a certified public accounting firm 
pursuant to an engagement authorized on March 6, 1984, 
and presented on June 11, 1984, to officials of the city in 
which such facility is located, 

(L) Mount Vernon Mills in Columbia, South Carolina, 

(M) the Barbara Jordan II Apartments, 

(N) the rehabilitation of the Federal Building and Post 
Office, 120 Hanover Street, Manchester, New Hampshire, 

(O) the rehabilitation of the Charleston Waterfront 
project in South Carolina, 

(P) the Hayes Mansion in San Francisco, 

(Q) the renovation of a facility owned by the National 
Railroad Passenger Corporation (“Amtrak”) for which 
project Amtrak engaged a development team by letter 
agreement dated August 23, 1985, as modified by letter 
agreement dated September 9, 1985, 

(R) the rehabilitation of a structure or its components 
which is listed in the National Register of Historic Places, is 
located in Allegheny County, Pennsylvania, will be substan- 
tially rehabilitated (as defined in section 48(gX1XC) prior to 
amendment by this Act), prior to December 31, 1989; and 
was previously utilized as a market and an auto dealership, 

(S) The Bellevue Stratford Hotel in Philadelphia, Penn- 
sylvania, 

P (T) the Dixon Mill Housing project in Jersey City, New 
ersey, 

(U) Motor Square Garden, 

(V) the Blackstone Apartments, and the Shriver-Johnson 
building, in Sioux Falls, South Dakota, 

(W) the Holy Name Academy in Spokane, Washington, 

(X) the Nike/Clemson Mill in Exeter, New Hampshire, 

(Y) = Central Bank Building in Grand Rapids, Michi- 
gan, an 

(Z) the Heritage Hotel, in the City of Marquette, Michi- 


gan. 
(4) ADDITIONAL REHABILITATIONS.—The amendments made by 
this section and section 201 shall not apply to— 
(A) the Fort Worth Town Square Project in Texas, 
(B) the American Youth Hostel in New York, New York, 
(C) The Riverwest Loft Development (including all three 
phases, two of which do not involve rehabilitations), 
(D) the Gaslamp Quarter Historic District in California, 
(E) the Eberhardt & Ober Brewery, in Pennsylvania, 
(F) the Captain’s Walk Limited Partnership-Harris Place 
Development, in Connecticut, 
(G) the Velvet Mills in Connecticut, 
(H) the Roycroft Inn, in New York, 
(I) Old Main Village, in Mankato, Minnesota, 
(J) the Washburn-Crosby A Mill, in Minneapolis, Min- 


esota, 
(K) the Lakeland marbel Arcade in Lakeland, Florida, 
(L) the Willard Hotel, in Washington, D.C., 
(M) the H. P. Lau Building in Lincoln, Nebraska, 
(N) the Starks Building, in Louisville, Kentucky, 
(O) the Bellevue High School, in Bellevue, Kentucky, 


n 
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(P) the Major Hampden Smith House, in Owensboro, 
Kentucky, 

(Q) the Doe Run Inn, in Brandenburg, Kentucky, 

(R) the State National Bank, in Frankfort, Kentucky, 

(S) the Captain Jack House, in Fleming, Kentucky, 

a the Elizabeth Arlinghaus House, in Louisville, Ken- 
tucky, 

(U) Limerick Shamrock, in Louisville, Kentucky, 

(V) the Robert Mills Project, in South Carolina, 

Dd the 620 Project, consisting of 3 buildings, in Ken- 
tucky, 

(X) the Warrior Hotel, Ltd., the first two floors of the 
Martin Hotel, and the 105,000 square foot warehouse con- 
structed in 1910, all in Sioux City, Iowa, 

(Y) the waterpark condominium residential project, to the 
extent of $2 million of expenditures, and 

(Z) the Apollo and Bishop Building Complex on 125th 
a the Bigelow-Hartford Carpet Mill in New York, New 

ork. 

(5) REDUCTION IN CREDIT FOR PROPERTY UNDER TRANSITIONAL 
RULES.—In the case of property placed in service after Decem- 
ber 31, 1986, and to which the amendments made by this section do 
not apply, subparagraph (A) of section 46(b\4) of the Internal 
Revenue Code of 1954 (as in effect before the enactment of this 
Act) shall be applied— 

(A) by substituting “10 percent” for “15 percent”, and 

(B) by substituting “13 percent” for “20 percent”. 

(6) EXPENSING OF REHABILITATION EXPENDITURES FOR THE 
FRANKFORD ARSENAL.—In the case of any expenditures paid or 
incurred in connection with the rehabilitation of the Frankford 
Arsenal during the 8-year period beginning on January 1, 1987, 
such expenditures (including expenditures for repair and 
maintenance of the building and a shall be allowable as 
a deduction in the taxable year in which paid or incurred in an 
amount not in excess of the submissions made by the taxpayer 
before September 16, 1986. 


SEC. 252. LOW-INCOME HOUSING CREDIT. 


(a) IN GENERAL.—Subpart D of part IV of subchapter A of chapter 
1 (relating to business credits) is amended by adding at the end 
thereof the following new section: 


“SEC. 42. LOW-INCOME HOUSING CREDIT. 


“(a) In GENERAL.—For purposes of section 38, the amount of the 
low-income housing credit determined under this section for any 
taxable year in the credit period shall be an amount equal to— 

“(1) the applicable percentage of 
“(2) the qualified basis of each qualified low-income building. 

“(b) APPLICABLE PERCENTAGE: 70 PERCENT PRESENT VALUE CREDIT 
FOR CERTAIN New Burtpincs; 30 PERCENT PRESENT VALUE CREDIT 
FOR CERTAIN OTHER BuILpINGs.—For purposes of this section— 

“(1) BUILDING PLACED IN SERVICE DURING 1987.—In the case of 
any qualified low-income building placed in service by the 
taxpayer during 1987, the term ‘applicable percentage’ means— 

“(A) 9 percent for new buildings which are not federally 
subsidized for the taxable year, or 
“(B) 4 percent for— 
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“(i) new buildings which are federally subsidized for 
the taxable year, and 

“(ii) existing buildings. 

“(2) BUILDINGS PLACED IN SERVICE AFTER 1987.— 

“(A) In GENERAL.—In the case of any qualified low- 
income building placed in service by the taxpayer after 
1987, the term ‘applicable percentage’ means the appro- 
priate percentage prescribed by the Secretary for the 
month in which such building is placed in service. 

“(B) METHOD OF PRESCRIBING PERCENTAGES.—The percent- 
ages prescribed by the Secretary for any month shall be 
percentages which will yield over a 10-year period amounts 
of credit under subsection (a) which have a present value 
equal to— 

“(i) 70 percent of the qualified basis of a building 
described in paragraph (1A), and 

“(ii) 30 percent of the qualified basis of a building 
described in paragraph (1\B). 

“(C) METHOD OF DISCOUNTING.—The present value under 
subparagraph (B) shall be determined— 

“(i) as of the last day of the lst year of the 10-year 
period referred to in subparagraph (B), 

“(ii) by using a discount rate equal to 72 percent of 
the average of the annual Federal mid-term rate and 
the annual Federal long-term rate applicable under 
section 1274(dX1) to the month in which the building 
was placed in service and compounded annually, and 

“(iii) by assuming that the credit allowable under 
this section for any year is received on the last day of 
such year. 

“(3) CROSS REFERENCE.— 
“For treatment of certain rehabilitation expenditures as separate new 
buildings, see subsection (e).— 
“(c) QUALIFIED Basis; QUALIFIED Low-INCoME BuILDING.—For pur- 
poses of this section— 
“(1) QuaLiriED Basis.— 

“(A) DETERMINATION.—The qualified basis of any quali- 
fied low-income building for any taxable year is an amount 
equal to— 

“(i) the applicable fraction (determined as of the close 
of such taxable year) of 

“(ii) the eligible basis of such building (determined 
under subsection (d\5)). 

“(B) APPLICABLE FRAcTION.—For purposes of subpara- 
graph (A), the term ‘applicable fraction’ means the smaller 
of the unit fraction or the floor space fraction. 

“(C) Unrr FRACTION.—For purposes of subparagraph (B), 
the term ‘unit fraction’ means the fraction— 

“(i) the numerator of which is the number of low- 
income units in the building, and 

“(ii) the denominator of which is the number of 
residential rental units (whether or not occupied) in 
such building. 

“(D) FLooR SPACE FRACTION.—For purposes of subpara- 
graph (B), the term ‘floor space fraction’ means the frac- 
ion— 
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“(i) the numerator of which is the total floor space of 
the low-income units in such building, and 
“(ii) the denominator of which is the total floor space 
of the residential rental units (whether or not occupied) 
in such building. 
“(2) QUALIFIED LOW-INCOME BUILDING.—The term ‘qualified 
low-income building’ means any building— 

“(A) which at all times during the compliance period with 
respect to such building is part of a qualified low-income 
housing project, and 

“(B) to which the amendments made by section 201(a) of 
the Tax Reform Act of 1986 apply. 

“(d) ELiGiBLe Basis.—For purposes of this section— 
“(1) New Buitpincs.—The eligible basis of a new building is 
its adjusted basis. 
“(2) EXISTING BUILDINGS.— 
_ “(A) IN GENERAL.—The eligible basis of an existing build- 
ing is— , 
“(i) in the case of a building which meets the require- 
ments of subparagraph (B), the sum of— 
“(I) the portion of its adjusted basis attributable 
to its acquisition cost, plus 
“(II) amounts chargeable to capital account and 
incurred by the taxpayer (before the close of the 
lst taxable year of the credit period for such build- 
ing) for property (or additions or improvements to 
property) of a character subject to the allowance 
for depreciation, and 
“(ii) zero in any other case. 
‘(B) REQUIREMENTS.—A building meets the requirements 
of this subparagraph if— 
“(i) the building is acquired by purchase (as defined 
in section 179(d\2)), 
“(ii) there is a period of at least 10 years between the 
date of its acquisition by the taxpayer and the later 


of— 
“() the date the building was last placed in 
service, or 
“(ID the date of the most recent nonqualified 
substantial improvement of the building, and 

“(@ii) the building was not previously placed in serv- 
ice by the taxpayer or by any person who was a related 
person with res to the taxpayer as of the time 
previously placed in service. 

“(C) ACQUISITION cost.—For purposes of a Ih (A), 
the cost of any building shall not include so much of the basis of 
such building as is determined by reference to the basis of other 
property held at any time by the person acquiring the building. 

“(D) SPECIAL RULES FOR SUBPARAGRAPH (B) .— 

“(i) NONQUALIFIED SUBSTANTIAL IMPROVEMENT.—For pur- 
poses of subparagraph (BXii)— 

“(D In GENERAL.—The term ‘nonqualified substantial 
improvement’ means any substantial improvement if 
section 167(k) was el with respect to such improve- 
ment or section 168 (as in effect on the day before the 
date of the enactment of the Tax Reform Act of 1986) 
applied to such improvement. 
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“(II) DATE OF SUBSTANTIAL IMPROVEMENT.—The date 
of a substantial improvement is the last day of the 24- 
month period referred to in subclause (III) 

“(III) SUBSTANTIAL IMPROVEMENT.—The term 
‘substantial improvement’ means the improvements 
added to capital account with respect to the building 
during any 24-month period, but only if the sum of the 
amounts added to such account during such period 
equals or exceeds 25 percent of the adjusted basis of the 
building (determined without regard to paragraphs (2) 
and - of section 1016(a)) as of the Ist day of such 

riod. 

“(ii) SPECIAL RULE FOR NONTAXABLE EXCHANGES.—For pur- 
poses of determining under subparagraph (BXii) when a 
building was last placed in service, there shall not be taken 
into account any placement in service in connection with 
the acquisition of the building in a transaction in which the 
basis of the building in the hands of the person acquiring it 
is determined in whole or in part by reference to the 
adjusted basis of such building in the hands of the person 
from whom aquired. 

“(iii) RELATED PERSON, ETC.— 

“(I) APPLICATION OF SECTION 179.—For purposes of 
subparagraph (BXi), section 179d) shall be applied by 
substituting ‘10 percent’ for ‘50 percent’ in section 
267(b) and 707(b) and in section 179(bX7). 

“(II) RELATED PERSON.—For purposes of subpara- 
graph (BXiii), a person (hereinafter in this subclause 
referred to as the ‘related person’) is related to any 
person if the related person bears a relationship to such 
person specified in section 267(b) or 707(bX1), or the 
related person and such person are engaged in trades 
or businesses under common control (within the mean- 
ing of subsections (a) and (b) of section 52). For purposes 
of the preceding sentence, in applying section 267(b) or 
707(bX1), ‘10 percent’ shall be substituted for ‘50 per- 
cent’. 

“(3) ELIGIBLE BASIS REDUCED WHERE DISPROPORTIONATE STAND- 
ARDS FOR UNITS.—The eligible basis of any building shall be 
reduced by an amount equal to the portion of the adjusted basis 
of the building which is attributable to residential rental units 
in the building which are not low-income units and which are 
above the average quality standard of the low-income units in 
the building. 

“(4) SPECIAL RULES RELATING TO DETERMINATION OF ADJUSTED 
BASIS.—For purposes of this subsection— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), the adjusted basis of any building shall be determined 
without regard to the adjusted basis of any property which 
is not residential rental property. 

“(B) BASIS OF PROPERTY IN COMMON AREAS, ETC., IN- 
CLUDED.—The adjusted basis of any building shall be deter- 
mined by taking into account the adjusted basis of property 
(of a character subject to the allowance for depreciation) 
used in common areas or provided as comparable amenities 
to all residential rental units in such building. 
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‘“(C) NO REDUCTION FOR DEPRECIATION.—The adjusted 
basis of any building shall be determined without regard to 
paragraphs (2) and (3) of section 1016(a). 

“(5) ELIGIBLE BASIS DETERMINED WHEN BUILDING PLACED IN 
SERVICE.— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), the eligible basis of any building for the entire compli- 
ance period for such building shall be its eligible basis on 
the date such building is placed in service. 

“(B) ELIGIBLE BASIS REDUCED BY FEDERAL GRANTS.—If, 
during any taxable year of the compliance period, a grant is 
made with respect to any building or the operation thereof 
and any portion of such grant is funded with Federal funds 
(whether or not includible in gross income), the eligible 
basis of such building for such taxable year and all succeed- 
ing taxable years shall be reduced by the portion of such 
grant which is so funded. 

“(6) CREDIT ALLOWABLE FOR CERTAIN FEDERALLY-ASSISTED 
BUILDINGS ACQUIRED DURING 10-YEAR PERIOD DESCRIBED IN PARA- 
GRAPH (2) (B) (ii) .— 

“(A) IN GENERAL.—On application by the taxpayer, the 
Secretary (after consultation with the appropriate Federal 
official) may waive paragraph (2XBXii) with respect to any 
federally-assisted building if the Secretary determines that 
such waiver is necessary— 

“(i) to avert an assignment of the mortgage secured 
by property in the project (of which such building is a 
part) to the Department of Housing and Urban Devel- 
opment or the Farmers’ Home Administration, 

“(ii) to avert a claim against a Federal mortgage 
insurance fund (or such Department or Administra- 
tion) with respect to a mortgage which is so secured, or 

“(iii) to the extent provided in regulations, by reason 
of other circumstances of financial distress. 

The preceding sentence shall not apply to any building 
described in paragraph (7\B). 

“(B) FEDERALLY-ASSISTED BUILDING.—For purposes of 
subparagraph (A), the term ‘federally-assisted building’ 
means any building which is substantially assisted, fi- 
nanced, or operated under— 

.. section 8 of the United States Housing Act of 

“(ii) section 221(d\3) or 236 of the National Housing 
Act of 1934, or 

“(iii) section 515 of the Housing Act of 1949, 

as such Acts are in effect on the date of the enactment of 
the Tax Reform Act of 1986. 

“(C) APPROPRIATE FEDERAL OFFICIAL.—For purposes of 
subparagraph (A), the term ‘appropriate Federal official’ 
means— 

“(i) the Secretary of Housing and Urban Develop- 
ment in the case of any building described in subpara- 
graph (B) by reason of clause (i) or (ii) thereof, and 

“(ii) the Secretary of Agriculture in the case of any 
building described in subparagraph (B) by reason of 
clause (iii) thereof. 
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“(7) ACQUISITION OF BUILDING BEFORE END OF PRIOR COMPLI- 
ANCE PERIOD.— 

“(A) IN GENERAL.—Under sane prescribed by the 
Secretary, in the case of a building described in subpara- 
graph (B) which is acquired by the taxpayer— 

“(i) paragraph (2B) shall not apply, but 
“(ii) the credit allowable by reason of subsection (a) to 
the taxpayer for any period after such acquisition shall 
be equal to the amount of credit which would have 
been allowable under sebsection (a) for such period to 
the prior owner referred to in subparagraph (B) had 
such owner not disposed of the building. 
ae eee So BUILDING.—A building is described in 
this subparagraph if— 
“Ma credit was allowed by reason of subsection (a) to 
any prior owner of such building, and 
‘(ii) the taxpayer acquired such building before the 
end of the compliance period for such building with 
respect to such prior owner (determined without regard 
to any disposition by such prior owner). 
“(e) REHABILITATION EXPENDITURES TED AS SEPARATE NEw 
BuILDING.— 

“(1) IN GENERAL.—Rehabilitation expenditures paid or in- 
curred by the taxpayer with respect to any building shall be 
treated for purposes of this section as a separate new building. 

“(2) REHABILITATION EXPENDITURES.—For purposes of para- 
graph (1)— 

“(A) IN GENERAL.—The term ‘rehabilitation expenditures’ 
means amounts chargeable to captial account and incurred 
for property (or additions or improvements to property) of a 
character subject to the allowance for depreciation in 
connection with the rehabilitation of a building. 

“(B) Cost OF ACQUISITION, ETC, NOT INCLUDED.—Such term 
does not include the cost of acquiring any building (or 
interest therein) or any amount not permitted to be taken 
into account under paragraph (3) or (4) of subsection (d). 

“(3) AVERAGE OF REHABILITATION EXPENDITURES MUST BE $2,000 
OR MORE.— 

“(A) IN GENERAL.—Paragraph (1) shall apply to re- 
habilitation een with respect to any building only 
if the qualified basis attributable to such expenditures in- 
curred during any 24-month period, when divided by the 
low-income units in the building, is $2,000 or more. 

“(B) DATE OF DETERMINATION.—The determination under 
subparagraph (A) shall be made as of the close of the 1st 
taxable year in the credit period with respect to such 
expenditures. 

“(4) SPECIAL RULES.—For purposes of applying this section 
with respect to expenditures which are treated as a separate 
building by reason of this subsection— 

“(A) such manerene shall be treated as placed in 
service at the close of the 24-month period referred to in 
paragraph (3\A), and 

“(B) the applicable fraction under subsection (cX1) shall 
be the applicable fraction for the building (without regard 
to paragraph (1)) with respect to which the expenditures 
were incurred. 
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pe emo in subsection (dX2) shall prevent a credit from being 
allowed by reason of this subsection. 

“(5) No DOUBLE COUNTING.—Rehabilitation expenditures may, 
at the election of the taxpayer, be taken into account under this 
subsection or subsection (dX2XA\iXII) but not under both such 
subsections. 

“(6) REGULATIONS TO APPLY SUBSECTION WITH RESPECT TO 
GROUP OF UNITS IN BUILDING.—The Secretary may prescribe 
regulations, consistent with the purposes of this subsection, 
treating a group of units with respect to which rehabilitation 
expenditures are incurred as a separate new building. 

“(f) DEFINITION AND SPECIAL RULES RELATING TO CrEDIT PERIOD.— 
“(1) CREDIT PERIOD DEFINED.—For purposes of this section, the 
term ‘credit period’ means, with respect to any building, the 
period of 10 taxable years beginning with the taxable year in 
which the building is placed in service or, at the election of the 
taxpayer, the succeeding taxable year. Such an election, once 
made, shall be irrevocable. 

“(2) SPECIAL RULE FOR 1ST YEAR OF CREDIT PERIOD.— 

“(A) IN GENERAL.—The credit allowable under subsection 
(a) with respect to any building for the 1st taxable year of 
the credit period shall be determined by substituting for the 
applicable fraction under subsection (cX1) the fraction— 

“(i) the numerator of which is the sum of the ap- 
plicable fractions determined under subsection (c\(1) as 
of the close of each full month of such year during 
which such building was in service, and 

“(ii) the denominator of which is 12. 

“(B) DISALLOWED 1ST YEAR CREDIT ALLOWED IN 11TH 
YEAR.—Any reduction by reason of subparagraph (A) in the 
credit allowable (without regard to subparagraph (A)) for 
the 1st taxable year of the credit period s be allowable 
under subsection (a) for the lst taxable year following the 
credit period. 

“(3) SPECIAL RULE WHERE INCREASE IN QUALIFIED BASIS AFTER 
1ST YEAR OF CREDIT PERIOD.— 

“(A) CREDIT INCREASED.—If— 

“(i) as of the close of any taxable year in the compli- 
ance Sepa (after the 1st year of the credit period) the 
qualified basis of any building exceeds 

“(ii) the qualified basis of such building as of the close 
of the 1st year of the credit period, 

the credit allowable under subsection (a) for the taxable 
year (determined without regard to this paragraph) shall be 
increased by an amount equal to the product of such excess 
and the Penamne”” equal to % of the applicable percentage 
for such 

“(B) Ist YEAR COMPUTATION APPLIES.—A rule similar to 
the rule of paragraph (2A) shall apply to the additional 
credit allowable by reason of this paseo for the 1st year 
in which such additional credit is allowab 

“(g) QuaLiFieD Low-Income Housinc Prosect.—For purposes 0. 
this section— 

“(1) IN GENERAL.—The term ‘qualified low-income housing 
project’ means any project for residential rental property if the 
project meets the requirements of subparagraph (A) or (B) 
whichever is elected by the taxpayer: 
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“(A) 20-50 test.—The project meets the requirements of 
this subparagraph if 20 percent or more of the residential 
units in such project are both rent-restricted and occupied 
by individuals whose income is 50 percent or less of area 
median gross income. 

“(B) 40-60 test.—The project meets the requirements of 
this subparagraph if 40 percent or more of the residential 
units in such project are both rent-restricted and occupied 
by individuals whose income is 60 percent or less of area 
median gross income. 

Any election under this paragraph, once made, shall be irrev- 
ocable. For purposes of this paragraph, any property shall not 
be treated as failing to be residential rental property merely 
because part of the building in which such property is located is 
used for purposes other than residential rental purposes. 

“(2) RENT-RESTRICTED UNITS.— 

“(A) IN GENERAL.—For purposes of paragraph (1), a resi- 
dential unit is rent-restricted if the gross rent with respect 
to such unit does not exceed 30 percent of the income 
limitation under paragraph (1) applicable to individuals 
occupying such unit. 

“(B) Gross RENT.—For purposes of subparagraph (A), 
gross rent— 

“(i) does not include any payment under section 8 of 
the United States Housing Act of 1937 or any com- 
parable Federal rental assistance program (with re- 
spect to such unit or occupants thereof), and 

“(ii) includes any utility allowance determined by the 
Secretary after taking into account such determina- 
— section 8 of the United States Housing Act 
o , 

“(3) DATE FOR MEETING REQUIREMENTS.— 

“(A) PROJECTS CONSISTING OF 1 BUILDING.—In the case of a 
project which does not have any other building in service, 
such project shall not be treated as meeting the require- 
ments of paragraph (1) unless it meets such requirements 
not later than the date which is 12 months after the date 
such project is placed in service. 

“(B) PROJECTS CONSISTING OF MORE THAN 1 BUILDING.—In 
the case of a project which has a building in service when a 
later building is placed in service as part of such project, 
such project shall not be treated as meeting the require- 
— of paragraph (1) with respect to such later building 
unless— 

“(i) such project meets such requirements without 
regard to such later building on the date such later 
building is placed in service, and 

“(ii) such project meets such requirements with 
regard to such later building not later than the date 
which is 12 months after the date such later building is 
placed in service. 

“(4) CERTAIN RULES MADE APPLICABLE.—Paragraphs (2) (other 
than subparagraph (A) thereof), (3), (4), (5), (6), and (7) of section 
142(d), and section 6652(j), shall apply for purposes of determin- 
ing whether any project is a qualified low-income housing 
project and whether any unit is a low-income unit. 
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“(5) ELECTION TO TREAT BUILDING AFTER COMPLIANCE PERIOD AS 
NOT PART OF A PROJECT.—For purposes of this section, the 
tanpenes may elect to treat any building as not part of a 
qualified low-income housing project for any period Getanion 
after the compliance period for such building. 

“(h) LIMITATION ON AGGREGATE CREDIT ALLOWABLE WITH RESPECT 
TO Prosects LOCATED IN A STATE.— 

“(1) CREDIT MAY NOT EXCEED CREDIT AMOUNT ALLOCATED TO 
BUILDING.—No credit shall be allowed by reason of this section 
for any taxable year with respect to any building in excess of 
the housing credit dollar amount allocated to such building 
under this subsection. An allocation shall be taken into account 
under the preceding sentence only if it occurs not later than the 
earlier of— 

“(A) the 60th day after the close of the taxable year, or 

“(B) the close of the calendar year in which such taxable 

ear ends. 

“(2) ALLOCATED CREDIT AMOUNT TO APPLY TO ALL TAXABLE 
YEARS ENDING DURING OR AFTER CREDIT ALLOCATION YEAR.—Any 
housing credit dollar amount allocated to any building for any 
calendar year— 

“(A) shall apply to such building for all taxable years in 
the compliance period ending during or after such calendar 
year, and 

“(B) shall reduce the aggregate housing credit dollar 
amount of the allocating agency only for such calendar 
year. 

“(3) HOUSING CREDIT DOLLAR AMOUNT FOR AGENCIES.— 

“(A) IN GENERAL.—The aggregate housing credit dollar 
amount which a housing credit agency may allocate for any 
calendar year is the portion of the State housing credit 
ceiling allocated under this paragraph for such calendar 
year to such agency. 

“(B) STATE CEILING INITIALLY ALLOCATED TO STATE HOUS- 
ING CREDIT AGENCIES.—Except as provided in subpara- 
graphs (D) and (E), the State housing credit ceiling for each 
calendar year shall be allocated to the housing credit 
agency of such State. If there is more than 1 housing credit 
agency of a State, all such agencies shall be treated as a 
single agency. 

“(C) STATE HOUSING CREDIT CEILING.—The State housing 
credit ceiling applicable to any State for any calendar — 
shall be an amount equal to $1.25 multiplied by the State 
population. 

“(D) SPECIAL RULE FOR STATES WITH CONSTITUTIONAL HOME 
RULE CITIES.—For purposes of this subsection— 

“(i) IN GENERAL.—The aggregate housing credit 
dollar amount for any constitutional home rule city for 
any calendar year shall be an amount which bears the 
same ratio to the State housing credit ceiling for such 
calendar year as— 

“(I) the population of such city, bears to 
“(II the population of the entire State. 

(ii) COORDINATION WITH OTHER ALLOCATIONS.—In the 
case of any State which contains 1 or more constitu- 
tional home rule cities, for purposes of applying this 
paragraph with respect to housing credit agencies in 
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such State other than constitutional home rule cities, 
the State housing credit ceiling for any calendar year 
shall be reduced by the aggregate housing credit dollar 
amounts determined for such year for all constitutional 
home rule cities in such State. 

“(iii) CONSTITUTIONAL HOME RULE CITy.—For purposes 
of this paragraph, the term ‘constitutional home rule 
city’ has the meaning given such term by section 
146(d3XC). 

“(E) STATE MAY PROVIDE FOR DIFFERENT ALLOCATION.— 
Rules similar to the rules of section 146(e) (other than 
paragraph (2B) thereof) shall apply for purposes of this 
paragraph. 

“(F) PopuLation.—For purposes of this paragraph, popu- 
lation shall be determined in accordance with section 146()). 

“(4) CREDIT FOR BUILDINGS FINANCED BY TAX-EXEMPT BONDS 
SUBJECT TO VOLUME CAP NOT TAKEN INTO ACCOUNT.— 

“(A) IN GENERAL.—Paragraph (1) shall not apply to the 
portion of any credit allowable under subsection (a) which is 
attributable to eligible basis financed by any obligation the 
interest on which is exempt from tax under section 103 and 
which is taken into account under section 146. 

“(B) SPECIAL RULE WHERE 70 PERCENT OR MORE OF BUILD- 
ING IS FINANCED WITH TAX-EXEMPT BONDS SUBJECT TO 
VOLUME CAP.—For purposes of subparagraph (A), if 70 per- 
cent or more of the aggregate basis of any building and the 
land on which the building is located is financed by any 
obligation described in subparagraph (A), paragraph (1) 
shall not apply to any portion of the credit allowable under 
subsection (a) with respect to such building. 

“(5) PORTION OF STATE CEILING SET-ASIDE FOR CERTAIN PROJECTS 
INVOLVING QUALIFIED NONPROFIT ORGANIZATIONS.— 

“(A) IN GENERAL.—Not more than 90 percent of the State 
housing credit ceiling for any State for any calendar year 
shall be allocated to projects other than qualified low- 
income housing projects described in subparagraph (B). 

“(B) PROJECTS INVOLVING QUALIFIED NONPROFIT ORGANIZA- 
TIONS.—For purposes of subparagraph (A), a qualified low- 
income housing project is described in this subparagraph if 
a qualified nonprofit organization is to materially partici- 
pate (within the meaning of section 469(h)) in the develop- 
ment and operation of the project throughout the compli- 
ance period. 

“(C) QUALIFIED NONPROFIT ORGANIZATION.—For purposes 
of this paragraph, the term ‘qualified nonprofit organiza- 
tion’ means any organization if— 

“(i) such organization is described in paragraph (8) or 
(4) of section 501(c) and is exempt from tax under 
section 501(a), and 

“(ii) 1 of the exempt purposes of such organization 
includes the fostering of low-income housing. 

“(D) STATE MAY NOT OVERRIDE SET-ASIDE.—Nothing in 
subparagraph (E) of paragraph (3) shall be construed to 
permit a State not to comply with subparagraph (A) of this 
paragraph. 

“(6) SPECIAL RULES.— 
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“(A) BUILDING — BE LOCATED WITHIN JURISDICTION OF 
CREDIT AGENCY.—. 1 credit agency may allocate its 
aggregate housing credit dollar amount only to buildings 
located in the jurisdiction of the governmental unit of 
which such agency is a part. 

“(B) HOUSING CREDIT DOLLAR AMOUNT MAY NOT BE CARRIED 
OVER, ETC.— 

“(i) No CARRYOVER.—The portion of the aggregate 
housing credit dollar amount of any housing credit 
agency which is not allocated for any calendar year 
may not be carried over to any other calendar year. 

“(ii) ALLOCATION MAY NOT BE EARLIER THAN YEAR IN 
WHICH BUILDING PLACED IN SERVICE.—A housing credit 
agency may allocate its housing credit dollar amount 
for any calendar year only to buildings placed in serv- 
ice before the close of such calendar year. 

“(C) AGENCY ALLOCATIONS IN EXCESS OF LIMIT.—If the 
aggregate housing credit dollar amounts allocated by a 
housing credit agency for any calendar year exceed the 
portion of the State housing credit ceiling allocated to such 
agency for such calendar year, the housing credit dollar 
amounts so allocated shall be reduced (to the extent of such 
excess) for buildings in the reverse of the order in which the 
allocations of such amounts were made. 

“(D) CREDIT ALLOWABLE DETERMINED WITHOUT REGARD TO 
AVERAGING CONVENTION, ETC.—For purposes of this subsec- 
tion, the credit allowable under subsection (a) with respect 
to any building shall be determined— 

“(i) without regard to paragraphs (2A) and (3B) of 
subsection (f), and 

“(ii) by applying subsection (f(3A) without regard to 
‘the percentage equal to % of’. 

“(7) OTHER DEFINITIONS.—For purposes of this subsection— 

“(A) HousinG CREDIT AGENCY.—The term ‘housing credit 
agency’ means any agency authorized to carry out this 
subsection. 

“(B) POSSESSIONS TREATED AS STATES.—The term ‘State’ 
includes a possession of the United States. 

“(i) DEFINITIONS AND SpeciaAL Rutes.—For purposes of this sec- 
tion— 

“(1) COMPLIANCE PERIOD.—The term ‘compliance period’ 
means, with respect to any building, the period of 15 taxable 
years beginning with the lst taxable year of the credit period 
with respect thereto. 

“(2) DETERMINATION OF WHETHER BUILDING IS FEDERALLY SUB- 
SIDIZED.— 

“(A) IN GENERAL.—Except as otherwise provided in this 
paragraph, for purposes of subsection (b\(1), a new building 
shall be treated as federally subsidized for any taxable year 
if, at any time during such taxable year, there is outstand- 
ing any obligation the interest on which is exempt from tax 
under section 103, or any below market Federal loan, the 
—— of which are used (directly or indirectly) with 

to such building or the operation thereof. 

“<KB) ELECTION TO REDUCE ELIGIBLE BASIS BY OUTSTANDING 
BALANCE OF LOAN.—A loan shall not be taken into account 
under subparagraph (A) if the taxpayer elects to exclude an 
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amount equal to the outstanding balance of such loan from 
the eligible basis of the building for purposes of subsection 
d 


“(C) BELOW MARKET FEDERAL LOAN.—For purposes of 
subparagraph (A), the term ‘below market Federal loan’ 
means any loan funded in whole or in part with Federal 
funds if the interest rate payable on such loan is less than 
the applicable Federal rate in effect under section 1274(d\(1) 
(as of the date on which the loan was made). 

“(3) Low-INCOME UNIT.— 

“(A) IN GENERAL.—The term ‘low-income unit’ means any 
unit in a building if— 

“(i) such unit is rent-restricted (as defined in subsec- 
tion (gX2)), and 

“(ii) the individuals occupying such unit meet the 
income limitation applicable under subsection (g)(1) to 
the project of which such building is a part. 

“(B) Exceptions.—A unit shall not be treated as a low- 
income unit unless the unit is suitable for occupancy and 
used other than on a transient basis. 

“(C) SPECIAL RULE FOR BUILDINGS HAVING 4 OR FEWER 
unIts.—In the case of any building which has 4 or fewer 
residential rental units, no unit in such building shall be 
treated as a low-income unit if the units in such building 
are owned by— 

“(i) an pee who occupies a residential unit in 
such bui 
“(ii) any aoe who is related (as defined in subsec- 
tion (AX 2XDXiii)) to such individual. 
“(4) NEW BUILDING.—The term ‘new building’ ee a build- 
ing the original use of which begins with the tax: peg a, 3 
‘(5) EXISTING BUILDING.—The term ‘existing ilding’ means 
any building which is not a new building. 


“(j) RECAPTURE OF CREDIT.— 


“(1) IN GENERAL.—If— 

“(A) as of the close of any taxable year in the compliance 
period, the amount of the qualified basis of any building 
with respect to the taxpayer is less than 

“(B) the amount of such basis as of the close of the 
preceding taxable year, 
then the taxpayer’s tax under this chapter for the taxable year 
shall be increased by the credit recapture amount. 

“(2) CREDIT RECAPTURE AMOUNT.—For purposes of paragraph 
a the credit recapture amount is an amount equal to the sum 
0 — 

“(A) the aggregate decrease in the credits allowed to the 
taxpayer under section 38 for all prior taxable years which 
would have resulted if the accelerated portion of the credit 
allowable by reason of this section were not allowed for all 
prior taxable years with respect to the excess of the amount 
described in paragraph (1B) over the amount described in 
paragraph (1A), plus 

‘“(B) interest at the overpayment rate established under 
section 6621 on the amount determined under subpara- 
graph (A) for each prior taxable year for the period begin- 
ning on the due date for filing the return for the prior 
taxable year involved. 
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No deduction shall be allowed under this chapter for interest 
described in subparagraph (B). 

“(3) ACCELERATED PORTION OF CREDIT.—For purposes of para- 
graph (2), the accelerated portion of the credit for the prior 
—s years with respect to any amount of basis is the excess 
oO — 

“(A) the aggregate credit allowed by reason of this section 
(without regard to this subsection) for such years with 
respect to such basis, over 

“(B) the aggregate credit which would be allowable b 
reason of this section for such years with respect to suc 
basis if the aggregate credit which would (but for this 
subsection) have been allowable for the entire compliance 
period were allowable ratably over 15 years. 

“(4) SPECIAL RULES.— 

“(A) TAX BENEFIT RULE.—The tax for the taxable year 
shall be increased under paragraph (1) only with respect to 
credits allowed by reason of this section which were used to 
reduce tax liability. In the case of credits not so used to 
reduce tax liability, the carryforwards and carrybacks 
under section 39 shall be appropriately adjusted. 

“(B) ONLY BASIS FOR WHICH CREDIT ALLOWED TAKEN INTO 
ACCOUNT.—Qualified basis shall be taken into account 
under paragraph (1B) only to the extent such basis was 
taken into account in determining the credit under subsec- 
tion (a) for the preceding taxable year referred to in such 
paragraph. 

“(C) No RECAPTURE OF ADDITIONAL CREDIT ALLOWABLE BY 
REASON OF SUBSECTION (f) (3).—Paragraph (1) shall apply to 
a decrease in qualified basis only to the extent such de- 
crease exceeds the amount of qualified basis with respect to 
which a credit was allowable for the taxable year referred 
to in paragraph (1B) by reason of subsection (fX3). 

“(D) No CREDITS AGAINST TAX.—Any increase in tax under 
this subsection shall not be treated as a tax imposed by this 
ae for purposes of determining the amount of any 
credit under subpart A, B, or D of this part. 

“(E) No RECAPTURE BY REASON OF CASUALTY LOsS.—The 
increase in tax under this subsection shall not apply to a 
reduction in qualified basis by reason of a casualty fons to 
the extent such loss is restored by reconstruction or replace- 
ment within a reasonable period established by the Sec- 
retary. 

“(5) CERTAIN PARTNERSHIPS TREATED AS THE TAXPAYER.— 

“(A) IN GENERAL.—For purposes of applying this subsec- 
tion to a partnership to which this paragraph applies— 

“(i) such —— shall be treated as the taxpayer 
to which the credit allowable under subsection (a) was 
allowed, 

“(ii) the amount of such credit allowed shall be treat- 
ed as the amount which would have been allowed to the 
a were such credit allowable to such partner- 
ship, 

ii) paragraph (4A) shall not apply, and 

“(iv) the amount of the increase in tax under this 
subsection for any taxable year shall be allocated 
among the partners of such partnership in the same 
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manner as such partnership’s taxable income for such 
ear is allocated among such partners. 

«(B) PARTNERSHIPS TO WHICH PARAGRAPH APPLIES.—This 
paragraph shall apply to any partnership— 

“(i) which has 35 or more partners each of whom is a 
natural person or an estate, and 
“(ii) which elects the application of this paragraph. 

“(C) SPECIAL RULES.— 

“(i) HUSBAND AND WIFE TREATED AS 1 PARTNER.—For 
pu of subparagraph (BXi), a husband and wife 
(and their estates) shall be treated as 1 partner. 

“(ii) ELECTION IRREVOCABLE.—Any election under 
subparagraph (B), once made, shall be irrevocable. 

“(6) NO RECAPTURE ON DISPOSITION OF BUILDING WHERE BOND 
POSTED.—In the case of a disposition of a building, the taxpayer 
shall be discharged from liability for any additional tax under 
this subsection by reason of such disposition if— 

“(A) the taxpayer furnishes to the Secre a bond in an 
amount satifactory to the Secretary and for the period 
required by the Secretary, and 

“(B) it is reasonably expected that such building will 
continue to be operated as a qualified low-income building 
for the remaining compliance period with respect to such 
building. 

“(k) APPLICATION OF At-Risk RuLES.—For purposes of this sec- 
tion— 

“(1) IN GENERAL.—Except as otherwise provided in this 
subsection, rules similar to the rules of section 46(cX8) (other 
than subparagraph (DXivX1) thereof), section 46(cX9), and sec- 
tion 47(dX1) shall apply in wromccsee sine 4 the qualified basis of any 
building in the same manner as such sections apply in deter- 
mining the credit base of property. 

“(2) SPECIAL RULES FOR DETERMINING QUALIFIED PERSON.—For 
purposes of paragraph (1)— 

“(A) IN GENERAL.—If the requirements of subparagraphs 
(B), (C), and (D) are met with respect to any financing 
borrowed from a qualified nonprofit organization (as de- 
fined in subsection (h\(5)), the determination of whether 
such financing is egos commercial financing with re- 
spect to any qualified low-income building shall be made 
without regard to whether such organization— 

“(i) is actively and regularly engaged in the business 
of lending money, or 

“ii) is a person described in section 46(cX8XDXivXID. 

“(B) FINANCING SECURED BY PROPERTY.—The require- 
ments of this subparagraph are met with respect to any 
financing if such financing is secured by the qualified low- 
income building. 

“(C) PoRTION OF BUILDING ATTRIBUTABLE TO FINANCING.— 
The requirements of this subparagraph are met with re- 
spect to any financing for any taxable year in the compli- 
ance period if, as of the close of such taxable year, not more 
than 60 percent of the eligible basis of the qualified low- 
income building is attributable to such financing (reduced 
by the principal and interest of any governmental financing 
which is part of a wrap-around mortgage involving such 
financing). 
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“(D) REPAYMENT OF PRINCIPAL AND _ INTEREST.—The 
requirements of this subparagraph are met with respect to 
any financing if such financing is fully repaid on or before 
the earliest of— 

“(i) the date on which such financing matures, 

“(ii) the 90th day after the close of the compliance 
period with respect to the qualified low-income build- 
ing, or . 

“(iii) the date of its refinancing or the sale of the 
building to which such financing relates. 

(3) PRESENT VALUE OF FINANCING.—If the rate of interest on 
any financing described in paragraph (2A) is less than the rate 
which is 1 percentage point below the applicable Federal rate as 
of the time such financing is incurred, then the qualified basis 
(to which such financing relates) of the qualified low-income 
building shall be the present value of the amount of such 
financing, using as the discount rate such applicable Federal 
rate. For purposes of the preceding sentence, the rate of interest 
on any financing shall be determined by treating interest to the 
extent of government subsidies as not payable. 

“(4) FAILURE TO FULLY REPAY.— 

“(A) IN GENERAL.—To the extent that the requirements of 
paragraph (2D) are not met, then the taxpayer’s tax under 
this chapter for the taxable year in which such failure 
occurs shall be increased by an amount equal to the ap- 
plicable portion of the credit under this section with respect 
to such building, increased by an amount of interest for the 
period— 

“(i) beginning with the due date for the filing of the 
return of tax imposed by chapter 1 for the Ist taxable 
year for which such credit was allowable, and 

“(ii) ending with the due date for the taxable year in 
which such failure occurs, 

determined by using the underpayment rate and method 
under section 6621. 

“(B) APPLICABLE PORTION.—For purposes of subparagraph 
(A), the term ‘applicable portion’ means the aggregate de- 
crease in the credits allowed to a taxpayer under section 38 
for all prior taxable years which would have resulted if the 
eligible basis of the building were reduced by the amount of 
financing which does not meet requirements of paragraph 
(2D). 

“(C) CERTAIN RULES TO APPLY.—Rules similar to the rules 
of subparagraphs (A) and (D) of subsection (jX4) shall apply 
for purposes of this subsection. 

(1) CERTIFICATIONS TO SECRETARY.— 

“(1) CERTIFICATION WITH RESPECT TO 1ST YEAR OF CREDIT 
PERIOD.—Not later than the 90th day following the close of the 
lst taxable year in the credit period with respect to any quali- 
fied low-income building, the taxpayer shall certify to the Sec- 
retary (in such form and in such manner as the Secretary 
prescribes)— 

“(A) the taxable year, and calendar year, in which such 
building was placed in service, 

‘(B) the adjusted basis and eligible basis of such building 
as of the close of the lst year of the credit period, 
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“(C) the maximum applicable percentage and qualified 
basis permitted to be taken into account by the appropriate 
housing credit agency under subsection (h), 

“(D) the election made under subsection (g) with respect 
to the qualified low-income housing project of which such 
building is a part, and 

“(E) such other information as the Secretary may require. 

In the case of a failure to make the certification required by the 
preceding sentence on the date prescribed therefor, unless it is 
shown that such failure is due to reasonable cause and not to 
willful neglect, no credit shall be allowable by reason of subsec- 
tion (a) with respect to such building for any taxable year 
ending before such certification is made. 

“(2) ANNUAL REPORTS FROM HOUSING CREDIT AGENCIES.—Each 
agency which allocates any housing credit amount to any build- 
ing for any calendar year shall submit to the Secretary (at such 
time and in such manner as the Secretary shall prescribe) an 
annual report specifying— 

“(A) the amount of housing credit amount allocated to 
each building for such year, 

“(B) sufficient information to identify each such building 
and the sexpayes with respect thereto, and 

“(C) such other information as the Secretary may require. 

The penalty under section 6652(j) shall apply to any failure to 
submit the report required by the preceding sentence on the 
date prescribed therefor. 

“(m) REGULATIONS.—The Secretary shall prescribe such regula- 
tions as may be necessary or appropriate to carry out the purposes 
or this section, including regulations— 

“(1) dealing with— 

“(A) projects which include more than 1 building or only 
a portion of a building, 

“(B) buildings which are placed in service in portions, 

“(2) providing for the application of this section to short 
taxable years, and 

“(3) preventing the avoidance of the rules of this section. 

“(n) TERMINATION.— 

“(1) IN GENERAL.—Except as provided.in parargraph (2), the 
State housing credit ceiling under subsection (h) shall be zero 
for any calendar year after 1989. 

“(2) CARRYOVER OF 1989 LIMIT FOR CERTAIN PROJECTS IN 
PROGRESS.— 

“(A) IN GENERAL.—The aggregate housing credit amount 
of any agency for 1989 which is not allocated for 1989 shall 
be treated for purposes of applying this section to any 
building described in subparagraph (B) as the housing 
credit amount of such agency for 1990. 

“(B) Description.—A building is described in this 
subparagraph if— 

“(i) such building is constructed, reconstructed, or 
rehabilitated by the taxpayer, 

“(ii) more than 10 percent of the reasonably antici- 
pated cost of such construction, reconstrcution, or re- 
— has been incurred as of January 1, 1989, 
an 

“(iii) such building is placed in service before Janu- 
ary 1, 1991. 
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“(C) CERTAIN RULE NOT TO APPLY.—Subsection (hX6\BXi) 
shall not apply for purposes of this paragraph.” 

(b) Low-INcomE HousinGc Crepit TREATED As OTHER BUSINESS 
CREDITS.— 

(1) Subsection (b) of section 38 (relating to current year busi- 
ness credits), as amended by this Act, is amended by striking 
out “plus” at the end of paragraph (3), but striking out the 
period at the end of paragraph (4) and inserting in lieu thereof 
“ plus”, and by adding at the end thereof the following new 
paragraph: 

“(5) the low-income housing credit determined under section 
42(a).” 

(2) Subsection (d) of section 38 is amended by inserting 
“‘42(a),” before “46(a)’’. 

(c) RECAPTURE Tax Not To Repuce Minimum Tax.—Paragraph (1) 
of section 55(c), as amended by section 701 of this Act, is amended by 
inserting “or section 42(j)” after “section 47”. 

(d) CLERICAL AMENDMENT.—The table of sections for subpart D of 
part IV of subchapter A of chapter 1 is amended by adding at the 
end thereof the following new item: 


“Sec. 42. Low-income housing credit.” 
(e) EFFECTIVE DATE.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to buildings placed in service after December 31, 1986, in 
taxable years ending after such date. 

(2) SPECIAL RULE FOR REHABILITATION EXPENDITURES.—Subsec- 
tion (e) of section 42 of the Internal Revenue Code of 1986 (as 
added by this section) shall apply for purposes of paragraph (1). 

(f) TRANSITIONAL RULEsS.— 

(1) LIMITATION TO NON-ACRS BUILDINGS NOT TO APPLY TO CER- 

TAIN BUILDINGS, ETC.— 
(A) IN GENERAL.—In the case of a building which is part 
of a project described in subparagraph (B)— 
(i) section 42(c(2)(B) of the Internal Revenue Code of 
1986 (as added by this section) shall not apply, and 
(ii) such building shall be treated as not federally 
— for purposes of section 42(bX1A) of such 
e. 
(B) ProgEcT DESCRIBED.—A project is described in this 
subparagraph if— 
(i) an urban development action grant application 
with respect to such project was submitted on Septem- 
ber 13, 1984, 
(ii) a zoning commission map amendment related to 
such project was granted on July 17, 1985, and 
(iii) the number assigned to such project by the Fed- 
eral Housing Administration is 023-36602. 
(C) ADDITIONAL UNITS ELIGIBLE FOR CREDIT.—In the case of 
a building to which subparagraph (A) applies and which is 
part of a project which meets the requirements of subpara- 
graph (D), for each low-income unit in such building which 
is occupied by individuals whose income is 30 percent or 
less of area median gross income, one additional unit (not 
otherwise a low-income unit) in such building shall be 
treated as a low-income unit for purposes of such section 42. 
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(D) ProsgecT DESCRIBED.—A project is described in this 
subparagraph if— 

(i) rents charged for units in such project are re- 
stricted by State regulations, 

(ii) the annual cash flow of such project is restricted 
by State law, 

(iii) the project is located on land owned by or ground 
leased from a public housing authority, 

(iv) construction of such project begins on or before 
December 31, 1986, and units within such project are 
placed in service on or before June 1, 1990, and 

(v) for a 20-year period, 20 percent or more of the 
residential units in such project are occupied by 
individuals whose income is 50 percent or less of area 
median gross income. 

(E) MAXIMUM ADDITIONAL CREDIT.—The maximum annual 
additional credit allowable under section 42 of such Code by 
reason of subparagraph (C) shall not exceed 25 percent of 
the eligible basis of the building. 

(2) ADDITIONAL ALLOCATION OF HOUSING CREDIT CEILING.— 

(A) IN GENERAL.—There is hereby allocated to each 
housing credit agency described in subparagraph (B) an 
additional housing credit dollar amount determined in 
accordance with the following table: 


The additional 
For aad year: allocation is: 


(B) HousING CREDIT AGENCIES DESCRIBED.—The housing 
credit agencies described in this subparagraph are: 

(i) A corporate governmental agency constituted as a 
public benefit corporation and established in 1971 
under the provisions of Article XII of the Private Hous- 
ing Finance Law of the State. 

(ii) A city department established on December 20, 
1979, pursuant to chapter XVIII of a municipal code of 
such city for the purpose of supervising and coordinat- 
ing the formation and execution of projects and pro- 
grams affecting housing within such city. 

(iii) The State housing finance agency referred to in 
subparagraph (C), but only with respect to projects 
described in subparagraph (C). 

(C) Prosect pEscRIBED.—A project is described in this 
subparagraph if such project is a qualified low-income hous- 
ing project which— 

(i) receives financing from a State housing finance 
agency from the proceeds of bonds issued pursuant to 
chapter 708 of the Acts of 1966 of such State pursuant 
to loan commitments from such agency made between 
May 8, 1984, and July 8, 1986, and 

(ii) is subject to subsidy commitments issued pursu- 
ant to a program established under chapter 574 of the 
Acts of 1983 of such State having award dates from 
such agency between May 31, 1984, and June 11, 1985. 

(D) SPECIAL RULES.— 

(i) Any building— 
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(I) which is allocated any housing credit dollar 
amount by a housing credit agency described in 
clause (iii) of subparagraph (B), and 

(II) which is placed in service after June 30, 1986, 
and before January 1, 1987, 

shall be treated for purposes of the amendments made 
by this section as placed in service on January 1, 1987. 

(ii) Section 42(cX2\B) of the Internal Revenue Code of 
1986 shall not apply to any building which is allocated 
any housing credit dollar amount by any agency de- 
scribed in subparagraph (B). 

(E) ALL UNITS TREATED AS LOW INCOME UNITS IN CERTAIN 
CASES.—In the case of any building— 

(i) which is allocated any housing credit dollar 
— by any agency described in subparagraph (B), 
an 

(ii) which after the application of subparagraph (D\ii) 
is a qualified low-income building at all times during 
any taxable year, 

such building shall be treated as described in section 
42(b\1)(B) of such Code and having an applicable fraction 
for such year of 1. 

(3) CERTAIN PROJECTS PLACED IN SERVICE BEFORE 1987.— 

(A) IN GENERAL.—In the case of a building which is part 
of a project described in subparagraph (B)— 

(i) section 42(cX2\B) of such Code shall not apply, 

(ii) such building shall be treated as placed in service 
during the first calendar year after 1986 and before 
1990 in which such building is a qualified low-income 
— (determined after the application of clause (i)), 
an 

(iii) for purposes of section 42(h) of such Code, such 
building shall be treated as having allocated to it a 
housing credit dollar amount equal to the dollar 
amount appearing in the clause of subparagraph (B) in 
which such building is described. 

(B) PROJECT DESCRIBED.—A _— is described in this 
subparagraph if the code number assigned to such project 
by the Farmers’ Home Administration appears in the fol- 
lowing table: 

The housing 

credit dollar 

The code number is: i 
(i) 49284553664 
(ii) 4927742022446 
(iii) 49270742276087 .. 
(iv) 490270742387293. 
(v) 4927074218234 
(vi) 49270742274019 
(vii) 51460742345074 


(C) DETERMINATION OF ADJUSTED BASIS.—The adjusted 
basis of any building to which this paragraph applies for 
purposes of section 42 of such Code shall be its adjusted 
basis as of the close of the taxable year ending before the 
first taxable year of the credit period for such building 

(D) CERTAIN RULES TO APPLY.—Rules similar to the rules 
of subparagraph (E) of paragraph (2) shall apply for pur- 
poses of this paragraph. 
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(4) DeFiniTions.—For purposes of this subsection, terms used 
in such subsection which are also used in section 42 of the 
Internal Revenue Code of 1986 (as added by this section) shall 
have the meanings given such terms by such section 42. 


Subtitle G—Merchant Marine Capital 
Construction Funds 


SEC. 261. PROVISIONS RELATING TO MERCHANT MARINE CAPITAL 
CONSTRUCTION FUNDS. 


(a) Purpose.—The purpose of this section is to coordinate the 
application of the Internal Revenue Code of 1986 with the capital 
construction program under the Merchant Marine Act, 1936. 

(b) AMENDMENT OF 1986 Copr.—Chapter 77 (relating to mis- 
cellaneous provisions) is amended by adding at the end thereof the 
following new section: 


“SEC. 7518. TAX INCENTIVES RELATING TO MERCHANT MARINE CAPITAL 
CONSTRUCTION FUNDS. 


“(a) CEILING ON DEPosITs.— 

“(1) IN GENERAL.—The amount deposited in a fund established 
under section 607 of the Merchant Marine Act, 1936 (herein- 
after in this section referred to as a ‘capital construction fund’) 
shall not exceed for any taxable year the sum of: 

“(A) that portion of the taxable income of the owner or 
lessee for such year (computed as provided in chapter 1 but 
without regard to the carryback of any net operating loss or 
net capital loss and without regard to this section) which is 
attributable to the operation of the agreement vessels in 
the foreign or domestic commerce of the United States or in 
the fisheries of the United States, 

“(B) the amount allowable as a deduction under section 
167 for such year with respect to the agreement vessels, 

“(C) if the transaction is not taken into account for 
purposes of subparagraph (A), the net proceeds (as defined 
in joint regulations) from— 

“(i) the sale or other disposition of any agreement 
vessel, or 

“(ii) insurance or indemnity attributable to any 
agreement vessel, and 

“(D) the receipts from the investment or reinvestment of 
amounts held in such fund. 

“(2) LIMITATIONS ON DEPOSITS BY LESSEES.—In the case of a 
lessee, the maximum amount which may be deposited with 
respect to an agreement vessel by reason of paragraph (1B) for 
any period shall be reduced by any amount which, under an 
agreement entered into under section 607 of the Merchant 
Marine Act, 1936, the owner is required or permitted to deposit 
for such period with respect to such vessel by reason of para- 
graph (1)B). 

“(3) CERTAIN BARGES AND CONTAINERS INCLUDED.—For pur- 
poses of paragraph (1), the term ‘agreement vessel’ includes 
barges and containers which are part of the complement of such 
vessel and which are provided for in the agreement. 

“(b) REQUIREMENTS AS TO INVESTMENTS.— 
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“(1) IN GENERAL.—Amounts in any capital construction fund 
shall be kept in the depository or depositories specified in the 
agreement and shall be subject to such trustee and other fidu- 
ciary requirements as may be specified by the Secretary. 

“(2) LIMITATION ON FUND INVESTMENTS.—Amounts in any cap- 
ital construction fund may be invested only in interest-bearing 
securities approved by the Secretary; except that, if such Sec- 
retary consents thereto, an agreed percentage (not in excess of 
60 percent) of the assets of the fund may be invested in the stock 
of domestic corporations. Such stock must be currently fully 
listed and registered on an exchange registered with the Securi- 
ties and Exchange Commission as a national securities ex- 
change, and must be stock which would be acquired by prudent 
men of discretion and intelligence in such matters who are 
seeking a reasonable income and the preservation of their 
capital. If at any time the fair market value of the stock in the 
fund is more than the agreed percentage of the assets in the 
fund, any subsequent investment of amounts deposited in the 
fund, and any subsequent withdrawal from the fund, shall be 
made in such a way as to tend to restore the fund to a situation 
in which the fair market value of the stock does not exceed such 
agreed percentage. 

“(3) INVESTMENT IN CERTAIN PREFERRED STOCK PERMITTED.— 
For purposes of this subsection, if the common stock of a 
corporation meets the requirements of this subsection and if the 
preferred stock of such corporation would meet such require- 
ments but for the fact that it cannot be listed and registered as 
required because it is nonvoting stock, such preferred stock 
shall be treated as meeting the requirements of this subsection. 

“(c) NONTAXABILITY FOR DEPOSITS.— 

“(1) IN GENERAL.—For purposes of this title— 

“(A) taxable income (determined without regard to this 
section and section 607 of the Merchant Marine Act, 1936) 
for the taxable year shall be reduced by an amount equal to 
the amount deposited for the taxable year out of amounts 
referred to in subsection (a)(1)(A), 

“(B) gain from a transaction referred to in subsection 
(aX1\(C) shall not be taken into account if an amount equal 
to the net proceeds (as defined in joint regulations) from 
such transaction is deposited in the fund, 

“(C) the earnings (including gains and losses) from the 
investment and reinvestment of amounts held in the fund 
shall not be taken into account, 

“(D) the earnings and profits (within the meaning of 
section 316) of any corporation shall be determined without 
regard to this section and section 607 of the Merchant 
Marine Act, 1936, and 

“(E) in applying the tax imposed by section 531 (relating 
to the accumulated earnings tax), amounts while held in 
the fund shall not be taken into account. 

“(2) ONLY QUALIFIED DEPOSITS ELIGIBLE FOR TREATMENT.—Para- 
graph (1) shall apply with respect to any amount only if such 
amount is deposited in the fund pursuant to the agreement and 
not later than the time provided in joint regulations. 

“(d) ESTABLISHMENT OF ACCOUNTS.—For purposes of this section— 

“(1) IN GENERAL.—Within a capital construction fund 3% ac- 
counts shall be maintained: 
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“(A) the capital account, 

“(B) the capital gain account, and 

“(C) the ordinary income account. 

“(2) CAPITAL ACCOUNT.—The capital account shall consist of— 

“(A) amounts referred to in subsection (a\(1\B), 

“(B) amounts referred to in subsection (a1\C) other than 
that portion thereof which represents gain not taken into 
account by reason of subsection (c1\B), 

“(C) the percentage applicable under section 243(aX(1) of 
any dividend received by the fund with respect to which the 
person maintaining the fund would (but for subsection 
(cX1XC)) be allowed a deduction under section 243, and 

at interest income exempt from taxation under section 
103. 

“(3) CAPITAL GAIN ACCOUNT.—The capital gain account shall 
consist of— 

“(A) amounts representing capital gains on assets held 
for more than 6 months and referred to in subsection 
(aX1XC) or (aX1XD), reduced by 

‘“(B) amounts representing capital losses on assets held in 
the fund for more than 6 months. 

“(4) ORDINARY INCOME ACCOUNT.—The ordinary income ac- 
count shall consist of— 

“(A) amounts referred to in subsection (aX1A), 

“(BXi) amounts representing capital gains on assets held 
for 6 months or less and referred to in subsection (a1\C) or 
(aX1XD), reduced by 

“(ii) amounts representing capital losses on assets held in 
the fund for 6 months or less, 

“(C) interest (not including any tax-exempt interest re- 
ferred to in paragraph (2XD)) and other ordinary income 
(not including any dividend referred to in subparagraph (E)) 
received on assets held in the fund, 

‘(D) ordinary income from a transaction described in 
subsection (aX1C), and 

“(E) the portion of any dividend referred to in paragraph 
(2XC) not taken into account under such paragraph. 

“(5) CAPITAL LOSSES ONLY ALLOWED TO OFFSET CERTAIN GAINS.— 
Except on termination of a capital construction fund, capital 
losses referred to in paragraph (3\B) or in paragraph (4)B\ii) 
shall be allowed only as an offset to gains referred to in para- 
graph (3A) or (4(B\Xi), respectively. 

“(e) PURPOSES OF QUALIFIED WITHDRAWALS.— 

“(1) IN GENERAL.—A qualified withdrawal from the fund is 
one made in accordance with the terms of the agreement but 
only if it is for: 

“(A) the acquisition, construction, or reconstruction of a 
qualified vessel, 

“(B) the acquisition, construction, or reconstruction of 
barges and containers which are part of the complement of 
a qualified vessel, or 

“(C) the payment of the principal on indebtedness in- 
curred in connection with the acquisition, construction, or 
reconstruction of a qualified vessel or a barge or container 
which is part of the complement of a qualified vessel. 

Except to the extent provided in regulations prescribed by the 
Secretary, subparagraph (B), and so much of subparagraph (C) 
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as relates only to barges and containers, shall apply only with 
respect to barges and containers constructed in the United 
States. 

“(2) PENALTY FOR FAILING TO FULFILL ANY SUBSTANTIAL 
OBLIGATION.—Under joint regulations, if the Secretary deter- 
mines that any substantial obligation under any agreement is 
not being fulfilled, he may, after notice and opportunity for 
hearing to the person maintaining the fund, treat the entire 
fund or any portion thereof as an amount withdrawn from the 
fund in a nonqualified withdrawal. 

“(f) Tax TREATMENT OF QUALIFIED WITHDRAWALS.— 

“(1) ORDERING RULE.—Any qualified withdrawal from a fund 

shall be treated— 
“(A) first as made out of the capital account, 
“(B) second as made out of the capital gain account, and 
“(C) third as made out of the ordinary income account. 

“(2) ADJUSTMENT TO BASIS OF VESSEL, ETC., WHERE WITH- 
DRAWAL FROM ORDINARY INCOME ACCOUNT.—If any portion of a 
qualified withdrawal for a vessel, barge, or container is made 
out of the ordinary income account, the basis of such vessel, 
barge, or container shall be reduced by an amount equal to such 
portion. 

“(3) ADJUSTMENT TO BASIS OF VESSEL, ETC., WHERE WITH- 
DRAWAL FROM CAPITAL GAIN ACCOUNT.—If any portion of a 
qualified withdrawal for a vessel, barge, or container is made 
out of the capital gain account, the basis of such vessel, barge, or 
container shall be reduced by an amount equal to such portion. 

“(4) ADJUSTMENT TO BASIS OF VESSELS, ETC., WHERE WITHDRAW- 
ALS PAY PRINCIPAL ON DEBT.—If any portion of a qualified with- 
drawal to pay the principal on any indebtedness is made out of 
the ordinary income account or the capital gain account, then 
an amount equal to the aggregate reduction which would be 
required by paragraphs (2) and (3) if this were a qualified 
withdrawal for a purpose described in such paragraphs shall be 
applied, in the order provided in joint regulations, to reduce the 
basis of vessels, barges, and containers owned by the person 
maintaining the fund. Any amount of a withdrawal remaining 
after the application of the preceding sentence shall be treated 
as a nonqualified withdrawal. 

“(5) ORDINARY INCOME RECAPTURE OF BASIS REDUCTION.—If any 
property the basis of which was reduced under paragraph (2), 
(3), or (4) is disposed of, any gain realized on such disposition, to 
the extent it does not exceed the aggregate reduction in the 
basis of such property under such paragraphs, shall be treated 
as an amount referred to in subsection (gX3A) which was 
withdrawn on the date of such disposition. Subject to such 
conditions and requirements as may be provided in joint regula- 
tions, the preceding sentence shall not apply to a disposition 
where there is a redeposit in an amount determined under joint 
regulations which will, insofar as practicable, restore the fund 
to the position it was in before the withdrawal. 

“(g) Tax TREATMENT OF NONQUALIFIED WITHDRAWALS.— 

“(1) IN GENERAL.—Except as provided in subsection (h), any 
withdrawal from a capital construction fund which is not 
SS withdrawal shall be treated as a nonqualified with- 
drawal. 
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“(2) ORDERING RULE.—Any nonqualified withdrawal from a 
fund shall be treated— 

“(A) first as made out of the ordinary income account, 

“(B) second as made out of the capital gain account, and 

“(C) third as made out of the capital account. 

For purposes of this section, items withdrawn from any account 
shall be treated as withdrawn on a first-in-first-out basis; except 
that (i) any nonqualified withdrawal for research, development, 
and design expenses incident to new and advanced ship design, 
machinery and equipment, and (ii) any amount treated as a 
nonqualified withdrawal under the second sentence of subsec- 
on (f(4), shall be treated as withdrawn on a last-in-first-out 
asis. 
“(3) OPERATING RULES.—For purposes of this title— 

“(A) any amount referred to in paragraph (2A) shall be 
included in income as an item of ordinary income for the 
taxable year in which the withdrawal is made, 

“(B) any amount referred to in paragraph (2B) shall be 
included in income for the taxable year in which the with- 
drawal is made as an item of gain realized during such year 
from the disposition of an asset held for more than 6 
months, and 

“(C) for the period on or before the last date prescribed 
for payment of tax for the taxable year in which this 
withdrawal is made— 

“(ij) no interest shall be payable under section 6601 
and no addition to the tax shall be payable under 
section 6651, 

“(ii) interest on the amount of the additional tax 
attributable to any item referred to in subparagraph 
(A) or (B) shall be paid at the applicable rate (as defined 
in paragraph (4)) from the last date prescribed for 
payment of the tax for the taxable year for which such 
item was deposited in the fund, and 

“(iii) no interest shall be payable on amounts re- 
ferred to in clauses (i) and (ii) of paragraph (2) or in the 
case of any nonqualified withdrawal arising from the 
application of the recapture provision of section 606(5) 
of the Merchant Marine Act of 1936 as in effect on 
December 31, 1969. 

“(4) INTEREST RATE.—For purposes of paragraph (3\C\ii), the 
applicable rate of interest for any nonqualified withdrawal— 

“(A) made in a taxable year beginning in 1970 or 1971 is 8 
percent, or 

“(B) made in a taxable year beginning after 1971, shall be 
determined and published jointly by the Secretary of the 
Treasury or his delegate and the applicable Secretary and 
shall bear a relationship to 8 percent which the Secretaries 
determine under joint regulations to be comparable to the 
relationship which the money rates and investment yields 
for the calendar year immediately preceding the beginning 
of the taxable year bear to the money rates and investment 
yields for the calendar year 1970. 

“(5) AMOUNT NOT WITHDRAWN FROM FUND AFTER 25 YEARS 
FROM DEPOSIT TAXED AS NONQUALIFIED WITHDRAWAL.— 

“(A) IN GENERAL.—The applicable percentage of any 

amount which remains in a capital construction fund at the 
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close of the 26th, 27th, 28th, 29th, or 30th taxable year 
following the taxable year for which such amount was 
deposited shall be treated as a nonqualified withdrawal in 
accordance with the following table: 


“If the amount remains in the fund at the The applicable 
close of the— percentage is— 
26th taxable year 20 percent 
27th taxable year : 40 percent 
28th taxable year . . 60 percent 
29th taxable year 80 percent 
30th taxable year 100 percent. 


“(B) EARNINGS TREATED AS DEPOSITS.—The earnings of any 
capital construction fund for any taxable year (other than 
net gains) shall be treated for purposes of this paragraph as 
an amount deposited for such taxable year. 

“(C) AMOUNTS COMMITTED TREATED AS WITHDRAWN.—For 
purposes of subparagraph (A), an amount shall not be 
treated as remaining in a capital construction fund at the 
close of any taxable year to the extent there is a binding 
contract at the close of such year for a qualified withdrawal 
of such amount with respect to an identified item for which 
such withdrawal may be made. 

“(D) AUTHORITY TO TREAT EXCESS FUNDS AS WITHDRAWN.— 
If the Secretary determines that the balance in any capital 
construction fund exceeds the amount which is appropriate 
to meet the vessel construction program objectives of the 
person who established such fund, the amount of such 
excess shall be treated as a nonqualified withdrawal under 
subparagraph (A) unless such person develops appropriate 
program objectives within 3 years to dissipate such excess. 

“(E) AMOUNTS IN FUND ON JANUARY 1, 1987.—For pur- 
poses of this paragraph, all amounts in a capital construc- 
tion fund on January 1, 1987, shall be treated as deposited 
in such fund on such date. 

“(6) NONQUALIFIED WITHDRAWALS TAXED AT HIGHEST MAR- 
GINAL RATE.— 

“(A) IN GENERAL.—In the case of any taxable year for 
which there is a nonqualified withdrawal (including any 
amount so treated under paragraph (5)), the tax imposed by 
chapter 1 shall be determined— 

Ea by excluding such withdrawal from gross income, 
an 
“(ii) by increasing the tax imposed by chapter 1 by 
the product of the amount of such withdrawal and the 
highest rate of tax specified in section 1 (section 11 in 
the case of a corporation). 
With respect to the portion of any nonqualified withdrawal 
made out of the capital gain account during a taxable year 
to which section 1(i) or 1201(a) applies, the rate of tax taken 
into account under the preceding sentence shall not exceed 
28 percent (34 percent in the case of a corporation). 

“(B) TAX BENEFIT RULE.—If any portion of a nonqualified 
withdrawal is properly attributable to deposits (other than 
earnings on deposits) made by the taxpayer in any taxable 
year which did not reduce the taxpayer’s liability for 1x 
under chapter 1 for any taxable year preceding the taxable 
year in which such withdrawal occurs— 
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“(i) such portion shall not be taken into account 
under subparagraph (A), and 

“(ii) an amount equal to such portion shall be treated 
as allowed as a deduction under section 172 for the 
taxable year in which such withdrawal occurs. 

‘“(C) COORDINATION WITH DEDUCTION FOR NET OPERATING 
LossEs.—Any nonqualified withdrawal excluded from gross 
income under subparagraph (A) shall be excluded in deter- 
mining taxable income under section 172(b)(2). 

“(h) CERTAIN CORPORATE REORGANIZATIONS AND CHANGES IN PART- 
NERSHIPS.— Under joint regulations— 

“(1) a transfer of a fund from one person to another person in 
a transaction to which section 381 applies may be treated as if 
such transaction did not constitute a nonqualified withdrawal, 
and 

“(2) a similar rule shall be applied in the case of a continu- 
ation of a partnership. 

“(i) DEFINITIONS.—For purposes of this section, any term defined 
in section 607(k) of the Merchant Marine Act, 1936 which is also 
used in this section (including the definition of ‘Secretary’) shall 
have the meaning given such term by such section 607(k) as in effect 
on the date of the enactment of this section.” 

(c) CrEpits Not ALLOWED AGAINST INCREASE IN Tax.—Paragraph 
(2) of section 26(b) is amended by striking out “and” at the end of 
subparagraph (G), by striking out the period at the end of subpara- 
graph (H) and inserting in lieu thereof “, and’, and by adding at the 
end thereof the following new subparagraph: 

“(I) subparagraph (A) of section 7518(g\(6) (relating to 
nonqualified withdrawals from capital construction funds 
taxed at highest marginal rate).” 

(d) DEPARTMENTAL REPORTS AND CERTIFICATION.—Section 607 of 
the Merchant Marine Act, 1936, is amended by adding at the end 
thereof the following new subsection: 

“(m) DEPARTMENTAL REPORTS AND CERTIFICATION.— 

“(1) IN GENERAL.—For each calendar year, the Secretaries 
shall each provide the Secretary of the Treasury, within 120 
days after the close of such calendar year, a written report with 
respect to those capital construction funds that are under their 
jurisdiction. 

“(2) CONTENTS OF REPORTS.—Each report shall set forth the 
name and taxpayer identification number of each person— 

“(A) establishing a capital construction fund during such 
calendar year; 

“(B) maintaining a capital construction fund as of the last 
day of such calendar year; 

“(C) terminating a capital construction fund during such 
calendar year; 

“(D) making any withdrawal from or deposit into (and the 
amounts thereof) a capital construction fund during such 
calendar year; or 

“(E) with respect to which a determination has been 
made during such calendar year that such person has failed 
to fulfill a substantial obligation under any capital 
construction fund agreement to which such person is a 
party.” 

(e) CONFORMING AMENDMENTS.— 
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(1) Subparagraph (A) of section 607(d\1) of the Merchant 
Marine Act, 1936 is amended by inserting “and section 7518 of 
such Code” after ‘‘this section”. 

(2) Subparagraph (D) of section 607(dX1) of such Act is 
amended by inserting “and section 7518 of such Code” after 
“this section”. 

(3) Subparagraph (C) of section 607(eX2) of such Act is 
amended by striking out “85 percent” and inserting in lieu 
thereof ‘‘the percentage applicable under section 243(a\(1) of the 
Internal Revenue Code of 1986”. 

(4) Subparagraph (E) of section 607(eX4) of such Act is 
amended to read as follows: 

“(E) the portion of any dividend referred to in paragraph 
(2XC) not taken into account under such paragraph.” 

(5) Paragraph (3) of section 607(g) of such Act is amended to 
read as follows: _ 

“(3) If any portion of a qualified withdrawal for a vessel, 
barge, or container is made out of the capital gain account, the 
basis of such vessel, barge, or container shall be reduced by an 
amount equal to such portion.” 

(6) Subsection (h) of section 607 of such Act is amended by 
adding at the end thereof the following new paragraphs: 

“(5) AMOUNT NOT WITHDRAWN FROM FUND AFTER 25 YEARS 
FROM DEPOSIT TAXED AS NONQUALIFIED WITHDRAWAL.— 

“(A) IN GENERAL.—The applicable percentage of any 
amount which remains in a capital construction fund at the 
close of the 26th, 27th, 28th, 29th, or 30th taxable year 
following the taxable year for which such amount was 
deposited shall be treated as a nonqualified withdrawal in 
accordance with the following table: 

“If the amount remains in the fund at the The applicable 
close of the— percentage is— 
26th taxable year ; 20 percent 
27th taxable year 40 percent 
28th taxable year 60 percent 


29th taxable year 80 percent 
30th taxable year 100 percent. 


“(B) EARNINGS TREATED AS DEPOSITS.—The earnings of any 
capital construction fund for any taxable year (other than 
net gains) shall be treated for purposes of this paragraph as 
an amount deposited for such taxable year. 

“(C) AMOUNTS COMMITTED TREATED AS WITHDRAWN.—For 
purposes of subparagraph (A), an amount shall not be 
treated as remaining in a capital construction fund at the 
close of any taxable year to the extent there is a binding 
contract at the close of such year for a qualified withdrawal 
of such amount with respect to an identified item for which 
such withdrawal may be made. 

“(D) AUTHORITY TO TREAT EXCESS FUNDS AS WITHDRAWN.— 
If the Secretary determines that the balance in any capital 
construction fund exceeds the amount which is appropriate 
to meet the vessel construction program objectives of the 
person who established such fund, the amount of such 
excess shall be treated as a nonqualified withdrawal under 
subparagraph (A) unless such person develops appropriate 
program objectives within 3 years to dissipate such excess. 
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‘(E) AMOUNTS IN FUND ON JANUARY 1, 1987.—For pur- 
poses of this paragraph, all amounts in a capital construc- 
tion fund on January 1, 1987, shall be treated as deposited 
in such fund on such date. 

‘“(6) NONQUALIFIED WITHDRAWALS TAXED AT HIGHEST MAR- 
GINAL RATE.— 

“(A) IN GENERAL.—In the case of any taxable year for 
which there is a nonqualified withdrawal (including any 
amount so treated under paragraph (5)), the tax imposed by 
chapter 1 of the Internal Revenue Code of 1986 shall oo 
determined— 

ty by excluding such withdrawal from gross income, 
an 
“(ii) by increasing the tax imposed by chapter 1 of 
such Code by the product of the amount of such with- 
drawal and the highest rate of tax specified in section 1 
(section 11 in the case of a corporation) of such Code. 
With respect to the portion of any nonqualified withdrawal 
made out of the capital gain account during a taxable year 
to which section 1(i) or 1201(a) of such Code applies, the rate 
of tax taken into account under the preceding sentence 
shall not exceed 28 percent (34 percent in the case of a 
corporation). 

“(B) TAX BENEFIT RULE.—If any portion of a nonqualified 
withdrawal is properly attributable to deposits (other than 
earnings on deposits) made by the taxpayer in any taxable 
year which did not reduce the taxpayer’s liability for tax 
under chapter 1 for any taxable year preceding the taxable 
year in which such withdrawal occurs— 

“(i) such portion shall not be taken into account 
under subparagraph (A), and 

“(ii) an amount equal to such portion shall be treated 
as allowed as a deduction under section 172 of such 
Code for the taxable year in which such withdrawal 
occurs. 

“(C) COORDINATION WITH DEDUCTION FOR NET OPERATING 
LOSsEs.—Any nonqualified withdrawal excluded from gross 
income under subparagraph (A) shall be excluded in deter- 
mining taxable income under section 172(b\(2) of the 
Internal Revenue Code of 1986.” 

(f) CLERICAL AMENDMENT.—The table of sections for chapter 77 is 
amended by adding at the end thereof the following new item: 
“Sec. 7518. = ven relating to merchant marine capital construction 
unas. 
(g) Errective Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


TITLE ITI—CAPITAL GAINS 
Subtitle A—Individual Capital Gains 


SEC. 301. REPEAL OF EXCLUSION FOR LONG-TERM CAPITAL GAINS OF 
INDIVIDUALS. 


(a) In GENERAL.—Section 1202 (relating to deduction for capital 
gains) is hereby repealed. 
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(b) CONFORMING AMENDMENTS.— 

(1) Section 62(a) (defining adjusted gross income), as amended 
by section 132, is amended by striking out paragraph (3) and 
redesignating paragraphs (4), (5), (6), (7), (10), (11), (12), (13), (14), 
and (15) as paragraphs (3) through (12), respectively. 

(2) Section 170(eX1) (relating to certain contributions of ord’- 
nary income and capital gain property) is amended by striking 
out “40 percent (2%e in the case of a corporation) of”. 

(3) Paragraph (2) of section 172(d) (relating to modifications 
with respect to net operating loss deduction) is amended to read 
as follows: 

“(2) CAPITAL GAINS AND LOSSES OF TAXPAYERS OTHER THAN 
CORPORATIONS.—In the case of a taxpayer other than a corpora- 
tion, the amount deductible on account of losses from sales or 
exchanges of capital assets shall not exceed the amount includ- 
ible on account of gains from sales or exchanges of capital 
assets.” 

(4) Paragraph (1) of section 219(f) (defining compensation) is 
amended by striking out “paragraph (7)” and inserting in lieu 
thereof “paragraph (6)”. 

(5XA) Section 223 (relating to cross references) is amended to 
read as follows: 


“SEC. 223. CROSS REFERENCE. 


“For deductions in respect of a decedent, see section 691.” 


(B) The table of sections for part VII of subchapter B of 
chapter 1 is amended by striking out “references” in the item 
relating to section 223 and inserting in lieu thereof “reference”. 

(6) Paragraph (4) of section 642(c) (relating to deduction for 
amounts paid or permanently set aside for a charitable purpose) 
is amended— 

(A) by striking out the lst sentence, and 

(B) by striking out “ApsusTMENTS” in the paragraph 
heading and inserting in lieu thereof “CooRDINATION WITH 
SECTION 681”. 

(7) Paragraph (3) of section 643(a) (relating to distributable net 
income) is amended by striking out the last sentence. 

(8) Paragraph (4) of section 691(c) (relating to deduction for 
estate tax) is amended— 

(A) by striking out “1201, 1202, and 1211, and for purposes 
of section 57(aX9)” and inserting in lieu thereof “1(j), 1201, 
and 1211”, and 

(B) by striking out “CAPITAL GAIN DEDUCTION, ETC.—” in 
the paragraph heading and inserting in lieu thereof “cap- 
ITAL GAIN PROVISIONS.— ”. 

(9) The second sentence of paragraph (2) of section 871(a) 
(relating to income not connected with United States business) 
is amended by striking out “such gains and losses shall be 
determined without regard to section 1202 (relating to deduc- 
tion for capital gains) and”. 

(10) Subsection (b) of section 1211 (relating to limitation on 
capital losses) is amended to read as follows: 

“(b) OrneR Taxpayers.—In the case of a taxpayer other than a 
corporation, losses from sales or exchanges of capital assets shall be 
allowed only to the extent of the gains from such sales or exchanges, 
plus (if such losses exceed such gains) the lower of— 
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“(1) $3,000 ($1,500 in the case of a married individual filing a 
separate return), or 

“(2) the excess of such losses over such gains.” 

(11) Paragraph (2) of section 1212(b) (relating to capital loss 
carrybacks and carryovers) is amended to read as follows: 

“(2) SPECIAL RULE.—For purposes of determining the excess 
referred to in subparagraph (A) or (B) of a (1), an 
amount equal to the amount allowed for the taxable year under 
paragraph (1) or (2) of section 1211(b) shall be treated as a short- 
term capital gain in such year.” 

(12) Paragraph (1) of section 1402(i) (relating to special rules 
= options and commodities dealers) is amended to read as 

ollows: 

“(1) IN GENERAL.—Notwithstanding subsection (aX3\A), in 
determining the net earnings from self-employment of any 
options dealer or commodities dealer, there shall not be ex- 
cluded any = or loss (in the normal course of the taxpayer’s 
activity of dealing in or trading section 1256 contracts) from 
section 1256 contracts or property related to such contracts.” 

(13) The table of sections for os I of subchapter P of chapter 
1 is amended by striking out the item relating to section 1202. 

(c) ErrectivE Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


SEC. 302. 28-PERCENT CAPITAL GAINS RATE FOR TAXPAYERS OTHER 
THAN CORPORATIONS. 


(a) In GENERAL.—Section 1 (relating to tax imposed on individ- 
uals), as amended by sections 101 and 1411, is amended by adding at 
the end thereof the following new subsection: 

“() Maximum Caprrat Gains RATE.— 

“(1) IN GENERAL.—If a taxpayer has a net capital gain for any 
taxable year to which this subsection applies, then the tax 
imposed by this section shall not exceed the sum of— 

“(A) a tax computed at the rates and in the same manner 
= if this subsection had not been enacted on the greater 
0 — 

“(i) the taxable income reduced by the amount of net 
capital ain, or 

(ii) the amount of taxable income taxed at a rate 
below 28 percent, plus 

“(B) a tax of 28 percent of the amount of taxable income 
a Re sg of the amount determined under subparagraph 

, plus 
“(C) the amount of increase determined under subsection 


(g). 
“(2) YEARS TO WHICH SUBSECTION APPLIES.—This subsection 
shall apply to— 
‘(A) any taxable year beginning in 1987, and 
“(B) any taxable year beginning after 1987 if the highest 
rate of tax set forth in subsection (a), (b), (c), (d), or (e) 
(whichever applies) for such taxable year exceeds 28 per- 
cent.” 
(b) ErrectivE Date.—The amendment made by this section shall 
apply to taxable years beginning after December 31, 1986. 
(c) TRANSITIONAL RULE.—The tax under section 1 of the Internal 
Revenue Code of 1986 on the long-term capital gain on rights to 
royalties paid under leases and assignments binding on Septem- 
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ber 25, 1985, by a limited partnership formed on March 1, 1977, 
which on October 30, 1979, assigned leases and which assignment 
was amended on April 27, 1981, shall not exceed 20 percent. 


Subtitle B—Repeal of Corporate Capital Gains 
Treatment 


SEC. 311. REPEAL OF CORPORATE CAPITAL GAINS TREATMENT. 


(a) GENERAL RuLE.—Section 1201 (relating to alternative tax for 
corporations) is amended to read as follows: 


“SEC. 1201. ALTERNATIVE TAX FOR CORPORATIONS. 


“(a) GENERAL Rute.—If for any taxable year a corporation has a 
net capital gain and any rate of tax imposed by section 11, 511, or 
831(a) (whichever is applicable) exceeds 34 percent (determined 
without regard to the last sentence of section 11(b)), then, in lieu of 
any such tax, there is hereby imposed a tax (if such tax is less than 
the tax imposed by such sections) which shall consist of the sum of— 

“(1) a tax computed on the taxable income reduced by the 
amount of the net capital gain, at the rates and in the manner 
as if this subsection had not been enacted, plus 

“(2) a tax of 34 percent of the net capital gain. 

“(b) Cross REFERENCES.— 


“For computation of the alternative tax— 


“(1) in the case of life insurance companies, see section 801(a\2), 
“(2) in the case of regulated investment companies and their sharehold- 
ers, see section 852(bX3XA) and (D), and 
“(3) in the case of real estate investment trusts, see section 857(bX3)\A).” 
(b) TECHNICAL AMENDMENTS.— 

(1) Clause (iii) of section 852(bX3\(D) is amended by striking 
out “72 percent” and inserting in lieu thereof “66 percent”. 

(2) Subparagraph (E) of section 593(b\(2), as in effect before the 
amendments made by title IX, is amended by adding “and” at 
the end of clause (iii), by striking out clause (iv), and by re- 
designating clause (v) as clause (iv). 

(3) The second sentence of section 631(c) is amended by strik- 
ing out “Such owner” and inserting in lieu thereof “If for the 
taxable year of such gain or loss the maximum rate of tax 
imposed by this chapter on any net capital gain is less than such 
maximum rate for ordinary income, such owner”. 

(4) Paragraphs (1) and (2) of section 1445(e) (as amended by 
title XVIII) are each amended by striking out “28 percent” and 
inserting in lieu thereof “34 percent”. 

(c) ErrectivE Date.—The amendments made by subsections (a) 
— shall apply to taxable years beginning after December 31, 
(d) TRANSITIONAL RULES.— 

(1) TAXABLE YEARS WHICH BEGIN IN 1986 AND END IN 1987.—In 
the case of any taxable year which begins before January 1, 
1987, and ends on or after such date, paragraph (2) of section 
1201(a) of the Internal Revenue Code of 1954, as in effect on the 
date before the date of enactment of this Act, shall be applied as 
if it read as follows: 

“(2) the sum of— 

“(A) 28 percent of the lesser of— 
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“(i) the net capital gain determined by taking into 
account only gain or loss which is properly taken into 
account for the portion of the taxable year before 
January 1, 1987, or 

“(ii) the net capital gain for the taxable year, and 

“(B) 34 percent of the excess (if any) of— 

“(i) the net capital gain for the taxable year, over 

“(ii) the amount of the net capital gain taken into 
account under subparagraph (A).” 

(2) REVOCATION OF ELECTIONS UNDER SECTION 631(a).—Any 
election under section 631(a) of the Internal Revenue Code of 
1954 made (whether by a corporation or a person other than a 
corporation) for a taxable year beginning before January 1, 
1987, may be revoked by the taxpayer for any taxable year 
ending after December 31, 1986. For purposes of determining 
whether the taxpayer may make a further election under such 
section, such election (and any revocation under this paragraph) 
shall not be taken into account. 


Subtitle C—Incentive Stock Options 


SEC. 321. REPEAL OF REQUIREMENT THAT INCENTIVE STOCK OPTIONS 
ARE EXERCISABLE ONLY IN CHRONOLOGICAL ORDER; MODI- 
FICATION OF $100,000 LIMITATION. 


(a) GENERAL RuLE.—Subsection (b) of section 422A is amended by 
inserting “and” at the end of paragraph (6) and by striking out 
paragraphs (7) and (8) and inserting in lieu thereof the following 
new paragraph: 

“(7) under the terms of the plan, the aggregate fair market 
value (determined at the time the option is granted) of the stock 
with respect to which incentive stock options are exercisable for 
the 1st time by such individual during any calendar year (under 
all such plans of the individual’s employer corporation and its 
parent and subsidiary corporations) shall not exceed $100,000.” 

(b) CONFORMING AMENDMENTS.— 

(1) Subsection (c) of section 422A is amended— 

(A) by striking out paragraphs (4) and (7), and 
(B) by redesignating paragraphs (5), (6), (8), (9), and (10) as 
paragraphs (4), (5), (6), (7), and (8), respectively. 

(2) The last sentence of section 422A(cX1) is amended by 
striking out “paragraph (8) of subsection (b) and paragraph (4) of 
this subsection” and inserting in lieu thereof “paragraph (7) of 
subsection (b)”. 

(c) Errective Date.—The amendments made by this section shall 
apply to options granted after December 31, 1986. 


Subtitle D—Straddles 


SEC. 331. YEAR-END RULE EXPANDED. 
(a) IN GENERAL.—Subparagraph (E) of section 1092(c\4) (defining 
straddle) is amended— 
(1) by inserting ‘‘or the stock is disposed of at a loss” in clause 
(i) after “closed”’, 
(2) by striking out “is” in clause (ii) and inserting in lieu 
thereof “or gains on such options are”, and 
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(3) by inserting ‘or option” after “stock” and “or the disposi- 
tion of such stock” after “options” in clause (iii). 
(b) ErrectivE Date.—The amendments made by this section shall 
apply to positions established on or after January 1, 1987. 


TITLE IV—AGRICULTURE, ENERGY, AND 
NATURAL RESOURCES 


Subtitle A—Agriculture 


SEC. 401. LIMITATION ON EXPENSING OF SOIL AND WATER CONSERVA- 
TION EXPENDITURES. 


(a) GENERAL RuLe.—Subsection (c) of section 175 (relating to soil 
and water conservation expenditures) is amended by adding at the 
end thereof the following new paragraph: 

“(3) ADDITIONAL LIMITATIONS.— 

“(A) EXPENDITURES MUST BE CONSISTENT WITH SOIL CON- 
SERVATION PLAN.—Notwithstanding any other provision of 
this section, subsection (a) shall not apply to any expendi- 
tures unless such expenditures are consistent with— 

“(i) the plan (if any) approved by the Soil Conserva- 
tion Service of the Department of Agriculture for the 
area in which the land is located, or 

“(ii) if there is no plan described in clause (i), any soil 
conservation plan of a comparable State agency. 

“(B) CERTAIN WETLAND, ETC., ACTIVITIES NOT QUALIFIED.— 
Subsection (a) shall not apply to any expenditures in 
connection with the draining or filling of wetlands or land 
preparation for center pivot irrigation systems.” 

(b) ErrectivE Date.—The amendment made by this section shall 
apply to amounts paid or incurred after December 31, 1986, in 
taxable years ending after such date. 


SEC. 102. REPEAL OF SPECIAL TREATMENT FOR EXPENDITURES FOR 
CLEARING LAND. 


(a) IN GENERAL.—Section 182 (relating to expenditures by farmers 
for clearing land) is hereby repealed. 
(b) TECHNICAL AMENDMENTS.— 

(1) Paragraph (1) of section 263(a) (relating to capital expendi- 
tures) is amended by striking out subparagraph (E) and by 
redesignating subparagraphs (F), (G), and (H) as subparagraphs 
(E), (F), and (G), respectively. 

(2) Subparagraph (A) of section 1252(a\(1) (relating to gain 
from disposition of farm land) is amended by striking out 
“(relating to expenditures by farmers for clearing land)’ and 
inserting in lieu thereof ‘(as in effect on the day before the date 
of the enactment of the Tax Reform Act of 1986)”. 

(3) The table of sections for part VI of subchapter B of chapter 
1 is amended by striking out the item relating to section 182. 

(c) EFFecTIVE DateE.—The amendments made by this section shall 
apply to amounts paid or incurred after December 31, 1985, in 
taxable years ending after such date. 
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SEC. 403. TREATMENT OF DISPOSITIONS OF CONVERTED WETLANDS OR 
HIGHLY ERODIBLE CROPLANDS. 


(a) GENERAL RuLe.—Part IV of subchapter P of chapter 1 (relating 
to special rules for determining capital gains and losses) is amended 
by adding at the end thereof the following new section: 


“SEC. 1257. DISPOSITION OF CONVERTED WETLANDS OR HIGHLY EROD- 
IBLE CROPLANDS. 


“(a) Garin TREATED AS ORDINARY INCOME.—Any gain on the dis- 
position of converted wetland or highly erodible cropland shall be 
treated as ordinary income. Such gain shall be recognized notwith- 
standing any other provision of this subtitle, except that this section 
shall not apply to the extent such gain is recognized as ordinary 
income under any other provision of this part. 

“(b) Loss TREATED AS LONG-TERM CapiTAL Loss.—Any loss recog- 
nized on the disposition of converted wetland or highly erodible 
cropland shall be treated as a long-term capital loss. 

“(c) DEFINITIONS.—For purposes of this section— 

“(1) CONVERTED WETLAND.—The term ‘converted wetland’ 
means any converted wetland (as defined in section 1201(4) of 
the Food Security Act of 1985 (16 U.S.C. 3801(4))) held— 

“(A) by the person whose activities resulted in such land 
being converted wetland, or 

“(B) by any other person who at any time used such land 
for farming purposes. 

“(2) HIGHLY ERODIBLE CROPLAND.—The term ‘highly erodible 
cropland’ means any highly erodible cropland (as defined in 
section 1201(6) of the Food Security Act of 1985 (16 U.S.C. 
3801(6))), if at any time the taxpayer used such land for farming 
purposes (other than the grazing of animals). 

“(3) TREATMENT OF sUCCESSORS.—If any land is converted 
wetland or highly erodible cropland in the hands of any person, 
such land shall be treated as converted wetland or highly 
erodible cropland in the hands of any other person whose 
adjusted basis in such land is determined (in whole or in part) 
by reference to the adjusted basis of such land in the hands of 
such person. 

“(d) SpeciaL Rutes.—Under regulations prescribed by the Sec- 
retary, rules similar to the rules applicable under section 1245 shall 
apply for purposes of subsection (a). For purposes of sections 170(e), 
341(e12), and 751(c), amounts treated as ordinary income under 
subsection (a) shall be treated in the same manner as amounts 
treated as ordinary income under section 1245.” 

(b) CLERICAL AMENDMENT.—The table of sections for part IV of 
subchapter P of chapter 1 is amended by adding at the end thereof 
the following new item: 


“Sec. 1257. Disposition of converted wetlands or highly erodible croplands.” 


(c) ErrectivE Date.—The amendments made by this section shall 
apply to dispositions of converted wetland or highly erodible crop- 
land (as defined in section 1257(c) of the Internal Revenue Code of 
1986 as added by this section) first used for farming after March 1, 
1986, in taxable years ending after that date. 
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SEC. 404. LIMITATION ON CERTAIN PREPAID FARMING EXPENSES. 


(a) GENERAL RuLE.—Section 464 (relating to limitations on deduc- 
tions in case of farming syndicates) is amended by adding at the end 
thereof the following new subsection: 

“(f) SUBSECTIONS (a) AND (b) To Appty To CERTAIN PERSONS 
PREPAYING 50 PERCENT OR More oF CERTAIN FARMING EXPENSES.— 

“(1) IN GENERAL.—In the case of a taxpayer to whom this 
subsection applies, subsections (a) and (b) shall apply to the 
excess prepaid farm supplies of such taxpayer in the same 
manner as if such taxpayer were a farming syndicate. 

“(2) TAXPAYER TO WHOM SUBSECTION APPLIES.—This subsection 
applies to any taxpayer for any taxable year if such taxpayer— 

“(A) does not use an accrual method of accounting, 

‘“(B) has excess prepaid farm supplies for the taxable 
year, and 

“(C) is not a qualified farm-related taxpayer. 

“(3) QUALIFIED FARM-RELATED TAXPAYER.— 

“(A) IN GENERAL.—For purposes of this subsection, the 
term ‘qualified farm-related taxpayer’ means any farm- 
related taxpayer if— 

“(iD the aggregate prepaid farm supplies for the 3 
taxable years preceding the taxable year are less than 
50 percent of, 

“(ID the aggregate deductible farming expenses 
(other than prepaid farm supplies) for such 3 taxable 
years, or 

“(ii) the taxpayer has excess prepaid farm supplies 
for the taxable year by reason of any change in busi- 
ness operation directly attributable to extraordinary 
circumstances. 

“(B) FARM-RELATED TAXPAYER.—For purposes of this 
paragraph, the term ‘farm-related taxpayer’ means any 
taxpayer— 

“(i) whose principal residence (within the meaning of 
section 1034) is on a farm, 

“(ii) who has a principal occupation of farming, or 

“(iii) who is a member of the family (within the 
meaning of subsection (c\2XE)) of a taxpayer described 
in clause (i) or (ii). 

“(4) DEFINITIONS.—For purposes of this subsection— 

“(A) EXCESS PREPAID FARM SUPPLIES.—The term ‘excess 
prepaid farm supplies’ means the prepaid farm supplies for 
the taxable year to the extent the amount of such supplies 
exceeds 50 percent of the deductible farming expenses for 
the taxable year (other than prepaid farm supplies). 

“(B) PREPAID FARM SUPPLIES.—The term ‘prepaid farm 
supplies’ means any amounts which are described in subsec- 
tion (a) or (b) and would be allowable for a subsequent 
taxable year under the rules of subsections (a) and (b). 

“(C) DEDUCTIBLE FARMING EXPENSES.—The term ‘deduct- 
ible farming expenses’ means any amount allowable as a 
deduction under this chapter (including any amount allow- 
able as a deduction for depreciation or amortization) which 
is properly allocable to the trade or business of farming.” 

(b) CONFORMING AMENDMENTS.— 
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(1) The heading for section 464 is amended by striking out “IN 
CASE OF FARMING SYNDICATES” and inserting in lieu thereof 
“FOR CERTAIN FARMING”. 
(2) The table of sections for subpart C of part II of subchapter 
E of chapter 1 is amended by striking out “in case of farming 
syndicates” in the item relating to section 464 and inserting in 
lieu thereof “for certain farming expenses”. 
(c) EFFECTIVE DaTE.—The amendments made by this section shal! 
apply to amounts paid or incurred after March 1, 1986, in taxable 
years beginning after such date. 


SEC. 405. TAX TREATMENT OF DISCHARGE OF CERTAIN INDEBTEDNESS 
OF SOLVENT FARMERS. 


(a) In GENERAL.—Section 108 (relating to income from discharge 
of indebtedness) is amended by adding at the end thereof the 
following new subsection: 

“(g) SPECIAL RULES FOR DISCHARGE OF QUALIFIED FARM INDEBTED- 
NESS OF SOLVENT FARMERS.— 

“(1) IN GENERAL.—For purposes of this section and section 
1017, the discharge by a qualified person of qualified farm 
indebtedness of a taxpayer who is not insolvent at the time of 
the discharge shall be treated in the same manner as if the 
discharge had occurred when the taxpayer was insolvent. 

“(2) QUALIFIED FARM INDEBTEDNESS.—For purposes of this 
subsection, indebtedness of a taxpayer shall be treated as quali- 
fied farm indebtedness if— 

“(A) such indebtedness was incurred directly in connec- 
tion with the operation by the taxpayer of the trade or 
business of farming, and 

“(B) 50 percent or more of the average annual gross 
receipts of the taxpayer for the 3 taxable years preceding 
the taxable year in which the discharge of such indebt- 
edness occurs is attributable to the trade or business of 
farming. 

“(3) QUALIFIED PERSON.—For purposes of this subsection, the 
term ‘qualified person’ means a person described in scction 
46(cX8XD\iv).” 

(b) Basis ApsuSTMENT.—Section 1017(b) (relating to basis adjust- 
ment) is amended by adding at the end thereof the following new 
paragraph: 

“(4) ORDERING RULE IN THE CASE OF QUALIFIED FARM INDEBTED- 
NEss.—Any amount which is excluded from gross income under 
section 108(a) by reason of the discharge of qualified farm 
indebtedness (within the meaning of section 108(g\2)) and which 
under subsection (b) of section 108 is to be applied to reduce 
basis shall be applied— 

“(A) first to reduce the tax attributes described in section 
108(bX2) (other than subparagraph (D) thereof), 

“(B) then to reduce basis of property other than property 
described in subparagraph (C), and 

“(C) then to reduce the basis of land used or held for use 
in the trade or business of farming.” 

(c) ErrectivE Date.—The amendments made by this section shall 
apply to discharges of indebtedness occurring after April 9, 1986, in 
taxable years ending after such date. 
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SEC. 406. RETENTION OF CAPITAL GAINS TREATMENT FOR SALES OF 
DAIRY CATTLE UNDER MILK PRODUCTION TERMINATION 
PROGRAM. 


The amendments made by subtitles A and B of title III shall not 
apply to any gain from the sale of dairy cattle under a valid contract 
with the United States Department of Agriculture under the milk 
production termination program to the extent such gain is properly 
taken into account under the taxpayer’s method of accounting after 
January 1, 1987, and before September 1, 1987. 


Subtitle B—Treatment of Oil, Gas, Geothermal, 
and Hard Minerals 


SEC. 411. TREATMENT OF INTANGIBLE DRILLING COSTS AND MINERAL 
EXPLORATION AND DEVELOPMENT COSTS. 


(a) TREATMENT UNDER SECTION 291.— 

(1) INCREASE IN PERCENTAGE DISALLOWANCE.—Paragraph (1) of 
section 291(b) (relating to special rules for treatment of intangi- 
ble drilling costs and mineral e —— S and development 
costs) is amended by striking out “20 percent” and inserting in 
lieu thereof “30 percent”. 

(2) TREATMENT OF DISALLOWED AMOUNT.—Subsection (b) of 
section 291 is amended by striking out paragraphs (2), (3), (4), (5), 
and (6) and inserting in lieu thereof the following new 
paragraphs 

“(2) AMORTIZATION OF AMOUNTS NOT ALLOWABLE AS DEDUC- 
TIONS UNDER PARAGRAPH (1).—The amount not allowable as a 
deduction under section 263(c), 616(a), or 617(a) (as the case may 
be) for any taxable year by reason of paragraph (1) shall - 
allowable as a deduction ratably over the 60-month period 
beginning with the month in which the costs are paid or 
incurred. 

“(3) Dispositions.—For purposes of section 1254, any deduc- 
tion under paragraph (2) shall be treated as a deduction 
allowable under section 263(c), 616(a), or 617(a) (whichever is 
appropriate). 

‘(4) INTEGRATED OIL COMPANY DEFINED. —For purposes of this 
subsection, the term ‘integrated oil company’ means, with re- 
spect to any taxable year, any producer (within the meaning of 
section 4996(a\(1)) of crude oil other than an independent pro- 
ducer (within the meaning of section 4992(b)). 

“(5) COORDINATION WITH COST DEPLETION.—The portion of the 
adjusted basis of any property which is attributable to amounts 
to which paragraph (1) applied shall not be taken into account 
for purposes of determining depletion under section 611.” 

(b) TREATMENT OF Costs INCURRED OUTSIDE THE UNITED STATES.— 

(1) INTANGIBLE DRILLING AND DEVELOPMENT COSTS.— 

(A) IN GENERAL.—Section 263 (relating to capital expendi- 
tures) is amended by adding at the end thereof the follow- 
ing new subsection: 

“(i) SpectaL RuLEs For INTANGIBLE DRILLING AND DEVELOPMENT 
Costs INCURRED OUTSIDE THE UNrTep Srates.—lIn the case of intan- 
gible drilling and development costs paid or incurred with respect to 
an oil, gas, or geothermal well located outside the United States— 

“(1) subsection (c) shall not apply. and 
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“(2) such costs shall— 

“(A) at the election of the taxpayer, be included in 
adjusted basis for purposes of computing the amount of 
any deduction allowable under section 611 (determined 
without regard to section 613), or 

“(B) if subparagraph (A) does not apply, be allowed as 
a deduction ratably over the 10-taxable year period 
beginning with the taxable year in which such costs 
were paid or incurred. 

This subsection shall not apply to costs paid or incurred with respect 
to a nonproductive well.” 

(B) CONFORMING AMENDMENT.—Section 263(c) is amended 
by inserting “and except as provided in subsection (i),” after 
“subsection (a),”. 

(2) DEVELOPMENT AND MINING EXPLORATION COSTS.— 

(A) IN GENERAL.—Section 616 (relating to development 
expenditures) is amended by redesignating subsection (d) as 
subsection (e), and inserting after subsection (c) the follow- 
ing new subsection: 

“(d) SpeciAL RULES FOR FOREIGN DEVELOPMENT.—In the case of 
any expenditures paid or incurred with respect to the development 
of a mine or other natural deposit (other than an oil, gas, or 
geothermal well) located outside of the United States— 

“(1) subsections (a) and (b) shall not apply, and 
“(2) such expenditures shall— 

“(A) at the election of the taxpayer, be included in ad- 
justed basis for purposes of computing the amount of any 
deduction allowable under section 611 (without regard to 
section 613), or 

“(B) if subparagraph (A) does not apply, be allowed as a 
deduction ratably over the 10-taxable year period beginning 
with the taxable year in which such expenditures were paid 
or incurred.” 

(B) CERTAIN MINING EXPLORATION EXPENDITURES OUTSIDE 
THE UNITED STATES.—Section 617(h) (relating to limitation) 
is amended to read as follows: 

“(h) SPECIAL RULES FOR FoREIGN ExpLoraTION.—In the case of any 
expenditures paid or incurred before the development stage for the 
purpose of ascertaining the existence, location, extent, or quality of 
any deposit of ore or other mineral (other than an oil, gas, or 
geothermal well) located outside the United States— 

“(1) subsection (a) shall not apply, and 
“(2) such expenditures shall— 

“(A) at the election of the taxpayer, be included in ad- 
justed basis for purposes of computing the amount of any 
deduction allowable under section 611 (without regard to 
section 613), or 

“(B) if subparagraph (A) does not apply, be allowed as a 
deduction ratably over the 10-taxable year period beginning 
with the taxable year in which such expenditures were paid 
or incurred.” 

(C) CONFORMING AMENDMENTS.— 

(i) Subsection (a) of section 616 is amended by strik- 
ing out “subsection (b)” and inserting in lieu thereof 
“subsections (b) and (d)”. 
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(ii) Subparagraph (B) of section 291(bX1) is amended 
2 ae out “617” and inserting in lieu thereof 
“ 1 (a)”. 

(iii) Paragraph (10) of section 381(c) is amended by 
striking out the last sentence thereof. 

(iv) Subparagraph (C) of section 243(bX3) is 
amended— 

(I) by adding “and” at the end of clause (i), 

(II) by striking out clause (ii), and 

(III) by redesignating clause (iii) as clause (ii). 
(c) EFFECTIVE DATE.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to costs paid or incurred after December 31, 1986, in 
taxable years ending after such date. 

(2) TRANSITION RULE.—The amendments made by this section 
shall not apply with respect to intangible drilling and develop- 
ment costs incurred by United States companies pursuant to a 
minority interest in a license for Netherlands or United King- 
dom North Sea development if such interest was acquired on or 
before December 31, 1985. 


SEC. 412. MODIFICATION OF PERCENTAGE DEPLETION RULES. 
(a) PERCENTAGE DEPLETION Not ALLOWED For LEAsE BONUSES, 
Etc.— 

(1) IN GENERAL.—Subsection (d) of section 613A (relating to 
limitations on application of subsection (c)) is amended by 
adding at the end thereof the following new paragraph: 

“(5) PERCENTAGE DEPLETION NOT ALLOWED FOR LEASE BONUSES, 


ETc.—In the case of any oil or gas property to which subsection 
(c) applies, for purposes of section 613, the term ‘gross income 
from the property’ shall not include any lease bonus, advance 
royalty, or other amount payable without regard to production 
from property.” 

(2) GEOTHERMAL DEPOsiITs.—Section 613(e) is amended by 
adding at the end thereof the following new paragraph: 

“(4) PERCENTAGE DEPLETION NOT TO INCLUDE LEASE BONUSES, 
ETC.—In the case of any geothermal deposit, the term ‘gross 
income from the property’ shall, for purposes of this section, not 
include any amount described in section 613A(d\(5).” 

(3) EFFECTIVE DATE.—The amendment made by this subsection 
shall apply to amounts received or accrued after August 16, 
1986, in taxable years ending after such date. 

(b) TREATMENT UNDER SECTION 291 oF CoAL AND IRON ORE.— 

(1) IN GENERAL.—Paragraph (2) of section 291(a) (relating to 
reductions in percentage depletion) is amended by striking out 
“15 percent” and inserting in lieu thereof “20 percent”. 

(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 
shall apply to taxable years beginning after December 31, 1986. 


SEC. 413. GAIN FROM DISPOSITION OF INTERESTS IN OIL, GAS, GEO- 
THERMAL, OR OTHER MINERAL PROPERTIES. 


(a) GENERAL RuLE.—Section 1254 is amended to read as follows: 


“SEC. 1254. GAIN FROM DISPOSITION OF INTEREST IN OIL, GAS, GEO- 
THERMAL, OR OTHER MINERAL PROPERTIES. 


“(a) GENERAL RULE.— 
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“(1) ORDINARY INCOME.—If any section 1254 property is dis- 
posed of, the lesser of— 
“(A) the aggregate amount of— 
“(i) expenditures which have been deducted by the 
taxpayer or any person under section 263, 616, or 617 
with respect to such property and which, but for such 
deduction, would have been included in the adjusted 
basis of such property, and 
“(ii) the deductions for depletion under section 611 
which reduced the adjusted basis of such property, or 
“(B) the excess of— 
“(i) in the case of— 
“(I) a sale, exchange, or involuntary conversion, 
the amount realized, or 
“(ID in the case of any other disposition, the fair 
market value of such property, over 
“(ii) the adjusted basis of such property, 
shall be treated as gain which is ordinary income. Such gain 
oe - recognized notwithstanding any other provision of this 
subtitle. 

“(2) DISPOSITION OF PORTION OF PROPERTY.—For purposes of 
paragraph (1)— 

“(A) In the case of the disposition of a portion of section 

1254 property (other than an undivided interest), the entire 

amount of the aggregate expenditures or deductions de- 

scribed in paragraph (1A) with respect to such property 

shall be treated as allocable to such portion to the extent of 

the amount of the gain te which er Ih (1) applies. 

“(B) In the case of the disposition of an undivided interest 

in a section 1254 property (or a portion thereof), a propor- 

tionate part of the expenditures or deductions described in 

paragraph (1A) with respect to such property shall be 

treated as allocable to such undivided interest to the extent 

of the amount of the gain to which paragraph (1) applies. 

This paragraph shall not apply to any expenditures to the 

extent the taxpayer establishes to the satisfaction of the Sec- 

retary that such expenditures do not relate to the portion (or 
interest therein) disposed of. 

“(3) SECTION 1254 PROPERTY.—The term ‘section 1254 property’ 
means any property (within the meaning of section 614) if— 

“(A) any expenditures described in paragraph (1A) are 
properly chargeable to such property, or 
“(B) the adjusted basis of such property includes adjust- 
ments for deductions for depletion under section 611. 
“(b) SpeciaL RuLes UNDER REGULATIONS.—Under regulations pre- 
scribed by the Secretary— 

“(1) rules similar to the rule of subsection (g) of section 617 
and to the rules of subsections (b) and (c) of section 1245 shall be 
applied for purposes of this section; and 

‘(2) in the case of the sale or exchange of stock in an S 
corporation, rules similar to the rules of section 751 shall be 
applied to that portion of the excess of the amount realized over 
the adjusted basis of the stock which is attributable to expendi- 
tures referred to in subsection (a\1A) of this section.” 

(b) CoorDINATION WiTH Section 617(d).—Subsection (d) of section 
617 is amended by adding at the end thereof the following new 
paragraph: 
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“(5) COORDINATION WITH SECTION 1254.—This subsection shall 

not apply to any disposition to which section 1254 applies.” 
(c) Errective DaTEs.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to any disposition of property which is placed in service 
by the taxpayer after December 31, 1986. 

(2) EXCEPTION FOR BINDING CONTRACTS.—The amendments 
made by this section shall not apply to any disposition of 
property placed in service after December 31, 1986, if such 
property was acquired pursuant to a written contract which was 
entered into before September 26, 1985, and which was binding 
at all times thereafter. 


Subtitle C—Other Provisions 


SEC. 421. EXTENSION OF ENERGY INVESTMENT CREDIT FOR SOLAR, GEO- 
THERMAL, OCEAN THERMAL, AND BIOMASS PROPERTY. 


(a) IN GENERAL.—The table contained in subparagraph (A) of 
section 46(b\2) (relating to energy percentage) is amended by adding 
at the end thereof the following new items: 


“(viii) SOLAR ENERGY PROPERTY.—Property de- A. 15 percent 2 Dec. 31, 1986. 
scribed in section 48(1X4) (other than wind B.12 percent Jan. 1, 1987 Dec. 31, 1987. 
energy property). C. 10 percent Jan. 1, 1988 Dec. 31, 1988. 


“(ix) GEOTHERMAL PROPERTY.—Property de- A. 15 percent .1,1986 Dec. 31, 1986. 
scribed in section 48(1X3AXviii). B. 10 percent Jan. 1, 1987 Dec. 31, 1988. 


“(x) OCEAN THERMAL PROPERTY.—Property de- 15 percent dan. 1, 1986 Dec. 31, 1988. 
scribed in section 48(IX3KAXix). 


“(xi) BIOMASS PROPERTY.—Property described A.15 percent Jan. 1, 1986 Dec. 31, 1986. 
in section 48(1X15). B.10 percent Jan. 1, 1987 Dec. 31, 1987.” 


(b) TREATMENT OF CERTAIN TRANSITIONAL RULE PROPERTY.—Para- 
graph (2) of section 46(b) is amended by adding at the end thereof 
the following new subparagraph: 

“(E) CERTAIN RULES MADE APPLICABLE.—Rules similar to 
the rules of subsections (c) and (d) of section 49 shall apply 
- any credit allowable by reason of subparagraph (C) or 
( aa 

(c) ErFrectivE Date.—The amendments made by this section shall 
apply to periods beginning after December 31, 1985, under rules 
— to rules under section 48(m) of the Internal Revenue Code of 
1986. 


SEC. 422. PROVISIONS RELATING TO EXCISE TAX ON FUELS. 


(a) Repuction 1n Excise Tax EXEMPTION FOR QUALIFIED METH- 
ANOL AND ETHANOL FUELS.— 

(1) IN GENERAL.—Subparagraph (A) of section 4041(b\2) (relat- 
ing to exemption for qualified ethanol and methanol fuels) is 
amended to read as follows: 

“(A) IN GENERAL.—In the case of any qualified methanol 
or ethanol fuel, subsection (aX2) shall be applied by 
substituting ‘3 cents’ for ‘9 cents’.”. 

(2) CONFORMING AMENDMENT.—The heading for section 
4041(b) is amended by striking out “Exemption” the second 
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place it appears and inserting in lieu thereof ‘Reduction in 
Tax”. 

(3) EFFECTIVE DATE.—The amendments made by this subsec- 
tion shall take effect on January 1, 1987. 

(b) EXTENSION OF REDUCTION IN TAX FOR FueEL USED By TAxI- 
caBs.—Paragraph (3) of section 6427(e) (relating to termination) is 
amended by striking out “September 30, 1985” and inserting in lieu 
thereof “September 30, 1988”. 


SEC. 423. ETHYL ALCOHOL AND MIXTURES THEREOF FOR FUEL USE. 


(a) IN GENERAL.—Except as provided in subsection (b), no ethyl 
alcohol or a mixture thereof may be considered— 
(1) for purposes of general headnote 3(a) of the Tariff Sched- 
ules of the United States, to be— 

(A) the growth or product of an insular possession of the 

United States, 
(B) manufactured or produced in an insular possession 
from materials which are the growth, product, or manufac- 


ture of any such ene ey or 
(C) otherwise eligible for exemption from duty under such 
headnote as the growth or product of an insular possession; 


or 

(2) for purposes of section 213 of the Caribbean Basin Eco- 

nomic Recovery Act, to be— 
(A) an article that is wholly the growth, product, or 
manufacture of a beneficiary country, 
(B) a new or different article of commerce which has been 
grown, produced, or manufactured in a beneficiary country, 
(C) a material produced in a beneficiary country, or 
(D) otherwise eligible for duty-free treatment under such 
Act as the growth, product, or manufacture of a beneficiary 
country; 
unless the ethyl alcohol or mixture thereof is an indigenous product 
ot that insular possession or beneficiary country. 
(b) ExcEPTION.— 

(1) Subject to the limitation in paragraph (2), subsection (a) 
shall not apply to ethyl alcohol that is imported into the United 
States during calendar years 1987 and 1988 and produced in— 

(A) an azeotropic distillation facility located in an insular 
possession of the United States or a beneficiary country, if 
that facility was established before, and in operation on, 
January 1, 1986, or 

(B) an azeotropic distillation facility— 

(i) at least 50 percent of the total value of the equip- 
ment and components of which were— 
(I) produced in the United States, and 
(II) owned by a corporation at least 50 percent of 
the total value of the outstanding shares of stock of 
which were owned by a United States person (or 
persons) on or before January 1, 1986, aa 
(ii) substantially all of the equipment and com 
nents of which were, on or before January 1, 198 
(I) located in the United States under the posses- 
sion or control of such corporation, 
(II) ready for shipment to, and installation in, a 
beneficiary country, and 
(iii) which— 
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(I) has on the date of enactment of this Act, or 

(ID will have at the time such facility is placed in 
service (based on estimates made before the date of 
enactment of this Act), 

a stated capacity to produce not more than 42,000,000 
gallons of such product per year. 

(2) The exception provided under paragraph (1) shall cease to 
apply during each of calendar years 1987 and 1988 to ethyl 
alcohol produced in a —w described in subparagraph (A) or 
(B) of paragraph (1) after 20,000,000 gallons of ethyl alcohol 
produced in that facility are entered into the United States 
during that year. 

(c) DEFINITIONS.—For purposes of this section— 

(1) The term “ethyl alcohol or a mixture thereof’ means 
(except for purposes of subsection (e)) ethyl alcohol or any 
mixture thereof described in item 901.50 of the Appendix to the 
Tariff Schedules of the United States. 

(2) Ethyl alcohol or a mixture thereof may be treated as being 
an indigenous product of an insular possession or beneficiary 
country only if the ethyl alcohol or a mixture thereof— 

(A) has been both dehydrated and produced by a process 
of full-scale fermentation within that insular possession or 
beneficiary country; or 

(B) has been dehydrated within that insular possession or 
tk country from hydrous ethyl alcohol that in- 
cludes hydrous ethyl alcohol which is wholly the product or 
manufacture of any insular possession or beneficiary coun- 
try and which has a value not less than— 

(i) 30 percent of the value of the ethyl alcohol or 
mixture, if entered during calendar year 1987, except 
that this clause shall not apply to any ethyl alcohol or 
mixture which has been dehydrated in the United 
oe Virgin Islands by a facility with respect to 
which— 

(I) the owner has entered into a binding contract 
for the engineering and design of full-scale fer- 
mentation capacity, and 

(I) authorization for operation of a full-scale 
fermentation facility has been granted by the 
Island authorities before May 1, 1986, 

(ii) 60 percent of the value of the ethyl alcohol or 
mixture, if entered during calendar year 1988, and 

(iii) 75 percent of the value of the ethyl alcohol or 
mixture, if entered after December 31, 19838. 

(3) The term “beneficiary country” has the meaning given to 
such term under section 212 of the Caribbean Basin Economic 
Recovery Act (19 U.S.C. 2702). 

(4) The term “United States person” has the meaning given to 
= term by section 7701(aX3) of the Internal Revenue Code of 


(5) The term “entered” means entered, or withdrawn from 
warehouse, for consumption in the customs territory of the 
United States. 

(d) AMENDMENT TO APPENDIX TO SCHEDULES.—The item designa- 
tion for item 901.50 of the Appendix to the Tariff Schedules of the 
United States is amended to read as follows: “Ethyl alcohol (pro- 
vided for in item 427.88, part 2D, schedule 4) or any mixture 
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containing such ethyl alcohol (provided for in part 1, 2 or 10, 
schedule 4) if such ethyl alcohol or mixture is to be used as fuel or in 
producing a mixture of gasoline and alcohol, a mixture of a special 
fuel and alcohol, or any other mixture to be used as fuel (including 
motor fuel provided for in item 475.25), or is suitable for any such 
uses.” 

(e) DRAWBACKS.— 

(1) For purposes of subsections (b) and (jX2) of section 313 of 
the Tariff Act of 1930 (19 U.S.C. 1313), as amended by section 
1888(2) of this Act, any ethyl alcohol (provided for in item 427.88 
of the Tariff Schedules of the United States) or mixture contain- 
ing such ethyl alcohol (provided for in part 1, 2, or 10 of 
schedule 4 of such Schedules) which is subject to the additional 
duty imposed by item 901.50 of the Appendix to such Schedules 
may be treated as being fungible with, or of being of the same 
kind and quality as, any other imported ethyl alcohol (provided 
for in item 427.88 of such Schedules) or mixture containing such 
ethyl alcohol (provided for in part 1, 2, or 10 of schedule 4 of 
such Schedules) only if such other imported ethyl alcohol or 
mixture thereof is also subject to such additional duty. 

(2) Paragraph (1) shall not apply with tes ge to ethyl] alcohol 
(provided for in item 427.88 of the Tariff Schedules of the 
United States) or mixture containing such a. alcohol (pro- 
vided for in part 1, 2, or 10 of schedule 4 of such Schedules) that 
is exempt from the additional duty imposed by item 901.50 of 
the Appendix to such Schedules by reason of— 

(A) subsection (b), or 
(B) any agreement entered into under section 102 (b) of 
the Trade Act of 1974. 

(f) CONFORMING AMENDMENTS.— 

(1) General headnote 3(aXi) of the Tariff Schedules of the 
United States is amended by inserting “and nes provided 
in section 423 of the Tax Reform Act of 1986,” r “part 7 of 
schedule 7,”. 

(2) Section 213(aX1) of the Caribbean Basin Economic Recov- 
ery Act (19 U.S.C. 2703(aX1)) is amended by inserting “and 
subject to section 423 of the Tax Reform Act of 1986,” after 
“Unless otherwise excluded from eligibility by this title,”. 

(3) The headnotes to subpart A of part 1 of the Appendix to 
the Tariff Schedules of the United States are amended by 
adding at the end thereof the following: 

“2. For purposes of item 901.50, the phrase ‘is suitable for ~~ 
such uses’ does not include ethyl alcohol (provided for in item 427.88, 
part 2D, schedule 4) that is certified by the importer of record to the 
satisfaction of the Commissioner of Customs (hereinafter in this 
headnote referred to as the ‘Commissioner’) to be ethyl alcohol or a 
mixture containing such ethyl alcohol imported for uses other than 
liquid motor fuel use or use in producing liquid motor fuel related 
mixtures. If the importer of record certifies nonliquid motor fuel use 
for purposes of establishing actual use or suitability under item 
901.50, the Commissioner shall not liquidate the entry of ethyl 
alcohol until he is satisfied that the ethyl alcohol has in fact not 
been used for liquid motor fuel use or use in producing liquid motor 
fuel related mixtures. If he is not satisfied within a reasonable 
period of time not less than 18 months from the date of entry, then 
the duties provided for in item 901.50 shall be payable retroactive to 
the date of entry. Such duties shall also become payable, retroactive 
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to the date of a. immediately upon the diversion to liquid motor 

fuel use of ae ethyl alcohol or et — alcohol mixture certified upon 

entry as n imported for non-liquid motor fuel use.’ 
pt Manthey RIOD.— 

(1) The provisions of, and the amendments made by, this 
— (other than subsection (e)) shall apply to articles en- 
tered— 

(A) after December 31, 1986, and 
(B) before the expiration of the effective period of item 
wae of the Appendix to the Tariff Schedules of the United 
tates. 

(2) The provisions of subsection (e) shall take effect on the 

date of the enactment of this Act. 


TITLE V—TAX SHELTER LIMITATIONS; 
INTEREST LIMITATIONS 


Subtitle A—Limitations On Tax Shelters 


SEC. 501. LIMITATIONS ON LOSSES AND CREDITS FROM PASSIVE ACTIVI- 
TIES. 


(a) GENERAL Rute.—Subpart C of part II of subchapter E of 
chapter 1 (relating to taxable year for which deductions taken) is 
amended by adding at the end thereof the following new section: 


“SEC. 469. PASSIVE ACTIVITY LOSSES AND CREDITS LIMITED. 


“(a) DISALLOWANCE.— 
“(1) IN GENERAL.—If for any taxable year the taxpayer is 
described in paragraph (2), neither— 
““(A) the passive activity loss, nor 
“(B) the passive activity credit, 
for the taxable year shall be allowed. 
“(2) — DESCRIBED.—The following are described in this 
paragrap 
A) any individual, estate, or trust, 
“(B) any closely held C corporation, and 
“(C) any personal service corporation. 

“(b) Dieisouen oR CrEpIT CARRIED TO Next YEAR.—Except 
as otherwise provided in this section, any loss or credit from an 
activity which is disallowed under subsection (a) shall be treated as 
a — or credit allocable to such activity in the next taxable 


“) Passive Activity DEFINED. —For purposes of this section— 
“(1) IN GENERAL.—The term ‘passive activity’ means any 
activity— 


_ which involves the conduct of any trade or business, 


“(B) in which the taxpayer does not materially partici- 


te. 
“@2) PASSIVE ACTIVITY INCLUDES ANY RENTAL ACTIVITY.—The 
term ‘ ive activity’ includes any rental activity. 
“(3) WORKING INTERESTS IN OIL AND GAS PROPERTY.— 
“(A) IN GENERAL.—The term ‘passive activity’ shall not 
include any working interest in any oil or gas property 
which the taxpayer holds directly or through an entity 
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which does not limit the liability of the taxpayer with 
respect to such interest. 

“(B) INCOME IN SUBSEQUENT YEARS.—If any taxpayer has 
any loss for any taxable year from a working interest in 
any oil or gas property which is treated as a loss which is 
not from a passive activity, then any net income from such 
property (or any property the basis of which is determined 
in whole or in part by reference to the basis of such 
property) for any succeeding taxable year shall be treated 
as income of the taxpayer which is not from a passive 
activity. 

“(4) MATERIAL PARTICIPATION NOT REQUIRED FOR PARAGRAPHS 
(2) AND (3).—Paragraphs (2) and (3) shall be applied without 
regard to whether or not the taxpayer materially participates in 
the activity. 

“(5) TRADE OR BUSINESS INCLUDES RESEARCH AND EXPERIMEN- 
TATION ACTIvITY.—For purposes of paragraph (1A), the term 
‘trade or business’ includes any activity involving research or 
experimentation (within the meaning of section 174). 

“(6) ACTIVITY IN CONNECTION WITH TRADE OR BUSINESS OR 
PRODUCTION OF INCOME.—To the extent provided in regulations, 
for purposes of paragraph (1A), the term ‘trade or business’ 
includes— 

“(A) any activity in connection with a trade or business, 
or 

“(B) any activity with respect to which expenses are 
allowable as a deduction under section 212. 

“(d) Passive Activity Loss AND CrepitT DeFinep.—For purposes of 
this section— 

“(1) PassIvE ACTIVITY Loss.—The term ‘passive activity loss’ 
means the amount (if any) by which— 

“(A) the aggregate losses from all passive activities for 
the taxable year, exceed 

“(B) the aggregate income from all passive activities for 
such year. 

“(2) PASSIVE ACTIVITY CREDIT.—The term ‘passive activity 
credit’ means the amount (if any) by which— 

“(A) the sum of the credits from all passive activities 
allowable for the taxable year under— 

“(i) subpart D of part IV of subchapter A, or 
“(ii) subpart B (other than section 27(a)) of such part 
IV, exceeds 

“(B) the regular tax liability of the taxpayer for the 
taxable year allocable to all passive activities. 

“(e) SpecIAL RuLes FoR DETERMINING INCOME oR Loss FROM A 
Passive Activiry.—For purposes of this section— 

“(1) CERTAIN INCOME NOT TREATED AS INCOME FROM PASSIVE 
ACTIviTy.—In determining the income or loss from any activ- 
ity— 

“(A) IN GENERAL.—There shall not be taken into ac- 
count— 

“(i) any— 
“(D gross income from interest, dividends, annu- 
ities, or royalties not derived in the ordinary 
course of a trade or business, 
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“(II) expenses (other than interest) which are 
clearly and directly allocable to such gross income, 


and 
“(III) interest expense properly allocable to such 
gross income, and 
“(ii) gain or loss attributable to the disposition of 
property— 
“(D producing income of a type described in 
clause (i), or 
“(II held for investment. 
For purposes of clause (ii), any interest in a passive activity 
shall not be treated as property held for investment. 

“(B) RETURN ON WORKING CAPITAL.—For purposes of 
subparagraph (A), any income, gain, or loss which is attrib- 
utable to an investment of working capital shall be treated 
as not derived in the ordinary course of a trade or business. 

“(2) PASSIVE LOSSES OF CERTAIN CLOSELY HELD CORPORATIONS 
MAY OFFSET ACTIVE INCOME.— 

“(A) IN GENERAL.—If a closely held C corporation (other 
than a personal service corporation) has net active income 
for any taxable year, the passive activity loss of such tax- 
payer for such taxable year (determined without regard to 
this paragraph)— 

“(i) shall be allowable as a deduction against net 
active income, and 
“(ii) shall not be taken into account under subsection 
(a) to the extent so allowable as a deduction. 
A similar rule shall apply in the case of any passive activity 
credit of the taxpayer. 

“(B) NET ACTIVE INCOME.—For purposes of this para- 
graph, the term ‘net active income’ means the taxable 
income of the taxpayer for the taxable year determined 
without regard to— 

“(i) any income or loss from a passive activity, and 
“(ii) any item of gross income, expense, gain, or loss 
described in paragraph (1)A). 

“(3) COMPENSATION FOR PERSONAL SERVICES.—Earned income 
(within the meaning of section 911(dX2XA)) shall not be taken 
into account in computing the income or loss from a passive 
activity for any taxable year. 

“(4) DivIDENDS REDUCED BY DIVIDENDS RECEIVED DEDUCTION.— 
For purposes of paragraphs (1) and (2), income from dividends 
shall be reduced by the amount of any dividends received 
deduction under section 243, 244, or 245. 

“(f) TREATMENT OF ForMER Passive Activities.—For purposes of 
this section— 

“(1) IN GENERAL.—If an activity is a former passive activity 
for any taxable year— 

“(A) any unused deduction allocable to such activity 
under subsection (b) shall be offset against the income from 
such activity for the taxable year, 

“(B) any unused credit allocable to such activity under 
subsection (b) shall be offset against the regular tax liability 
(computed after the application of paragraph (1)) allocable 
to such activity for the taxable year, and 
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“(C) any such deduction or credit remaining after the 
application of subparagraphs (A) and (B) shall continue to 
be treated as arising from a passive activity. 

‘“(2) CHANGE IN STATUS OF CLOSELY HELD C CORPORATION OR 
PERSONAL SERVICE CORPORATION.—If a taxpayer ceases for any 
taxable year to be a closely held C corporation or personal 
service corporation, this section shall continue to apply to losses 
and credits to which this section applied for any preceding 
taxable year in the same manner as if such taxpayer continued 
to be a closely held C corporation or personal service corpora- 
tion, whichever is applicable. 

“(3) FORMER PASSIVE ACTIviTy.—The term ‘former passive 
activity’ means any activity which, with respect to the tax- 
payer— 

“(A) is not a passive activity for the taxable year, but 

“(B) was a passive activity for any prior taxable year. 

‘“(g) DISPOSITIONS OF ENTIRE INTEREST IN Passive Activity.—If 
during the taxable year a taxpayer disposes of his entire interest in 
any passive activity (or former passive activity), the following rules 
shall apply: 

“(1) FULLY TAXABLE TRANSACTION.— 

“(A) IN GENERAL.—If all gain or loss realized on such 
disposition is recognized, any loss from such activity which 
has not previously been allowed as a deduction (and in the 
case of a passive activity for the taxable year, any loss 
realized on such disposition) shall not be treated as a 
passive activity loss and shall be allowable as a deduction 
against income in the following order: 

“(i) Income or gain from the passive activity for the 
taxable year (including any gain recognized on the 
disposition). 

“(ii) Net income or gain for the taxable year from all 
passive activities. 

“(iii) Any other income or gain. 

“(B) SUBPARAGRAPH (A) NOT TO APPLY TO DISPOSITION 
INVOLVING RELATED PARTY.—If the taxpayer and the person 
acquiring the interest bear a relationship to each other 
described in section 267(b) or section 707(bX1), then subpara- 
graph (A) shall not apply to any loss of the taxpayer until 
the taxable year in which such interest is acquired (in a 
transaction described in subparagraph (A)) by another 
person who does not bear such a relationship to the tax- 
payer. 

“(C) CooRDINATION WITH SECTION 1211.—In the case of 
any loss realized on the disposition of an interest in a 
passive activity, section 1211 shall be applied before 
subparagraph (A) is applied. 

“(2) DISPOSITION BY DEATH.—If an interest in the activity is 
transferred by reason of the death of the taxpayer— 

“(A) paragraph (1) shall apply to such losses to the extent 
such losses are greater than the excess (if any) of — 

“(i) the basis of such property in the hands of the 
transferee, over 

“(ii) the adjusted basis of such property immediately 
before the death of the taxpayer, and 
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“(B) any losses to the extent of the excess described in 
subparagraph (A) shall not be allowed as a deduction for 
any taxable year. 

“(3) INSTALLMENT SALE OF ENTIRE INTEREST.—In the case of an 
installment sale of an entire interest in an activity to which 
section 453 applies, paragraph (1) shall apply to the portion of 
such losses for each taxable year which bears the same ratio to 
all such losses as the gain recognized on such sale during such 
taxable year bears to the gross profit from such sale realized (or 
to be realized) when payment is completed 

“(h) MATERIAL PARTICIPATION DEFINED.—For purposes of this sec- 
tion— 

“(1) IN GENERAL.—A taxpayer shall be treated as materially 
participating in an activity only if the taxpayer is involved in 
the operations of the activity on a basis which is— 

“(A) regular, 

“(B) continuous, and 

“(C) substantial. 

“(2) INTERESTS IN LIMITED PARTNERSHIPS.—Except as provided 
in regulations, no interest in a limited partnership as a limited 
partner shall be treated as an interest with respect to which a 
taxpayer materially participates. 

“(3) TREATMENT OF CERTAIN RETIRED INDIVIDUALS AND SURVIV- 
ING SPOUSES.—A taxpayer shall be treated as materially partici- 
pating in any farming activity for a taxable year if paragraph 
(4) or (5) of section 2032A(b) would cause the requirements of 
section 2032A(b\(1\(C\ii) to be met with respect to real property 
used in such activity if such taxpayer had died during the 
taxable year. 

“(4) CERTAIN CLOSELY HELD C CORPORATIONS AND PERSONAL 
SERVICE CORPORATIONS.—A closely held C corporation or per- 
sonal service corporation shall be treated as materially partici- 
pating i in an activity if— 

“(A) 1 or more shareholders holding stock representing 
more than 50 percent (by value) of the outstanding stock of 
such corporation materially participate in such activity, or 

“(B) in the case of a closely held C corporation (other than 

a personal service corporation), the requirements of section 
465(eX7KC) (without regard to clause (iv)) are met with 
respect to such activity. 

“(5) PARTICIPATION BY SPOUSE.—In determining whether a 
taxpayer materially participates, the participation of the spouse 
of the taxpayer shall be taken into account. 

“(i) $25,000 Orrset For RENTAL REAL Estate AcTIvITIES.— 

“(1) IN GENERAL.—In the case of any natural person, subsec- 
tion (a) shall not apply to that portion of the passive activity loss 
or the deduction equivalent (within the meaning of subsection 
(jX5)) of the passive activity credit for any taxable year which is 
attributable to all rental real estate activities with respect to 
which such individual actively participated in the taxable year 
in which such portion of such loss or credit arose. 

DOLLAR LIMITATION.—The aggregate amount to which 

ge (1) applies for any taxable year shall not exceed 


“(3) PHASE-OUT OF EXEMPTION.— 
“(A) IN GENERAL.—In the case of any taxpayer, the 
$25,000 amount under paragraph (2) shall | be reduced (but 
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not below zero) by 50 percent of the amount by which the 
adjusted gross income of the taxpayer for the taxable year 
exceeds $100,000. 

“(B) SPECIAL PHASE-OUT OF LOW-INCOME HOUSING AND RE- 
HABILITATION CREDITS.—In the case of any portion of the 
passive activity credit for any taxable year which is attrib- 
utable to any credit to which paragraph (6B) 8 re 
ce (A) shall be applied by substituting ‘$200,000 
for ‘$100,000 

“(C) ORDERING RULE TO REFLECT SEPARATE PHASE-OUTS.—If 
subparagraph (B) applies for any taxable year, paragraph 
(1) shall be applied— 

“(i) first to the passive activity loss, 

“(ii) second to the portion of the passive activity 
credit to which subparagraph (B) does not apply, and 

“(iii) then to the portion of such credit to which 
subparagraph (B) applies. 

“(D) ADJUSTED GROSS INCOME.—For purposes of this para- 
graph, adjusted gross income shall be determined without 
regard to— 

“(i) any amount includible in gross income under 
section 86, 

“(iij) any amount allowable as a deduction under 
section 219, and 

“(iii) any passive activity loss. 


“(4) SPECIAL RULE FOR ESTATES.— 


“(A) IN GENERAL.—In the case of taxable years of an 
estate ending less than 2 years after the date of the death of 
the decedent, this subsection shall apply to all rental real 
estate activities with respect to which such decedent ac- 
tively participated before his death. 

“(B) REDUCTION FOR SURVIVING SPOUSE’S EXEMPTION.—For 
purposes of subparagraph (A), the $25,000 amount under 
paragraph (2) shall be reduced by the amount of the exemp- 
tion under paragraph (1) (without regard to paragraph (3)) 
allowable to the surviving spouse of the decedent for the 
taxable year ending with or within the taxable year of the 
estate. 


“(5) MARRIED INDIVIDUALS FILING SEPARATELY.— 


““(A) IN GENERAL.—Except as provided in subparagraph 
(B), in the case of any married individual filing a separate 
return, this subsection shall be applied by substituting— 

“(i) ‘$12,500’ for ‘$25,000’ each place it appears, 
“(ii) ‘$50,000’ for ‘$100,000’ in paragraph (3A), and 
“(iii) ‘$100,000’ for ‘$200,000’ in paragraph (3B). 

“(B) TAXPAYERS NOT LIVING APART.—This subsection shall 

not apply to a taxpayer who— 
“(i) is a married individual filing a separate return 
for any taxable year, and 
“(ii) does not live apart from his spouse at all times 
during such taxable year. 
“(6) ACTIVE PARTICIPATION.— 

“(A) IN GENERAL.—An individual shall not be treated as 
actively participating with respect to any interest in any 
rental real estate activity for any period if, at any time 
during such period, such interest (including any interest of 
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the spouse of the individual) is less than 10 percent (by 
value) of all interests in such activity. 

“(B) No PARTICIPATION REQUIREMENT FOR LOW-INCOME 
HOUSING OR REHABILITATION CREDIT.—Paragraphs (1) and 
(4A) shall be applied without regard to the active partici- 
pation requirement in the case of— 

“(i) any credit determined under section 42 for any 
taxable year, or 

“(ii) any rehabilitation investment credit (within the 
meaning of section 48(0)). 

“(C) INTEREST AS A LIMITED PARTNER.—No interest as a 
limited partner in a limited partnership shall be treated as 
an interest with respect to which the taxpayer actively 
participates. 

“(D) PARTICIPATION BY SPOUSE.—In determining whether 
a taxpayer actively participates, the participation of the 
spouse of the taxpayer shall be taken into account. 

“(j) OrHER DEFINITIONS AND SPECIAL RuLEs.—For purposes of this 
section— 

“(1) CLOSELY HELD C CORPORATION.—The term ‘closely held C 
corporation’ means any C corporation described in section 
465(aX1B). 

“(2) PERSONAL SERVICE CORPORATION.—The term ‘personal 
service corporation’ has the ae given such term by section 
269A(bX1), except that section 269A(bX2) shall be applied— 

“(A) by substituting ‘any’ for ‘more than 10 percent’, and 

“(B) by substituting ‘any’ for ‘50 percent or more in value’ 
in section 318(aX(2XC). 

A corporation shall not be treated as a personal service corpora- 
tion unless more than 10 percent of the stock (by value) in such 
corporation is held by employee-owners (within the meaning of 
section 269A(b\(2), as modified by the preceding sentence). 

“(3) REGULAR TAX LIABILITY.—The term ‘ ar tax liability’ 
has the meaning given such term by section 26(b). 

“(4) ALLOCATION OF PASSIVE ACTIVITY LOSS AND CREDIT.—The 

ive activity loss and the passive activity credit (and the 

25,000 amount under subsection (i)) shall be allocated to activi- 

ties, and within activities, on a pro rata basis in such manner as 
the Secretary may prescribe. 

“(5) DEDUCTION EQUIVALENT.—The deduction equivalent of 
credits from a passive activity for any taxable year is the 
amount which (if allowed as a deduction) would reduce the 
regular tax liability for such taxable year by an amount equal 
to such credits. 

“(6) SPECIAL RULE FOR GiFTs.—In the case of a disposition of 
any interest in a passive activity by gift— 

“(A) the basis of such interest immediately before the 
transfer shall be increased by the amount of any passive 
activity losses allocable to such interest, and 

“(B) such losses shall not be allowable as a deduction for 
any taxable year. 

“(7) QUALIFIED RESIDENCE INTEREST.—The passive activity loss 
of a taxpayer shall be computed without regard to qualified 
residence interest (within the meaning of section 163(hX3)). 

“(8) RENTAL ActTiviry.—The term ‘rental activity’ means any 
activity where payments are principally for the use of tangible 
property. 
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“(9) ELECTION TO INCREASE BASIS OF PROPERTY BY AMOUNT OF 
DISALLOWED CREDIT.—For purposes of determining gain or loss 
from a disposition of any property to which subsection (g)\(1) 
applies, the transferor may elect to increase the basis of such 
property immediately before the transfer by an amount equal to 
the portion of any unused credit allowable under this chapter 
which reduced the basis of such property for the taxable year in 
which such credit arose. If the taxpayer elects the application of 
this paragraph, such portion of the passive activity credit of 
such taxpayer shall not be allowed for any taxable year. 

“(k) ReGuLATIONS.—The Secretary shall prescribe such regula- 
tions as may be necessary or appropriate to carry out provisions of 
this section, including regulations— 

“(1) which specify what constitutes an activity, material 
participation, or active participation for purposes of this section, 

“(2) which provide that certain items of gross income will not 
be taken into account in determining income or loss from any 
activity (and the treatment of expenses allocable to such 
income), 

“(3) requiring net income or gain from a limited partnership 
or other passive activity to be treated as not from a passive 
activity, 

“(4) which provide for the determination of the allocation of 
interest expense for purposes of this section, and 

“(5) which deal with changes in marital status and changes 
between joint returns and separate returns. 

“(l1) PHase-IN oF DISALLOWANCE OF LOSSES AND CREDITS FOR IN- 
TERESTS HELD BEFORE DATE OF ENACTMENT.— 

“(1) IN GENERAL.—In the case of any passive activity loss or 
credit for any taxable year beginning in calendar years 1987 
through 1990 which— 

“(A) is attributable to a pre-enactment interest, but 

“(B) is not attributable to a carryforward to such taxable 
year of any loss or credit which was disallowed under this 
section for a preceding taxable year, 

there shall be disallowed under subsection (a) only the ap- 
plicable percentage of the amount which (but for this subsec- 
tion) would have been disallowed under subsection (a) for such 
taxable year. . 

“(2) APPLICABLE PERCENTAGE.—For purposes of this subsec- 
tion, the a, percentage shall be determined in accord- 
ance with the following table: 

“In the case of taxable The applicable 
percentage is: 

35 

60 

E 80 
di 90. 

“(3) PORTION OF LOSS OR CREDIT ATTRIBUTABLE TO PRE-ENACT- 
MENT INTERESTS.—For pu. of this subsection— 

“(A) IN GENERAL.—The portion of the ive activity loss 
for any taxable year which is attributable to pre-enactment 
interests shall be equal to the lesser of— 

“(j) the passive activity loss for such taxable year, or 

“(ii) the passive activity loss for such taxable year 
—— by taking into account only pre-enactment 
interests. 
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For purposes of this subparagraph, the deduction equiva- 
lent (within the meaning of subsection (jX5)) of a passive 
activity credit shall be taken into account. 
“(B) PRE-ENACTMENT INTEREST.— 
“(i) IN GENERAL.—The term ‘pre-enactment interest’ 
means any interest in a passive activity held by a 
‘ax 


taxpayer on the date of the enactment of the 
Reform Act of 1986, and at all times thereafter. 

‘(ii) BINDING CONTRACT EXCEPTION.—For purposes of 
clause (i), any interest acquired after such date of 
enactment pursuant to a written binding contract in 
effect on such date, and at all times thereafter, shall be 
treated as held on such date. 

“(iii) INTEREST IN ACTIvITIEs.—The term ‘pre-enact- 
ment interest’ shall not include an interest in a passive 
activity unless such activity was being conducted on 
such date of enactment. The preceding sentence shall 
ao apply to an activity commencing after such date 
1 — 

“(1) the property used in such activity is acquired 
pursuant to a written binding contract in effect on 
August 16, 1986, and at all times thereafter, or 
“(II) construction of property used in such activ- 
ity began on or before August 16, 1986.” 
(b) CONFORMING AMENDMENT.—The table of sections for subpart C 
of part II of subchapter E of chapter 1 is amended by adding at the 
end thereof the following new item: 


“Sec. 469. Passive activity losses and credits limited.” 
(c) EFFective Date.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 

(2) SPECIAL RULE FOR CARRYOVERS.—The amendments made by 
this section shall not apply to any loss, deduction, or credit 
carried to a taxable year beginning after December 31, 1986, 
from a taxable year beginning before January 1, 1987. 

(3) SPECIAL RULE FOR LOW-INCOME HOUSING.— 

(A) IN en oe as provided in subparagraph (B), 
section 469(iX6XBXi) of the Internal Revenue Code of 1986 
(as added by this section) shall not apply to any property 
placed in service after December 31, 1989. 

(B) EXCEPTION WHERE AT LEAST 10 PERCENT OF COSTS IN- 
CURRED.—In the case of = placed in service after 
December 31, 1989, and before January 1, 1991, section 
46%(iX6XBXi) of such Code shall apply to such property if at 
least 10 percent of the costs of such property were incurred 
before January 1, 1989. 


SEC. 502. TRANSITIONAL RULE FOR LOW-INCOME HOUSING. 


(a) GENERAL Ru.e.—Any loss sustained by a qualified investor 
with respect to an interest in a qualified low-income housing _—s 
for any taxable year in the relief period shall not be treated as a loss 
from a passive activity for purposes of section 469 of the Internal 
Revenue Code of 1986. 

(b) Revier Periop.—For purposes of subsection (a), the term “relief 
period” means the period beginning with the taxable year in which 
the investor made his initial investment in the qualified low-income 
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housing project and ending with whichever of the following is the 
earliest— 

(1) the 6th taxable year after the taxable year in which the 
investor made his initial investment, 

(2) the Ist taxable year after the taxable year in which the 
investor is obligated to make his last investment, or 

(3) the taxable year preceding the 1st taxable year for which 
such project ceased to be a qualified low-income housing project. 

(c) QuALIFIED Low-Income Housinc Provect.—For pur of 
this section, the term “qualified low-income housing project’”’ means 
any project if— 

(1) such project meets the requirements of clause (i), (ii), (iii), 
or (iv) of section 1250(a\(1\(B) as of the date placed in service and 
for each taxable year thereafter which begins after 1986 and for 
which a passive loss may be allowable with respect to such 
project, 

(2) the operator certifies to the Secretary of the Treasury or 
his delegate that such project met the requirements of para- 
graph (1) on the date of the enactment of this Act (or, if later, 
when placed in service) and annually thereafter, 

(3) such project is constructed or acquired pursuant to a 
binding written contract entered into on or before August 16, 
1986, and 

(4) such project is placed in service before January 1, 1989. 

(d) QUALIFIED INvEstor.—For purposes of this section— 

(1) IN GENERAL.—The term “qualified investor” means any 
natural person who holds (directly or through 1 or more enti- 
ties) = ee in a qualified low-income housing project— 

(A) if— 
(i) in the case of a project placed in service before 
August 16, 1986, such person held an interest in such 
project on August 16, 1986, and the taxpayer made his 
initial investment after December 31, 1983, or 
(ii) in the case of a project not described in subpara- 
graph (A), such investor held an interest in such project 
on December 31, 1986, and 
(B) if such investor is required to make payments after 
December 31, 1986, of 50 percent or more of the total 
original obligated investment for such interest. 
For purposes of subparagraph (A), a person shall be treated as 
holding an interest on August 16, 1986, or December 31, 1986, if 
on such date such person had a binding contract to acquire such 
interest. 

(2) TREATMENT OF ESTATES.—The estate of a decedent shall 
succeed to the treatment under this section of the decedent but 
only with respect to the lst 2 taxable years of such estate ending 
after the date of the decedent’s death. 

(d) SPecIAL RULEs.— 

(1) WHERE MORE THAN 1 BUILDING IN PROJECT.—If there is 
more than 1 building in any project, the determination of when 
such project is placed in service shall be based on when the Ist 
building in such project is placed in service. 

(2) ONLY CASH AND OTHER PROPERTY TAKEN INTO ACCOUNT.—In 
determining the amount any person invests in (or is obligated to 
invest in) any interest, only cash and other property shall be 
taken into account. 
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(3) CooRDINATION WITH CREDIT.—No low-income housing 
credit shall be determined under section 42 of the Internal 
Revenue Code of 1986 with respect to any project with respect to 
which any person has been allowed any benefit under this 
section. 


SEC. 503. EXTENSION OF AT RISK LIMITATIONS TO REAL PROPERTY. 


(a) IN GENERAL.—Paragraph (3) of section 465(c) (relating to activi- 
ties to which section applies) is amended by striking out subpara- 
graph (D) and by redesignating subparagraph (E) as subparagraph 
(D) 


(b) QUALIFIED NONRECOURSE FINANCING TREATED AS AN AMOUNT 
AT Risk.—Section 465(b) (relating to amounts considered at risk) is 
amended by adding at the end thereof the following new paragraph: 

“(6) QUALIFIED NONRECOURSE FINANCING TREATED AS AMOUNT 
AT RISK.—For purposes of this section— 

“(A) IN GENERAL.—Notwithstanding any other provision 
of this subsection, in the case of an activity of holding real 
property, a taxpayer shall be considered at risk with 
respect to the taxpayer’s share of any qualified nonrecourse 
financing which is secured by real property used in such 
activity. 

“(B) QUALIFIED NONRECOURSE FINANCING.—For purposes 
of this paragraph, the term ‘qualified nonrecourse financ- 
ing’ means any financing— 

“(i) which is borrowed by the taxpayer with respect 
to the activity of holding real property, 

“(ii) which is borrowed by the taxpayer from a quali- 
fied person or represents a loan from any Federal, 
State, or local government or instrumentality thereof, 
or is guaranteed by any Federal, State, or local govern- 
ment, 

“(iii) except to the extent provided in regulations, 
with respect to which no person is personally liable for 
repayment, and 

‘(iv) which is not convertible debt. 

“(C) SPECIAL RULE FOR PARTNERSHIPS.—In the case of a 
partnership, a partner’s share of any qualified nonrecourse 
financing of such partnership shall be determined on the 
basis of the partner’s share of liabilities of such partnership 
incurred in connection with such financing (within the 
meaning of section 752). 

“(D) QUALIFIED PERSON DEFINED.—For purposes of this 
paragraph— 

“(i) IN GENERAL.—The term ‘qualified person’ has the 
meaning given such term by section 46(cX8\DXiv). 

“(ii) CERTAIN COMMERCIALLY REASONABLE FINANCING 
FROM RELATED PERSONS.—For purposes of clause (i), 
section 46(c\(8\DXiv) shall be applied without regard to 
subclause (I) thereof (relating to financing from related 
persons) if the financing from the related person is 
commercially reasonable and on substantially the same 
terms as loans involving unrelated persons. 

“(E) ACTIVITY OF HOLDING REAL PROPERTY.—For purposes 
of this paragraph— 

“(i) INCIDENTAL PERSONAL PROPERTY AND SERVICES.— 
The activity of holding real property includes the hold- 
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ing of personal property and the providing of services 
which are incidental to making real property available 
as living accommodations. 

“(ii) MINERAL PROPERTY.—The activity of holding real 
property shall not include the holding of mineral prop- 
erty.” 

(c) EFFECTIVE DATEs.— 

(1) IN GENERAL.—Except as provided in this subsection, the 
amendments made by this section shall apply to losses incurred 
after December 31, 1986, with respect to property placed in 
service by the taxpayer after December 31, 1986. 

(2) SPECIAL RULE FOR LOSSES OF S CORPORATION, PARTNERSHIP, 
OR PASS-THRU ENTITY.—In the case of an interest in an S corpora- 
tion, a partnership, or other pass-thru entity acquired after 
December 31, 1986, the amendments made by this section shall 
apply to losses after December 31, 1986, which are attributable 
to property placed in service by the S corporation, partnership, 
or pass-thru entity on, before, or after January 1, 1986. 

(3) SPECIAL RULE FOR ATHLETIC STADIUM.—The amendments 
made by this section shall not apply to any losses incurred by a 
taxpayer with respect to the holding of a multi-use athletic 
stadium in Pittsburgh, Pennsylvania, which the taxpayer ac- 
quired in a sale for which a letter of understanding was entered 
into before April 16, 1986. 


Subtitle B—Interest Expense 


SEC. 511. LIMITATIONS ON DEDUCTION FOR NONBUSINESS INTEREST. 


(a) LIMITATION ON INVESTMENT INTEREST.—Subsection (d) of sec- 
tion 163 (relating to limitation on interest on investment indebted- 
ness) is amended to read as follows: 

“(d) LIMITATION ON INVESTMENT INTEREST.— 

“(1) IN GENERAL.—In the case of a taxpayer other than a 
corporation, the amount allowed as a deduction under this 
chapter for investment interest for any taxable year shall not 
exceed the net investment income of the taxpayer for the 
taxable year. 

“(2) CARRYFORWARD OF DISALLOWED INTEREST.—The amount 
not allowed as a deduction for any taxable year by reason of 
paragraph (1) shall be treated as investment interest paid or 
accrued by the taxpayer in the succeeding taxable year. 

“(3) INVESTMENT INTEREST.—For purposes of this subsection— 

“(A) IN GENERAL.—The term ‘investment interest’ means 
any interest allowable as a deduction under this chapter 
(determined without regard to paragraph (1)) which is paid 
or accrued on indebtedness incurred or continued to pur- 
chase or carry property held for investment. 

“(B) Exceptions.—The term ‘investment interest’ shall 
not include— 

“(i) any qualified residence interest (as defined in 
subsection (h\(3)), or 

“(ii) any interest which is taken into account under 
section 469 in computing income or loss from a passive 
activity of the taxpayer. 

“(C) PERSONAL PROPERTY USED IN SHORT SALE.—For pur- 
poses of this paragraph, the term ‘interest’ includes any 
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amount allowable as a deduction in connection with per- 
sonal property used in a short sale. 
“(4) NET INVESTMENT INCOME.—For purposes of this subsec- 
tion— 

“(A) IN GENERAL.—The term ‘net investment income’ 
means the excess of— 

“(i) investment income, over 

“(ii) investment expenses. 

“(B) INVESTMENT INCOME.—The term ‘investment income’ 
means the sum of— 

“(i) gross income (other than gain described in clause 

(ii)) from property held for investment, and 
“(ii) any net gain attributable to the disposition of 
property held for investment, 
but only to the extent such amounts are not derived from 
the conduct of a trade or business. 

“(C) INVESTMENT EXPENSES.—The term ‘investment ex- 
penses’ means the deductions allowed under this chapter 
(other than for interest) which are directly connected with 
the production of investment income. 

) INCOME AND EXPENSES FROM PASSIVE ACTIVITIES.— 
Investment income and investment expenses shall not in- 
clude any income or expenses taken into account under 
section 469 in computing income or loss from a passive 
activity. 

“(E) REDUCTION IN INVESTMENT INCOME DURING PHASE-IN 
OF PASSIVE LOSS RULES.—Investment income of the taxpayer 
for any taxable year shall be reduced by the amount of the 
passive activity loss to which section 469(a) does not appl 
for such taxable year by reason of section 469(1). The p 
ing sentence shall not apply to any portion of such passive 
activity loss which is attributable to a rental real estate 
activity with respect to which the taxpayer actively partici- 
pates (within the meaning of section 469(0X6)) during such 
taxable year. 

“(5) PROPERTY HELD FOR INVESTMENT.—For purposes of this 
subsection— 

“(A) IN GENERAL.—The term ‘property held for invest- 
ment’ shall include— 

“(i) any property which produces income of a type 

descri in section 469(eX1), and 

“(ii) any interest held by a taxpayer in an activity 

involving the conduct of a trade or business— 
“(TD which is not a passive activity, and 
“(II with respect to which the taxpayer does not 
materially participate. 

“(B) INVESTMENT EXPENSES.—In the case of property de- 
scribed in subparagraph (Ai), expenses shall allocated 
to such property in the same manner as under section 469. 

“(C) TERMS. —For purposes of this paragraph, the terms 
‘activity’, ‘passive activity’, and ‘materially participate’ 
have the meanings given such terms by section 469. 

“(6) PHASE-IN OF DISALLOWANCE.—In the case of any taxable 
year beginning in calendar years 1987 through 1990— 

“(A) IN GENERAL.—The amount of interest disallowed 
under this subsection for any such taxable year shall be 
equal to the sum of— 
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“(i) the applicable percentage of the amount which 
(without regard to this paragraph) is not allowed as a 
deduction under this subsection for the taxable year to 
the extent such amount does not exceed the ceiling 
amount, 

“(ii) the amount which (without regard to this para- 
graph) is not allowed as a deduction under this subsec- 
tion in excess of the ceiling amount, plus 

“(iii) the amount of any carryforward to such taxable 
year under paragraph (2) with respect to which a 
deduction was disallowed under this subsection for a 
preceding taxable year. 

For purposes of this subparagraph, the amount under 
clause (i) or (ii) shall be computed without regard to the 
amount described in clause (iii). 

“(B) APPLICABLE PERCENTAGE.—For purposes of this para- 
graph, the applicable percentage shall be determined in 
accordance with the following table: 

“In the case of taxable The applicable 
years beginning in: percentage is: 
1987... is 35 


60 
80 
90. 


“(C) CEILING AMOUNT.—For purposes of this paragraph, 
the term ‘ceiling amount’ means— 

“(i) $10,000 in the case of a taxpayer not described in 
clause (ii) or (iii), 

“(ii) $5,000 in the case of a married individual filing a 
separate return, and 

““(iii) zero in the case of a trust.” 

(b) DISALLOWANCE OF DEDUCTION FOR PERSONAL INTEREST OF 
INDIVIDUALS.—Section 163 (relating to deduction for interest) is 
amended by redesignating subsection (h) as subsection (i) and by 
inserting after subsection (g) the following new subsection: 

“(h) DISALLOWANCE OF DEDUCTION FOR PERSONAL INTEREST.— 

“(1) IN GENERAL.—In the case of a taxpayer other than a 
corporation, no deduction shall be allowed under this chapter 
for personal interest paid or accrued during the taxable year. 

“(2) PERSONAL INTEREST.—For purposes of this subsection, the 
term ‘personal interest’ means any interest allowable as a 
deduction under this chapter other than— 

“(A) interest paid or accrued on indebtedness incurred or 
continued in connection with the conduct of a trade or 
business (other than the trade or business of performing 
services as an employee), 

“(B) any investment interest (within the meaning of 
subsection (d)), 

“(C) any interest which is taken into account under sec- 
tion 469 in computing income or loss from a passive activity 
of the taxpayer, 

“(D) any qualified residence interest (within the meaning 
of paragraph (3)), and 

“(E) any interest payable under section 6601 on any 
unpaid portion of the tax imposed by section 2001 for the 
period during which an extension of time for payment of 
such tax is in effect under section 6163 or 6166. 
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“(3) QUALIFIED RESIDENCE INTEREST.—For purposes of this 
subsection— 

“(A) IN GENERAL.—The term ‘qualified residence interest’ 
means interest which is paid or accrued during the taxable 
year on indebtedness which is secured by any property 
which (at the time such interest is paid or accrued) is a 
qualified residence of the taxpayer. 

“(B) LIMITATION ON AMOUNT OF INTEREST.—The term 
‘qualified residence interest’ shall not include any interest 
paid or accrued on indebtedness secured by any qualified 
residence which is allocable to that portion of the principal 
amount of such indebtedness which, when added to the 
outstanding aggregate principal amount of all other indebt- 
edness previously incurred arid secured by such qualified 
residence, exceeds the lesser of— 

“(i) the fair market value of such qualified residence, 
or 

“(ii) the sum of— 

“(I) the taxpayer’s basis in such qualified resi- 
dence (adjusted only by the cost of any improve- 
ments to such residence), plus 

“(II the aggregate amount of qualified indebted- 
ness of the taxpayer with respect to such qualified 
residence. 

“(C) Cost NOT LESS THAN BALANCE OF INDEBTEDNESS IN- 
CURRED ON OR BEFORE AUGUST 16, 1986.—The amount under 
subparagraph (B\iiXI) at any time after August 16, 1986, 
shall not be less than the outstanding aggregate principal 
amount (as of such time) of indebtedness which was in- 
curred on or before August 16, 1986, and which was secured 
by the qualified residence on August 16, 1986. 

“(D) TIME FOR DETERMINATION.—Except as provided in 
regulations, any determination under subparagraph (B) 
shall be made as of the time the indebtedness is incurred. 

“(4) QUALIFIED INDEBTEDNESS.—For purposes of this subsec- 
tion— 

“(A) IN GENERAL.—The term ‘qualified indebtedness’ 
means indebtedness secured by a qualified residence of the 
— which is incurred after August 16, 1986, to pay 

or— 

“(i) qualified medical expenses, or 

“(ii) qualified educational expenses, 

which are paid or incurred within a reasonable period of 
time before or after such indebtedness is incu . 

“(B) QUALIFIED MEDICAL EXPENSES.—For purposes of this 
paragraph, the term ‘qualified medical expenses’ means 
amounts, not compensated for by insurance or otherwise, 
incurred for medical care (within the meaning of subpara- 
graphs (A) and (B) of section 213(d\(1)) for the taxpayer, his 
spouse, or a dependent. 

“(C) QUALIFIED EDUCATIONAL EXPENSES.—For purposes of 
this paragraph— 

“(i) IN GENERAL.—The term ‘qualified educational 
expenses’ means qualified tuition and related expenses 
of the taxpayer, his spouse, or a dependent for attend- 
ance at an educational institution described in section 
170(bX 1X AXii). 
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“(ii) QUALIFIED TUITION AND RELATED EXPENSES.—The 
term ‘qualified tuition and related expenses’ has the 
meaning given such term by section 117(b), except that 
such term shall include any reasonable living expenses 
while away from home. 

“(D) DEPENDENT.—For purposes of this paragraph, the 
term ‘dependent’ has the meaning given such term by 
section 152. 

“(5) OTHER DEFINITIONS AND SPECIAL RULES.— 

“(A) QUALIFIED RESIDENCE.—For purposes of this subsec- 
tion— 

“(i) IN GENERAL.—The term ‘qualified residence’ 
means— 

“(I) the principal residence (within the meaning 
of section 1034) of the tengayae: and 

“(II) 1 other residence of the taxpayer which is 
selected by the taxpayer for purposes of this 
subsection for the taxable year and which is used 
by the taxpayer as a residence (within the meaning 
of section 280A(d\(1)). 

“(ii) MARRIED INDIVIDUALS FILING SEPARATE RE- 
TURNS.—If a married couple does not file a joint return 
for the taxable year— 

“(ID such couple shall be treated as 1 taxpayer for 
purposes of clause (i), and 

“(II) each individual shall be entitled to take into 
account 1 residence unless both individuals consent 
in writing to 1 individual taking into account the 
principal residence and 1 other residence. 

“(iii) RESIDENCE NOT USED OR RENTED.—For pu 
of clause (iXID), notwithstanding section 280A(d\1), if 
the taxpayer does not rent or use a dwelling unit at any 
time during a taxable year, such unit may be treated as 
a residence for such taxable year. 

“(B) SPECIAL RULE FOR COOPERATIVE HOUSING CORPORA- 
TIONS.—For purposes of this paragraph, any indebtedness 
secured by stock held by the taxpayer as a tenant-stock- 
holder (as defined in section 216) in a cooperative housing 
corporation (as so defined) shall be treated as secured by the 
house or apartment which the taxpayer is entitled to 
occupy as such a tenant-stockholder. If stock described in 
the preceding sentence may not be used to secure indebted- 
ness, indebtedness shall be treated as so secured if the 
taxpayer establishes to the satisfaction of the Secretary 
that such indebtedness was incurred to acquire such stock. 

“(6) PHASE-IN OF LIMITATION.—In the case of any taxable year 
beginning in calendar years 1987 through 1990, the amount of 
interest with respect to which a deduction is disallowed under 
this subsection shall be equal to the applicable percentage 
(within the meaning of subsection (d\(6\B)) of the amount which 
(but for this subsection) would have been so disallowed.” 

(d) TECHNICAL AMENDMENTS.— 

(1) Clause (i) of section 7872(d1\E) is amended by striking out 
“section 163(dX3)” and inserting in lieu thereof “section 
163(d\(4)”. 

(2A) Sections 467(cX5) and 1255(bX2) are each amended by 
striking out “section 163(d),”. 
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(B) Section 703(b) is amended by striking out paragraph (3) 
and by redesignating paragraphs (4) and (5) as paragraphs (3) 
and (4), respectively. 
(C) Section 1363(c\2) is amended by striking out subparagraph 
(A) and by redesignating ee (B) and (C) as subpara- 
graphs (A) and (B), respectively. 
(e) Errective Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


TITLE VI—CORPORATE PROVISIONS 
Subtitle A—Corporate Rate Reductions 


SEC. 601. CORPORATE RATE REDUCTIONS. 


(a) GENERAL RuLE.—Subsection (b) of section 11 is amended to 
read as follows: 
“(b) AMouNT oF Tax.—The amount of the tax imposed by subsec- 
tion (a) shall be the sum of— 
“(1) 15 present of so much of the taxable income as does not 
exceed $50,000, 
“(2) 25 percent of so much of the taxable income as exceeds 
$50,000 but does not exceed $75,000, and 
s15.000 percent of so much of the taxable income as exceeds 
In the case of a corporation which has taxable income in excess of 
$100,000 for any taxable year, the amount of tax determined under 
the preceding sentence for such taxable year shall be increased by 


the lesser of (A) 5 percent of such excess, or (B) $11,750.” 
(b) EFFECTIVE DaTE.— 
(1) IN GENERAL.—The amendment made by subsection (a) 
shall apply to taxable years beginning on or after July 1, 1987. 
(2) CROSS REFERENCE.— 


For treatment of taxable years which include July 1, 1987, see section 15 
of the Internal Revenue Code of 1986. 


Subtitle B—Treatment of Stock and Stock 
Dividends 


SEC. 611. REDUCTION IN DIVIDENDS RECEIVED DEDUCTION. 


(a) GENERAL Ru.e.—The following provisions are each amended 
by striking out “85 percent” and inserting in lieu thereof “80 
percent”: 

(1) — 243(a\X(1) (relating to dividends received by corpora- 
tions). 
(2) Sections 244 (aX3) and (b\(2) (relating to dividends received 
on certain preferred stock). 
(3) Section 246(bX1) (relating to limitation on aggregate 
amount of deductions). 
(4) Section 246A(aX 1) (relating to dividends received deduction 
reduced where portfolio stock is debt financed). 
(5) Subparagraph (B) of section 805(aX4) (relating to dividends 
received by insurance company). 
(b) EFFECTIVE DaTEs.— 
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(1) IN GENERAL.—The amendments made by subsection (a) 
shall apply to dividends received or accrued after December 31, 
1986, in taxable years ending after such date. 

(2) AMENDMENT RELATING TO LIMITATION ON DEDUCTIONS.— 
The amendment made by subsection (a) to section 246(b) of the 
Internal Revenue Code of 1986 shall apply to taxable years 
beginning after December 31, 1986. 


SEC. 612. REPEAL OF PARTIAL EXCLUSION OF DIVIDENDS RECEIVED BY 
INDIVIDUALS. 


(a) GENERAL RuLE.—Section 116 (relating to partial exclusion of 
dividends received by individuals) is hereby repealed. 

(b) TECHNICAL AMENDMENTS.— 

(1) Subsection (g) of section 301 is amended by striking out 
paragraph (4). 

(2XA) Subsection (c) of section 584 is amended to read as 
follows: 

“(c) INCOME OF PARTICIPANTS IN Funp.—Each participant in the 
common trust fund in computing its taxable income shall include, 
whether or not distributed and whether or not distributable— 

“(1) as part of its gains and losses from sales or exchanges of 
capital assets held for not more than 6 months, its proportionate 
share of the gains and losses of the common trust fund from 
sales or exchanges of capital assets held for not more than 6 
months, 

“(2) as part of its gains and losses from sales or exchanges of 
capital assets held for more than 6 months, its proportionate 
share of the gains and losses of the common trust fund from 
sales or exchanges of capital assets held for more than 6 
months, and 

“(3) its proportionate share of the ordinary taxable income or 
the ordinary net loss of the common trust fund, computed as 
provided in subsection (d).” 

(B) If the amendments made by section 1001 of the Tax 
Reform Act of 1984 cease to apply, effective with respect to 
property to which such amendments do not apply, subsection (c) 
of section 584 is amended by striking out “6 months” each place 
it appears and inserting in lieu thereof “1 year”. 

(3) Section 642 is amended by striking out subsection (j). 

(4) Paragraph (7) of section 643(a) is hereby repealed. 

‘ = Paragraph (5) of section 702(a) is amended to read as 
ollows: 

“(5) dividends with respect to which there is a deduction 
under part VIII of subchapter B,”’. 

(6) Section 854 is amended— 

(A) by striking out “section 116 (relating to an exclusion 
= dividends received by individuals), and” in subsection 
(a), 

(B) in subsection (b)— 

(i) by striking out subparagraph (B) of paragraph (1) 
y redesignating subparagraph (C) as subparagraph 

(ii) by striking out “or (B)” in subparagraph (B) (as so 
redesignated), 

(iii) by striking out “the exclusion under section 116 
and” in paragraph (2), and 
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(iv) by amending subparagraph (B) of paragraph (3) to 
read as follows: 

“(BXi) The term ‘aggregate dividends received’ includes 
only dividends received from domestic corporations. 

“(ii) For purposes of clause (i), the term ‘dividend’ shall 
not include any distribution from— 

“(I) a corporation which, for the taxable year of the 
corporation in which the distribution is made, or for 
the next preceding taxable year of the corporation, is a 
corporation exempt from tax under section 501 (relat- 
ing to certain charitable, etc., organizations) or section 
521 (relating to farmers’ cooperative associations), or 

“(ID a real estate investment trust which, for the 
taxable year of the trust in which the dividend is paid, 
qualifies under part II of subchapter M (section 856 and 
following). 

“(iii) In determining the amount of any dividend for 
purposes of this subparagraph, a dividend received from a 
regulated investment company shall be subject to the 
limitations prescribed in this section.” 

(7) Subsection (c) of section 857 is amended by striking out 
“section 116 (relating to an exclusion for dividends received by 
individuals), and”. 

(8) The table of sections for part III of subchapter B of chapter 
1 is amended by striking out the item relating to section 116. 

(c) Errective Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


SEC. 613. NONDEDUCTIBILITY OF STOCK REDEMPTION EXPENSES. 


(a) IN GENERAL.—Section 162 (relating to trade or business ex- 
penses) is amended by redesignating subsection (1) as subsection (m) 
and inserting after subsection (k) the following new subsection: 

“(1) Stock REDEMPTION EXPENSES.— 

“(1) IN GENERAL.—Except as provided in paragraph (2), no 
deduction otherwise allowable shall be allowed under this chap- 
ter for any amount paid or incurred by a corporation in connec- 
tion with the redemption of its stock. 

“(2) EXCEPTIONS.—Paragraph (1) shall not apply to— 

“(A) CERTAIN SPECIFIC DEDUCTIONS.—Any— 

“(i) deduction allowable under section 163 (relating to 
interest), or 

“(ii) deduction for dividends paid (within the mean- 
ing of section 561). 

“(B) Stock OF CERTAIN REGULATED INVESTMENT COMPA- 
NIES.—Any amount paid or incurred in connection with the 
redemption of any stock in a regulated investment company 
which issues only stock which is redeemable upon the 
demand of the shareholder.” 

(b) ErrectivE Date.—The amendments made by subsection (a) 
shall apply to any amount paid or incurred after February 28, 1986, 
in taxable years ending after such date. 


SEC. 614. REDUCTION IN STOCK BASIS FOR NONTAXED PORTION OF 
EXTRAORDINARY DIVIDENDS. 


(a) 2-YEAR HoLDING REQUIREMENT.— 
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(1) IN GENERAL.—Section 1059a) (relating to corporate share- 
holder’s basis in stock reduced by nontaxed portion of extraor- 
dinary dividends) is amended to read as follows: 

“(a) GENERAL RuLe.—If any corporation receives any extraor- 
dinary dividend with respect to any share of stock and such corpora- 
tion has not held such stock for more than 2 years before the 
dividend announcement date— 

“(1) REDUCTION IN BASIS.—The basis of such corporation in 
such stock shall be reduced (but not below zero) by the nontaxed 
portion of such dividends. 

“(2) RECOGNITION UPON SALE OR DISPOSITION IN CERTAIN 
CASES.—In addition to any gain recognized under this chapter, 
there shall be treated as gain from the sale or exchange of any 
stock for the taxable year in which the sale or disposition of 
such stock occurs an amount equal to the aggregate nontaxed 
portions of any extraordinary dividends with respect to such 
stock which did not reduce the basis of such stock by reason of 
the limitation on reducing basis below zero.” 

(2) DiviDEND ANNOUNCEMENT DATE.—Section 1059(d) (relating 
to special rules) is amended by adding at the end thereof the 
following new paragraph: 

“(6) DrvIDEND ANNOUNCEMENT DATE.—The term ‘dividend 
announcement date’ means, with respect to any dividend, the 
date on which the corporation declares, announces, or agrees to 
the payment of such dividend, whichever is the earliest. 

(3) CONFORMING AMENDMENT.—Section 1059(d\3) (relating to 
determination of holding period) is amended by striking out “1 
year” and inserting in lieu thereof “2 years”. 

(b) ExTRAORDINARY DivipEND May BE DETERMINED BY REFERENCE 
TO Farr MARKET VALUE.—Section 105%c) (defining extraordinary 
dividend) is amended by adding at the end thereof the following new 
paragraph: 

“(4) FAIR MARKET VALUE DETERMINATION.—If the taxpayer 
establishes to the satisfaction of the Secretary the fair market 
value of any share of stock as of the day before the ex-dividend 
date, the taxpayer may elect to apply paragraphs (1) and (3) by 
substituting such value for the taxpayer’s adjusted basis.” 

(c) TIME FoR REDUCTION IN Basis.— 

(1) IN GENERAL.—Paragraph (1) of section 1059(d) (relating to 
time for reduction) is amended to read as follows: 

“(1) TIME FOR REDUCTION.— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), any reduction in basis under subsection (aX1) shall 
— immediately before any sale or disposition of the 
stock. 

“(B) SPECIAL RULE FOR COMPUTING EXTRAORDINARY DIVI- 
DEND.—In determining a taxpayer’s adjusted basis for pur- 
poses of subsection (cX1), any reduction in basis under 
subsection (a1) by reason of a prior distribution which was 
an extraordinary dividend shall be treated as occurring at 
the beginning of the ex-dividend date for such distribution.” 

(2) CONFORMING AMENDMENT.—Section 1059(cX1) is amended 
by striking out “(determined without regard to this section)”. 

(d) No ExtraorDINARY DivipeEND WHERE Stock HELD DurRING 
ENTIRE EXISTENCE OF CoRPORATION.—Section 1059%(d) (relating to 
special rules) is amended by adding at the end thereof the following 
new paragraph: 
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“(7) EXCEPTION WHERE STOCK HELD DURING ENTIRE EXISTENCE 
OF CORPORATION.—Subsection (a) shall not apply to any extraor- 
pessoa dividend with respect to any share of stock of a corpora- 
tion if— 

“(A) such stock was held by the taxpayer during the 
entire period such corporation (and any precedessor cor- 
poration) was in existence, 

“(B) except as provided in regulations, the only earnings 
and profits of such corporation were earnings and profits 
accumulated by such corporation (or any predecessor cor- 
poration) during such period, and 

“(C) the application of this paragraph to such dividend is 
not inconsistent with the purposes of this section.” 

(e) CERTAIN LIQUIDATIONS AND REDEMPTIONS TREATED As ExTRAOR- 
DINARY DIVIDENDS; QUALIFYING DivipeNps Not TREATED AS 
EXTRAORDINARY DIvIDENDS; SPECIAL RULE FOR PREFERRED Divi1- 
DENDS.—Section 1059 (relating to extraordinary dividends) is 
amended by redesignating subsection (e) as subsection (f) and by 
adding after subsection (d) the following new subsection: 

“(e) SPECIAL RULEs FOR CERTAIN DISTRIBUTIONS.— 

“(1) TREATMENT OF PARTIAL LIQUIDATIONS AND NON-PRO RATA 
REDEMPTIONS.—Except as otherwise provided in regulations, in 
the case of any redemption of stock which is— 

“(A) part of a partial liquidation (within the meaning of 
section 302(e)) of the redeeming corporation, or 

“(B) not pro rata as to all shareholders, 

any amount treated as a dividend under section 301 with re- 
spect to such redemption shall be treated as an extraordinary 
dividend for purposes of this section (without regard to the 
holding period of the stock). 

“(2) QUALIFYING DIVIDENDS.—Except as provided in regula- 
tions, the term ‘extraordinary dividend’ shall not include any 
qualifying dividend (within the meaning of section 243(b\1)). 

“(3) QUALIFIED PREFERRED DIVIDENDS.— 

“(A) IN GENERAL.—A qualified preferred dividend shall be 
treated as an extraordinary dividend— 

“(i) only if the actual rate of return of the taxpayer 
on the stock with respect to which such dividend was 
paid exceeds 15 percent, or 

“(ii) if clause (i) does not apply, and the taxpayer 
disposes of such stock before the taxpayer has held 
such stock for more than 5 years, only to the extent the 
actual rate of return exceeds the stated rate of return. 

a RATE OF RETURN.—For purposes of subparagraph 

“(j) ACTUAL RATE OF RETURN.—The actual rate of 
return shall be the rate of return for the period for 
which the taxpayer held the stock, determined— 

“(D by only taking into account dividends during 
such period, and 

“(II) by using the lesser of the adjusted basis of 
the taxpayer in such stock or the liquidation pref- 
erence of such stock. 

“(ii) STATED RATE OF RETURN.—The stated rate of 
return shall be the annual rate of the qualified pre- 
ferred dividend payable with respect to any share of 
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stock (expressed as a percentage of the amount de- 
scribed in subparagraph (BXiXII)). 
“(C) DEFINITIONS AND SPECIAL RULES.—For purposes of 
this paragraph— 

“(j) QUALIFIED PREFERRED DIVIDEND.—The term 
‘qualified preferred dividend’ means any dividend pay- 
able with respect to any share of stock which— 

“(I) provides for fixed preferred dividends pay- 
able not less frequently than annually, and 

“(II) is not in arrears as to dividends at the time 
the taxpayer acquires the stock. 

“(ii) HoLDING PERIOD.—In determining the holding 
period for purposes of subparagraph (A\ii), subsection 
(dX3) shall be applied by substituting ‘5 years’ for ‘2 

ears’. 
(f) EFFECTIVE DaTE.— 

(1) IN GENERAL.—Except as provided in this subsection, the 
amendments made by this section shall apply to dividends 
— after July 18, 1986, in taxable years ending after such 

ate. 

(2) AGGREGATION.—For purposes of section 1059%(cX3) of the 
Internal Revenue Code of 1986, dividends declared after July 18, 
1986, shall not be aggregated with dividends declared on or 
before July 18, 1986. 

(3) RepEMPTIONS.—Section 1059(eX1) of the Internal Revenue 
Code of 1986 (as added by subsection (e)) shall apply to dividends 
declared after the date of the enactment of this Act, in taxable 
years ending after such date. 


Subtitle C—Limitation on Net Operating Loss 
Carryforwards and Excess Credit Carryfor- 
wards 


SEC. 621. LIMITATION ON NET OPERATING LOSS CARRYFORWARDS. 


(a) In GENERAL.—Section 382 (relating to special limitations on 
net operating loss carryovers) is amended to read as follows: 


“SEC. 382. LIMITATION ON NET OPERATING LOSS CARRYFORWARDS AND 
CERTAIN BUILT-IN LOSSES FOLLOWING OWNERSHIP 
CHANGE. 


“(a) GENERAL RuLE.—The amount of the taxable income of any 
new loss corporation for any post-change year which may be offset 
by pre-change losses shall not exceed the section 382 limitation for 
such year. 

“(b) Section 382 LrmrraTion.—For purposes of this section— 

“(1) IN GENERAL.—Except as otherwise provided in this sec- 
tion, the section 382 limitation for any post-change year is an 
amount equal to— 

“(A) the value of the old loss corporation, multiplied by 
“(B) the long-term tax-exempt rate. 

“(2) CARRYFORWARD OF UNUSED LIMITATION.—If the section 
382 limitation for any post-change year exceeds the taxable 
income of the new loss corporation for such year which was 
offset by pre-change losses, the section 382 limitation for the 
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next post-change year shall be increased by the amount of such 
excess. 

“(3) SPECIAL RULE FOR POST-CHANGE YEAR WHICH INCLUDES 
CHANGE DATE.—In the case of any post-change year which in- 
cludes the change date— 

“(A) LIMITATION DOES NOT APPLY TO TAXABLE INCOME 
BEFORE CHANGE.—Subsection (a) shall not apply to the por- 
tion of the taxable income for such year which is allocable 
to the period in such year on or before the change date. 
Except as provided in subsection (hX(5) and in lations, 
taxable income shall be allocated ratably to each day in the 


year. 
“(B) LIMITATION FOR PERIOD AFTER CHANGE.—For purposes 
of applying the limitation of subsection (a) to the remainder 
of the taxable income for such year, the section 382 limita- 
tion shall be an amount which the same ratio to such 
limitation (determined without regard to this paragraph) 
as— 
“(i) the number of days in such year after the change 
date, bears to 
“(ii) the total number of days in such year. 
“(c) CARRYFORWARDS DISALLOWED IF CONTINUITY OF BUSINESS 
REQUIREMENTS Not Met.— 

“(1) IN GENERAL.—Except as provided in paragraph (2), if the 
new loss corporation does not continue the business enterprise 
of the old loss corporation at all times during the 2-year period 
beginning on the change date, the section 382 limitation for any 
post-change year shall be zero. 

“(2) EXCEPTION FOR CERTAIN GAINS.—The section 382 limita- 
tion for any post-change year shall not be less than the sum of— 

“(A) any increase in such limitation under— 
“(i) subsection (hX 1A) for recognized built-in gains 
for such year, and 
“(ii) subsection (hX1XC) for gain recognized by reason 
of an election under section 338, plus 
“(B) any increase in such limitation under subsection 
(bX2) for amounts described in subparagraph (A) which are 
carried forward to such year. 
“(d) Pre-CHANGE Loss AND Post-CHANGE YEAR.—For purposes of 
this section— 

“(1) PRE-CHANGE Loss.—The term ‘pre-change loss’ means— 

“(A) any net operating loss carryforward of the old loss 
corporation to the taxable year ending with the ownership 
change or in which the change date occurs, and 

“(B) the net operating loss of the old loss corporation for 
the taxable year in which the ownership change occurs to 
the extent such loss is allocable to the period in such year 
on or before the change date. 

Except as provided in su ion (hX5) and in regulations, the 
net operating loss shall, for purposes of subparagraph (B), be 
allocated ratably to each day in the year. 

“(2) Post-CHANGE YEAR.—The term ‘post-change year’ means 
any taxable year ending after the “<< date. 

“(e) VALUE oF Otp Loss CorPoRATION.—For purposes of this sec- 
tion— 

“(1) IN GENERAL.—Except as otherwise provided in this 
subsection, the value of the old loss corporation is the value of 
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the stock of such corporation (including any stock described in 
section 1504(a\4)) immediately before the ownership change. 

“(2) SPECIAL RULE IN THE CASE OF REDEMPTION.—If a redemp- 
tion occurs in connection with an ownership change, the value 
under paragraph (1) shall be determined after taking such 
redemption into account. 

“(f) LONG-TERM TAX-EXEMPT RaTE.—For purposes of this section— 

“(1) IN GENERAL.—The long-term tax-exempt rate shall be the 
highest of the adjusted Federal long-term rates in effect for any 
month in the 3-calendar-month period ending with the calendar 
month in which the change date occurs. 

“(2) ADJUSTED FEDERAL LONG-TERM RATE.—For purposes of 
paragraph (1), the term ‘adjusted Federal long-term rate’ means 
the Federal long-term rate determined under section 1274(d), 
except that— 

“(A) paragraphs (2) and (3) thereof shall not apply, and 

“(B) such rate shall be properly adjusted for differences 
between rates on long-term taxable and tax-exempt obliga- 
tions. 

“(g) OWNERSHIP CHANGE.—For purposes of this section— 

“(1) IN GENERAL.—There is an ownership change if, imme- 
diately after any owner shift involving a 5-percent shareholder 
or any equity structure shift— 

“(A) the percentage of the stock of the new loss corpora- 
tion owned by 1 or more 5-percent shareholders has in- 
creased by more than 50 percentage points, over 

“(B) the lowest percentage of stock of the old loss corpora- 
tion (or any predecessor corporation) owned by such share- 
holders at any time during the testing period. 

“(2) OWNER SHIFT INVOLVING 5-PERCENT SHAREHOLDER.—There 
is an owner shift involving a 5-percent shareholder if— 

“(A) there is any change in the respective ownership of 
stock of a corporation, and 

“(B) such change affects the percentage of stock of such 
corporation owned by any person who is a 5-percent share- 
holder before or after cam change. 

“(3) EQUITY STRUCTURE SHIFT DEFINED.— 

“(A) IN GENERAL.—The term ‘equity structure shift’ 
means any reorganization (within the meaning of section 
368). Such term shall not include— 

“(i) any reorganization described in subparagraph (D) 
or (G) of section 368(aX1) unless the requirements of 
section 354(b\(1) are met, and 

“(ii) any reorganization described in subparagraph 
(F) of section 368(a)(1). 

“(B) TAXABLE REORGANIZATION-TYPE TRANSACTIONS, ETC.— 
To the extent provided in regulations, the term ‘equity 
structure shift’ includes taxable reorganization-type trans- 
actions, public offerings, and similar transactions. 

“(4) SPECIAL RULES FOR APPLICATION OF SUBSECTION.— 

“(A) TREATMENT OF LESS THAN 5-PERCENT SHAREHOLD- 
ERS.—Except as provided in subparagraphs (B\i) and (C), in 
determining whether an ownership change has occurred, 
all stock owned by shareholders of a corporation who are 
not 5-percent shareholders of such corporation shall be 
treated as stock owned by 1 5-percent shareholder of such 
corporation. 
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“(B) COORDINATION WITH EQUITY STRUCTURE SHIFTS.—For 
purposes of determining whether an equity structure shift 
(or subsequent transaction) is an ownership change— 

“(i) LESS THAN 5-PERCENT SHAREHOLDERS.—Subpara- 
graph (A) shall be applied separately with respect to 
each group of shareholders (immediately before such 
equity structure shift) of each corporation which was a 
party to the reorganization involved in such equity 
structure shift. 

“(ii) ACQUISITIONS OF sTOCK.—Unless a different 
proportion is established, acquisitions of stock after 
such equity structure shift shall be treated as being 
made proportionately from all shareholders imme- 
diately before such acquisition. 

“(C) COORDINATION WITH OTHER OWNER SHIFTS.—Except as 
provided in regulations, the rules of subparagraph (B) shall 
apply in determining whether there has been an owner 
shift involving a 5-percent shareholder and whether such 
shift (or subsequent transaction) results in an ownership 
change. 

“(h) SpeciaL RuLEs For Buitt-In GAINs AND LOSSES AND SECTION 
338 Gains.—For purposes of this section— 
“(1) IN GENERAL.— 

“(A) NET UNREALIZED BUILT-IN GAIN.— 

“(i) IN GENERAL.—If the old loss corporation has a net 
unrealized built-in gain, the section 382 limitation for 
any recognition period taxable year shall be increased 
by the recognized built-in gains for such taxable year. 

“(ii) LimrraTion.—The increase under clause (i) for 
any recognition period taxable year shall not exceed— 

“(D the net unrealized built-in gain, reduced by 
“(II) recognized built-in gains for prior years 
ending in the recognition period. 

“(B) NET UNREALIZED BUILT-IN LOSS.— 

“(i) IN GENERAL.—If the old loss corporation has a net 
unrealized built-in loss, the recognized built-in loss for 
any recognition period taxable year shall be subject to 
limitation under this section in the same manner as if 
such loss were a pre-change loss. 

“(ii) Limrration.—Clause (i) shall apply to recognized 
built-in losses for any recognition period taxable year 
only to the extent such losses do not exceed— 

“(T) the net unrealized built-in loss, reduced by 
“(ID recognized built-in losses for prior taxable 
years ending in the recognition period. 

“(C) SECTION 338 GAIN.—The section 382 limitation for 
any taxable year in which gain is recognized by reason of 
an election under section 338 shall be increased by the 
excess of— 

“(i) the amount of such gain, over 

“(ii) the portion of such gain taken into account in 
computing recognized built-in gains for such taxable 


year. 
“(2) RECOGNIZED BUILT-IN GAIN AND LOSS.— 
“(A) RECOGNIZED BUILT-IN GAIN.—The term ‘recognized 
built-in gain’ means any gain recognized during the rec- 
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ognition period on the disposition of any asset to the extent 
the new loss corporation establishes that— 

“(i) such asset was held by the old loss corporation 
immediately before the change date, and 

“(ii) such gain does not exceed the excess of— 

“(I) the fair market value of such asset on the 
change date, over 
‘ “(ID the adjusted basis of such asset on such 

ate. 

“(B) RECOGNIZED BUILT-IN Loss.—The term ‘recognized 
built-in loss’ means any loss pecognined during the recogni- 
tion period on the disposition of any asset except to the 
extent the new loss corporation establishes that— 

“(i) such asset was not held by the old loss corpora- 
tion immediately before the change date, or 

“(ii) such loss exceeds the excess of — 

“(D) the adjusted basis of such asset on the 
change date, over 
‘ “(ID the fair market value of such asset on such 

ate. 

“(3) NET UNREALIZED BUILT-IN GAIN AND LOSS DEFINED.— 

“(A) NET UNREALIZED BUILT-IN GAIN AND LOSS.— 

“(i) IN GENERAL.—The terms ‘net unrealized built-in 
gain’ and ‘net unrealized built-in loss’ mean, with re- 
spect to any old loss corporation, the amount by 
which— 

“(I) the fair market value of the assets of such 
corporation immediately before an ownership 
change is more or less, respectively, than 

“(II) the aggregate adjusted basis of such assets 
at such time. 

“(ii) SPECIAL RULE FOR REDEMPTIONS.—If a redemp- 
tion occurs in connection with an ownership change, 
determinations under clause (i) shall be made after 
taking such redemption into account. 

“(B) THRESHOLD REQUIREMENT.— 

“(i) If the amount of the net unrealized built-in gain 
or net unrealized built-in loss (determined without 
regard to this subparagraph) of any old loss corporation 
is not greater than 25 percent of the amount deter- 
mined for purposes of subparagraph (AXiXD, the net 
unrealized built-in gain or net unrealized built-in loss 
shall be zero. 

“(ii) CASH AND CASH ITEMS NOT TAKEN INTO AC- 
couNT.—In computing any net unrealized built-in gain 
or net unrealized built-in loss under clause (i), there 
shall not be taken into account— 

“(I) any cash or cash item, or 

“(II any marketable security which has a value 
— does not substantially differ from adjusted 

asis. 

“(4) DISALLOWED LOSS TREATED AS A NET OPERATING Loss.—If a 
deduction for any portion of a recognized built-in loss is dis- 
allowed for any post-change year, such portion— 

“(A) shall be carried forward to subsequent taxable years 
under rules similar to the rules for the carrying forward of 
net operating losses, but 
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“(B) shall be subject to limitation under this section in 
the same manner as a pre-change loss. 

“(5) SPECIAL RULES FOR POST-CHANGE YEAR WHICH INCLUDES 
CHANGE DATE.—For pee of subsection (bX3)— 

“(A) in applying subparagraph (A) thereof, taxable 
income shall be computed without regard to recognized 
built-in gains and losses, and gain described in paragraph 
(1XC), for the year, and 

“(B) in applying subparagraph (B) thereof, the section 382 
limitation shall be computed without regard to ized 
built-in gains, and gain described in paragraph (1XC), for 
the year. 

“(6) SECRETARY MAY TREAT CERTAIN DEDUCTIONS AS BUILT-IN 
LossEs.—The Secretary may by regulation treat amounts which 
accrue on or before the change date but which are allowable as 
a deduction after such date as recognized built-in losses. 

“(7) RECOGNITION PERIOD, ETC.— 

“(A) RECOGNITION PERIOD.—The term ‘recognition period’ 
means, with respect to any ownership change, the 5-year 
period beginning on the change date. 

“(B) RECOGNITION PERIOD TAXABLE YEAR.—The term ‘rec- 
ognition period taxable year’ means any taxable year any 
portion of which is in the recognition period. 

“(8) DETERMINATION OF FAIR MARKET VALUE IN CERTAIN 
casEs.—If 80 percent or more in value of the stock of a corpora- 
tion is acquired in 1 transaction (or in a series of related 
transactions during any 12-month period), for purposes of deter- 
mining the net unrealized built-in loss, the fair market value of 
the assets of such corporation shall not exceed the grossed up 
amount paid for such stock properly adjusted for indebtedness 
of the corporation and other relevant items. 

“(9) TAX-FREE EXCHANGES OR TRANSFERS.—The Secretary shall 
prescribe such regulations as may be necessary to carry out the 
purposes of this subsection where property held on the change 
date is transferred in a transaction where gain or loss is not 
recognized (in whole or in part). 

“(i) TestinG Pertop.—F or purposes of this section— 

“(1) 3-YEAR PERIOD.—Except as otherwise provided in this 
section, the testing period is the 3-year period ending on the day 
of any owner shift involving a 5-percent shareholder or equity 
structure shift. 

“(2) SHORTER PERIOD WHERE THERE HAS BEEN RECENT OWNER- 
SHIP CHANGE.—If there has been an ownership change under 
this section, the testing period for determining whether a 2nd 
ownership change has occurred shall not begin before the lst 
day following the change date for such earlier ownership 
change. 

“(3) SHORTER PERIOD WHERE ALL LOSSES ARISE AFTER 3-YEAR 
PERIOD BEGINS.—The testing period shall not in before the 
lst day of the lst taxable year from which there is a 
carryforward of a loss or of an excess credit to the lst post- 
change year. Except as provided in regulations, this paragraph 
shall not apply to any loss corporation which has a net unreal- 
cn bani oss (determined after application of subsection 

“(j) CHance Date.—For purposes of this section, the change date 


1s 
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“(1) in the case where the last component of an ownership 
change is an owner shift involving a 5-percent shareholder, the 
date on which such shift occurs, and 

“(2) in the case where the last component of an ownership 
change is an equity structure shift, the date of the reorganiza- 
tion. 

“(k) DEFINITIONS AND SPECIAL RuLES.—For purposes of this sec- 
tion— 

“(1) Loss CORPORATION.—The term ‘loss corporation’ means a 
corporation entitled to use a net operating loss carryover. 
Except to the extent provided in regulations, such term includes 
any corporation with a net unrealized built-in loss. 

“(2) OLD LOSS CORPORATION.—The term ‘old loss corporation’ 
means any corporation with respect to which there is an owner- 
ship change— 

“(A) which (before the ownership change) was a loss 
corporation, or 

“(B) with respect to which there is a pre-change loss 
described in subsection (d\(1\B). 

“(3) NEW LOSS CORPORATION.—The term ‘new loss corporation’ 
means a corporation which (after an ownership change) is a loss 
corporation. Nothing in this section shall be treated as implying 
that the same corporation may not be both the old loss corpora- 
tion and the new loss corporation. 

“(4) TAXABLE INCOME.—Taxable income shall be computed 
with the modifications set forth in section 172(d). 

“(5) VALUE.—The term ‘value’ means fair market value. 

“(6) RULES RELATING TO STOCK.— 

“(A) PREFERRED STOCK.—Except as provided in regula- 
tions and subsection (e), the term ‘stock’ means stock other 
than stock described in section 1504(a)\(4). 

“(B) TREATMENT OF CERTAIN RIGHTS, ETC.—The Secretary 
shall prescribe such regulations as may be necessary— 

“(i) to treat warrants, options, contracts to acquire 
stock, convertible debt interests, and other similar in- 
terests as stock, and 

“(ii) to treat stock as not stock. 

“(C) DETERMINATIONS ON BASIS OF VALUE.—Determina- 
tions of the percentage of stock of any corporation held by 
any person shall be made on the basis of value. 

“(7) 5-PERCENT SHAREHOLDER.—The term ‘5-percent share- 
holder’ means any person holding 5 percent or more of the stock 
of the corporation at any time during the testing period. 

“(1) Certain ADDITIONAL OPERATING RULES.—For purposes of this 
section— 


“(1) CERTAIN CAPITAL CONTRIBUTIONS NOT TAKEN INTO AC- 
COUNT.— 

“(A) IN GENERAL.—Any capital contribution received by 
an old loss corporation as part of a plan a principal purpose 
of which is to avoid or increase any limitation under this 
section shall not be taken into account for purposes of this 
section. 

“(B) CERTAIN CONTRIBUTIONS TREATED AS PART OF PLAN.— 
For purposes of subparagraph (A), any capital contribution 
made during the 2-year period ending on the change date 
shall, except as provided in regulations, be treated as part 
of a plan described in subparagraph (A). 
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“(2) ORDERING RULES FOR APPLICATION OF SECTION.— 

“(A) COORDINATION WITH SECTION 172(b) CARRYOVER 
RULES.—In the case of any pre-change loss for any taxable 
year (hereinafter in this subparagraph referred to as the 
‘loss year’) subject to limitation under this section, for 
purposes of determining under the 2nd sentence of section 
172(b2) the amount of such loss which may be carried to 
any taxable year, taxable income for any taxable year shall 
be treated as not greater than— 

“(i) the section 382 limitation for such taxable year, 
reduced by 

“(ii) the unused pre-change losses for taxable years 
preceding the loss year. 

Similar rules shall apply in the case of any credit or loss 
subject to limitation under section 383. 

“(B) ORDERING RULE FOR LOSSES CARRIED FROM SAME TAX- 
ABLE YEAR.—In any case in which— 

“(i) a pre-change loss of a loss corporation for any 
taxable year is subject to a section 382 limitation, and 

“(ii) a net operating loss of such corporation from 
such taxable year is not subject to such limitation, 

taxable income shall be treated as having been offset first 
by the loss subject to such limitation. 
“(3) OPERATING RULES RELATING TO OWNERSHIP OF STOCK.— 

“(A) CONSTRUCTIVE OWNERSHIP.—Section 318 (relating to 
constructive ownership of stock) shall apply in determining 
ownership of stock, except that— 

“(i) paragraphs (1) and (5XB) of section 318(a) shall 
not apply and an individual and all members of his 
family described in paragraph (1) of section 318(a) shall 
be treated as 1 individual for purposes of applying this 
section, 

“(ii) paragraph (2) of section 318(a) shall be applied— 

‘I) without regard to the 50-percent limitation 
contained in subparagraph (C) thereof, and 

“(II except as provided in regulations, by treat- 
ing stock attributed thereunder as no longer being 
held by the entity from which attributed, 

“(iii) paragraph (3) of section 318(a) shall be applied 
only to the extent provided in regulations, and 

“(iv) except to the extent provided in regulations, 
paragraph (4) of section 318(a) shall apply to an option 
if such application results in an ownership change. 

A rule similar to the rule of clause (iv) shall apply in the 
case of any contingent purchase, warrant, convertible debt, 
put, stock subject to a risk of forfeiture, contract to acquire 
stock, or similar interests. 

“(B) StocK ACQUIRED BY REASON OF DEATH, GIFT, DIVORCE, 
SEPARATION, ETC.—If— 

“(i) the basis of any stock in the hands of any person 
is determined— 

“(D under section 1014 (relating to property ac- 
quired from a decedent), 

“(II) section 1015 (relating to property acquired 
by a gift or transfer in trust), or 

“(IID section 1041(bX2) (relating to transfers of 
property between spouses or incident to divorce, 
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“(ii) stock is received by any person in satisfaction of 
a right to receive a pecuniary bequest, or 

“(iii) stock is acquired by a person pursuant to any 
divorce or separation instrument (within the meaning 
of section 71(b\(2)), 

such person shall be treated as owning such stock during 
the period such stock was owned by the person from whom 
it was acquired. 

“(C) SPECIAL RULE FOR EMPLOYEE STOCK OWNERSHIP 
PLANS.— 

“(i) IN GENERAL.—Except as provided in clause (ii), 
the acquisition of employer securities (within the mean- 
ing of section 409(1)) by— 

“(I) a tax credit employee stock ownership plan 
or an employee stock ownership plan (within the 
meaning of section 4975(eX7)), or 

“(ID a participant of any such plan pursuant to 
the requirements of section 409(h), 

shall not be taken into account in determining whether 
an ownership change has occurred. 

“(ii) OWNERSHIP AND ALLOCATION REQUIREMENTS.— 
Subclause (I) of clause (i) shall not apply to any acquisi- 
tion unless— 

“(1 immediately after such acquisition the plan 
holds stock meeting the requirements of section 
1042(b\(2), except that such section shall be applied 
by substituting ‘50 percent’ for ‘30 percent’, and 

“(II) the plan meets requirements similar to the 
requirements of section 409(n). 

“(D) CERTAIN CHANGES IN PERCENTAGE OWNERSHIP WHICH 
ARE ATTRIBUTABLE TO FLUCTUATIONS IN VALUE NOT TAKEN 
INTO ACCOUNT.—Except as provided in regulations, any 
change in proportionate ownership which is attributable 
solely to fluctuations in the relative fair market values of 
different classes of stock shall not be taken into account. 

“(4) REDUCTION IN VALUE WHERE SUBSTANTIAL NONBUSINESS 
ASSETS.— 

“(A) IN GENERAL.—If, immediately after an ownership 
change, the new loss corporation has_ substantial 
nonbusiness assets, the value of the old loss corporation 
shall be reduced by the excess (if any) of— 

“(i) the fair market value of the nonbusiness assets of 
the old loss corporation, over 

“(ii) the nonbusiness asset share of indebtedness for 
which such corporation is liable. 

“(B) CORPORATION HAVING SUBSTANTIAL NONBUSINESS 
ASSETS.—For purposes of subparagraph (A)— 

“(i) IN GENERAL.—The old loss corporation shall be 
treated as having substantial nonbusiness assets if at 
least ¥s of the value of the total assets of such corpora- 
tion consists of nonbusiness assets. 

“(ii) EXCEPTION FOR CERTAIN INVESTMENT ENTITIES.— 
A regulated investment company to which part I of 
subchapter M applies, a real estate investment trust to 
which part II of subchapter M applies, or a real estate 
mortgage pool to which part IV of subchapter M ap- 
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lies, shall not be treated as a new loss corporation 
aving substantial nonbusiness assets. 

‘“(C) NoNBUSINESS ASSETS.—For purposes of this para- 
graph, the term ‘nonbusiness assets’ means assets held for 
investment. 

“(D) NONBUSINESS ASSET SHARE.—For purposes of this 
paragraph, the nonbusiness asset share of the indebtedness 
of the corporation is an amount which bears the same ratio 
to such indebtedness as— 

“(i) the fair market value of the nonbusiness assets of 
the corporation, bears to 

“(ii) the fair market value of all assets of such cor- 
poration. 

“(E) TREATMENT OF SUBSIDIARIES.—For purposes of this 
paragraph, stock and securities in any subsidiary corpora- 
tion shall be disregarded and the parent corporation shall 
be deemed to own its ratable share of the subsidiary’s 
assets. For purposes of the ey sentence, a corpora- 
tion shall be treated as a subsidiary if the parent owns 50 
percent or more of the combined voting power of all classes 
of stock entitled to vote, and 50 percent or more of the total 
value of shares of all classes of stock. 

“(5) TITLE 11 OR SIMILAR CASE.— 

“(A) IN GENERAL.—Subsection (a) shall not apply to any 
ownership —— if— 

“(i) the old loss corporation is (immediately before 
such ownership change) under the i of the 
court in a title 11 or similar case, an 

“(ii) the shareholders and creditors of the old loss 
corporation (determined immediately before such 
ownership change) own (immediately after such owner- 
ship change) stock of the new loss corporation (or stock 
of controlling corporation if also in bankruptcy) which 
meets the requirements of section 1504(aX2) (deter- 
mined by substituting ‘50 percent’ for ‘80 percent’ each 
place it appears). 

“(B) REDUCTION FOR INTEREST PAYMENTS TO CREDITORS 
BECOMING SHAREHOLDERS.—In any case to which subpara- 
graph (A) applies, the net operating loss deduction under 
section 172(a) for any post-change year shall be determined 
as if no deduction was allowable under this chapter for the 
interest paid or accrued by the old loss corporation on 
indebtedness which was converted into stock pursuant to 
title 11 or similar case during— 

“(i) any taxable year ending during the 3-year period 
preceding the taxable year in which the ownership 
change occurs, and 

“(ii) the period of the taxable year in which the 
ownership change occurs on or before the change date. 

“(C) REDUCTION OF CARRYFORWARDS WHERE DISCHARGE OF 
INDEBTEDNESS.—In any case to which subparagraph (A) ap- 
plies, the pre-change losses and excess credits (within the 
meaning of section 383(aX2)) which may be carried to a post- 
change year shall be computed as if 50 percent of the 
amount which, but for the application of section 
108(e10XB), would have been includible in gross income for 
any taxable year had been so included. 
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“(D) SECTION 382 LIMITATION ZERO IF ANOTHER CHANGE 
WITHIN 2 YEARS.—If, during the 2-year period immediatel 
following an ownership change to which this paragrap 
applies, an ownership change of the new loss corporation 
occurs, this paragraph shall not apply and the section 382 
limitation with respect to the 2nd ownership change for any 
post-change year vr eee the change date of the 2nd 
ownership change shall be zero. 

“(E) ONLY CERTAIN STOCK OF CREDITORS TAKEN INTO AC- 
COUNT.—For purposes of subparagraph (A\ii), stock trans- 
ferred to a creditor in satisfaction of indebtedness shall be 
taken into account only if such indebtedness— 

“(i) was held by the creditor at least 18 months before 
the date of the filing of the title 11 or similar case, or 

“(ii) arose in the ordinary course of the trade or 
business of the old loss corporation and is held by the 
person who at all times held the beneficial interest in 
such indebtedness. 

“(F) SPECIAL RULE FOR CERTAIN FINANCIAL INSTITUTIONS.— 

“(i) IN GENERAL.—In the case of any ownership 
change to which this subparagraph applies, this para- 
graph shall be ee 

“(I) by substituting ‘20 gmenad for ‘50 percent’ 
in subparagraph (A\ii), an 

“(II) without regard to subparagraphs (B) and (C). 

“(ii) SPECIAL RULE FOR DEPOSITORS.—For purposes of 
applying this paragraph to an ownership change to 
which this subparagraph applies— 

“(I) a depositor in the old loss corporation shall 
be treated as a stockholder in such loss corporation 
immediately before the change, 

“(II deposits which, after the change, become 
deposits of the new loss corporation shall be 
treated as stock of the new loss corporation, and 

“(II) the fair market value of the outstanding 
stock of the new loss corporation shall include 
deposits described in subclause (II). 

“(iii) CHANGES TO WHICH SUBPARAGRAPH APPLIES.— 
This subparagraph shall apply to— 

“(D an equity structure shift which is a reorga- 
nization described in section 368(aX3\D\Xii), or 

“(ID any other equity structure shift (or trans- 
action to which section 351 applies) which occurs as 
an integral part of a transaction involving a 
change to which subclause (I) applies. 

This subparagraph shall not apply to any equity struc- 
— shift or transaction occurring after December 31, 


“(G) TITLE 11 OR SIMILAR CASE.—For purposes of this 
paragraph, the term ‘title 11 or similar case’ has the mean- 
ing given such term by section 368(aX3)A). 

‘(H) ELECTION NOT TO HAVE PARAGRAPH APPLY.—A new 
loss corporation may elect, subject to such terms and condi- 
tions as the Secretary may prescribe, not to have the 
provisions of this paragraph apply. 

“(6) SPECIAL RULE FOR INSOLVENCY TRANSACTIONS.—If para- 
graph (5) does not apply to any reorganization described in 
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subparagraph (G) of section 368(aX1) or any exchange of debt for 
stock in a title 11 or similar case (as defined in section 
368(aX3)(A)), the value under subsection (e) shall be the value of 
the new loss corporation immediately after the ownership 
change. 

“(7) COORDINATION WITH ALTERNATIVE MINIMUM TAX.—The 
Secretary shall by regulation provide for the application of this 
section to the alternative tax net operating loss deduction under 
section 56(d). 

“(m) REGULATIONS.—The Secretary shall prescribe such regula- 
tions as may be necessary or appropriate to carry out the purposes 
of this section and section 383, including (but not limited to) regula- 
tions— 

“(1) providing for the application of this section and section 
383 where an ownership change with respect to the old loss 
corporation is followed by an ownership change with respect to 
the new loss corporation, and 

“(2) providing for the application of this section and section 
383 in the case of a short taxable year, 

“(3) providing for such adjustments to the application of this 
section and section 383 as is necessary to prevent the avoidance 
of the purposes of this section and section 383, including the 
avoidance of such purposes through the use of related persons, 
pass-thru entities, or other intermediaries, 

“(4) providing for the treatment of corporate contractions as 
redemptions for purposes of subsections (e2) and (hX8)A), and 

“(5) providing for the application of subsection (gX4) where 
there is only 1 corporation involved.” 

(b) AMENDMENT OF SECTION 383.—Section 383 (relating to special 
— on unused investment credits, etc.) is amended to read as 

ollows: 


“SEC. 383. SPECIAL LIMITATIONS ON CERTAIN EXCESS CREDITS, ETC. 


“(a) Excess CrEDITs.— 

“(1) IN GENERAL.—Under regulations, if an ownership change 
occurs with respect to a corporation, the amount of any excess 
credit for any taxable year which may be used in any post- 
change year shall be limited to an amount determined on the 
basis of the tax liability which is attributable to so much of the 
taxable income as does not exceed the section 382 limitation for 
such post-change year to the extent available after the applica- 
tion of section 382 and subsections (b) and (c) of this section. 

“(2) EXCESS CREDIT.—For purposes of paragraph (1), the term 
‘excess credit’ means— 

“(A) any unused general business credit of the corpora- 
tion under section 39, and 

“(B) any unused minimum tax credit of the corporation 
under section 53. 

“(b) LimrTaTION ON Net Capita. Loss.—If an ownership change 
occurs with respect to a corporation, the amount of any net capital 
loss under section 1212 for any taxable year before the lst post- 
change year which may be used in any post-change year shall be 
limited under regulations which shall be based on the principles 
applicable under section 382. Such regulations shall provide that 
any such net capital loss used in a post-change year shall reduce the 
section 382 limitation which is applied to pre-change losses under 
section 382 for such year. 
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“(c) ForEIGN Tax Crepits.—If an ownership change occurs with 
respect to a corporation, the amount of any excess foreign taxes 
under section 904(c) for any taxable year before the Ist post-change 
taxable year shall be limited under regulations which shall be 
consistent with purposes of this section and section 382. 

“(d) Pro Ration RULES FoR YEAR WHICH INCLUDES CHANGE.—For 
purposes of this section, rules similar to the rules of subsections 
(b\(3) and (d)(1)(B) of section 382 shall apply. 

“(e) DEFINITIONS.—Terms used in this section shall have the same 
respective meanings as when used in section 382, except that appro- 
priate adjustments shall be made to take into account that the 
limitations of this section apply to credits and net capital losses.” 

(c) CONFORMING AMENDMENTS.— 

(1) Paragraph (5) of section 318(b) is amended by striking out 
“section 382(a\(3)” and inserting in lieu thereof “section 
382(1)(3)”. 

(2) The table of sections for part V of subchapter C of chapter 
1 is amended— 

(A) by striking out the item relating to section 382 and 
inserting in lieu thereof the following new item: 

“Sec. 382. Limitation on net operating loss carryforwards and certain built- 

in losses following ownership change.”, 
and 
(B) by striking out the item relating to section 383 and 
inserting in lieu thereof the following new item: 


“Sec. 383. Special limitations on certain excess credits, etc.”. 


(d) Report ON DEPRECIATION AND Buitt-In DepucTIONS; REPORT 
ON BANKRUPTCY WorkKouts.—The Secretary of the Treasury or his 
delegate— 

(1) shall, not later than January 1, 1989, conduct a study and 
report to the Committee on Ways and Means of the House of 
Representatives and the Committee on Finance of the Senate 
with respect to the treatment of depreciation, amortization, 
depletion, and other built-in deductions for purposes of sections 
382 and 383 of the Internal Revenue Code of 1986 (as amended 
by this section), and 

(2) shall, not later than January 1, 1988, conduct a study and 
report to the committees referred to in paragraph (1) with 
respect to the treatment of informal bankruptcy workouts for 
purposes of sections 108 and 382 of such Code. 

(e) REPEAL OF CHANGES MADE By Tax ReEForm Act oF 1976.— 

(1) Subsections (e) and (f) of section 806 of the Tax Reform Act 
of 1976 (including the amendment treated as part of such 
subsections under section 59(b) of the Tax Reform Act of 1984) 
are hereby repealed. 

(2) Subsection (g) of such section 806 is amended by striking 
out paragraphs (2) and (8). 

(f) EFFectTIvVE DaTEs.— 

(1) IN GENERAL.—The amendments made by subsections (a), 
(b), and (c) shall apply to any ownership change following— 

(A) an owner shift involving a 5-percent shareholder 
occurring after December 31, 1986, or 
(B) an equity structure shift occurring pursuant to a pian 
of reorganization adopted after December 31, 1986. 
(2) FoR AMENDMENTS TO TAX REFORM ACT OF 1976.— 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2267 


(A) IN GENERAL.—The repeals made by subsection (eX1) 
and the amendment made by subsection (e\(2) shall take 
effect on January 1, 1986. 

(B) ELECTION TO HAVE AMENDMENTS APPLY.— 

(i) If a taxpayer described in clause (ii) elects to have 
the provisions of this subparagraph apply, the amend- 
ments made by subsections (e) and (f) of section 806 of 
the Tax Reform Act of 1976 shall apply to the reorga- 
nization described in clause (ii). 

(ii) A taxpayer is described in this clause if the 
taxpayer filed a title 11 or similar case on December 8, 
1981, filed a plan of reorganization on February 5, 1986, 
filed an amended plan on March 14, 1986, and received 
court approval for the amended plan and disclosure 
statement on April 16, 1986. 

(C) APPLICATION OF OLD RULES TO CERTAIN DEBT.—In the 
case of debt of a corporation incorporated in Colorado on 
November 8, 1924, with headquarters in Denver, Colorado— 

(i) the amendments made by subsections (a), (b), and 
(c) shall not apply to any debt restructuring of such 
debt which was approved by the debtor’s Board of 
Directors and the lenders in 1986, and 

(ii) the amendments made by subsections (e) and (f) of 
section 806 of the Tax Reform Act of 1976 (including 
the amendment treated as part of such subsections 
under section 59(b) of the Tax Reform Act of 1984) shall 
apply to such debt restructuring. 

(D) SPECIAL RULE FOR OIL AND GAS WELL DRILLING BUSI- 
NEss.—In the case of a Texas corporation incorporated on 
July 23, 1935, in applying section 382 of the Internal Reve- 
nue Code of 1986 (as in effect before and after the amend- 
ments made by subsections (a), (b), and (c)) to a loan 
restructuring agreement during 1985, section 382(aX5XC) of 
the Internal Revenue Code of 1954 (as added by the amend- 
ments made by subsections (e) and (f) of section 806 of the 
Tax Reform Act of 1976) shall be applied as if it were in 
effect with respect to such restructuring or reorganization. 

(3) TESTING PERIOD.—For purposes of determining whether 
there is an ownership change after December 31, 1986, the 
testing period shall not begin before the later of— 

(A) May 6, 1986, or 

(B) in the case of an ownership change which occurs after 
May 5, 1986, and to which the amendments made by subsec- 
tions (a), (b), and (c) do not apply, the first day following the 
date on which such ownership change occurs. 

(4) SPECIAL TRANSITION RULES.—The amendments made by 
subsections (a), (b), and (c) shall not apply to any— 

(A) stock-for-debt exchanges and stock sales made pursu- 
ant to a plan of reorganization with respect to a petition for 
reorganization filed by a corporation under chapter 11 of 
title 11, United States Code, on August 26, 1982, and which 
filed with a United States district court a first amended and 
related plan of reorganization before March 1, 1986, or 

(B) ownership change of a Delaware corporation incor- 
porated in August 1983, which may result from the exercise 
of put or call option under an agreement entered into on 
September 14, 1983, but only with respect to taxable years 
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beginning after 1991 regardless of when such ownership 
change takes place. 
Any regulations prescribed under section 382(gX3B) of the 
Internal Revenue Code of 1986 (as amended by subsection (a)) 
shall not apply with respect to domestic building and loan 
trasactions for any period before January 1, 1989. 

(5) BANKRUPTCY PROCEEDINGS.—In the case of a reorganization 
described in subparagraph (G) of section 368(a)(1) of the Internal 
Revenue Code of 1986 or an exchange of debt for stock in a title 
11 or similar case, as defined in section 368(aX3) of such Code, 
the amendments made by subsections (a), (b), and (c) shall not 
apply to any ownership change resulting from such a reorga- 
nization or proceeding if a petition in such case was filed with 
the court before August 14, 1986. 

(6) CERTAIN PLANS.—The amendments made by subsections 
(a), (b), and (c) shall not apply to any ownership change with 
respect to— 

(A) the acquisition of a corporation the stock of which is 
acquired pursuant to a plan of divestiture which identified 
such corporation and its assets, and was agreed to by the 
board of directors of such corporation’s parent corporation 
on May 17, 1985, 

(B) a merger which occurs pursuant to a merger agree- 
ment (entered into before September 24, 1985) and an ap- 
plication for approval by the Federal Home Loan Bank 
Board was filed on October 4, 1985, 

(C) a reorganization involving a party to a reorganization 
of a group of corporations engaged in enhanced oil recovery 
operations in California, merged in furtherance of a plan of 
reorganization adopted by a board of directors vote on 
September 24, 1985, and a Delaware corporation whose 
principal oil and gas producing fields are located in Califor- 
nia, or 

(D) the conversion of a mutual savings and loan associa- 
tion holding a Federal charter dated March 22, 1985, to a 
stock savings and loan association pursuant to the rules 
and regulations of the Federal Home Loan Bank Board. 

(7) OWNERSHIP CHANGE OF REGULATED AIR CARRIER.—The 
amendments made by subsections (a), (b), and (c) shall not apply 
to an ownership change of a regulated air carrier if— 

(A) on July 16, 1986, at least 40 percent of the outstanding 
common stock (excluding all preferred stock, whether or 
not convertible) of such carrier had been acquired by the 
parent corporation referred to in section 203(d\13\B), and 

(B) the acquisition (by or for such parent corporation) or 
retirement of the remaining common stock of such carrier 
is completed before the later of March 31, 1987, or 90 days 
after the requisite governmental approvals are finally 
granted, 

but only if the ownership change occurs on or before the later of 
March 31, 1987, or such 90th day. The aggregate reduction in 
tax for any taxable year by reason of this paragraph shall not 
exceed $10,000,000. The testing period for determining whether 
a subsequent ownership change has occurred shall not begin 
before the 1st day following an ownership change to which this 
paragraph applies. 
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(8) The amendments made by subsections (a), (b), and (c) shall 
not apply to any ownership change resulting from the conver- 
sion of a Minnesota mutual savings bank holding a Federal 
charter dated December 31, 1985, to a stock savings bank pursu- 
ant to the rules and regulations of the Federal Home Loan Bank 
Board, and from the issuance of stock pursuant to that conver- 
sion to a holding company incorporated in Delaware on Febru- 
ary 21, 1984. For purposes of determining whether any 
ownership change occurs with respect to the holding company or 
any subsidiary thereof (whether resulting from the transaction 
described in the preceding sentence or otherwise), any issuance of 
stock made by such holding company in connection with the 
transaction described in the preceding sentence shall not be 
taken into account. 

(9) DEFINITIONS.—Except as otherwise provided, terms used in 
this subsection shall have the same meaning as when used in 
section 382 of the Internal Revenue Code of 1986 (as amended by 
this section). 


Subtitle D—Recognition of Gain and Loss on 
Distributions of Property in Liquidation 


SEC. 631. RECOGNITION OF GAIN AND LOSS ON DISTRIBUTIONS OF PROP- 
ERTY IN LIQUIDATION. 


(a) GENERAL RuLE.—Subpart B of part II of subchapter C (relating 
to effects on corporation) is amended by striking out sections 336 
and 337 and inserting in lieu thereof the following: 


“SEC. 336. GAIN OR LOSS RECOGNIZED ON PROPERTY DISTRIBUTED IN 
COMPLETE LIQUIDATION. 


“(a) GENERAL RULE.—Except as otherwise provided in this section 
or section 337, gain or loss shall be recognized to a liquidating 
corporation on the distribution of property in complete liquidation 
= such property were sold to the distributee at its fair market 
value. 

“(b) TREATMENT OF LIABILITIES IN Excess or Basis.—If any prop- 
erty distributed in the liquidation is subject to a liability or the 
shareholder assumes a liability of the liquidating corporation in 
connection with the distribution, for purposes of subsection (a) and 
section 337. the fair market value of such property shall be treated 
as not less than the amount of such liability. 

“(c) EXCEPTION FOR CERTAIN LIQUIDATIONS TO WHICH Part III 
APppPLIES.—This section shall not apply with respect to any distribu- 
tion of property to the extent there is nonrecognition of gain or loss 
with respect to such property to the recipient under part III. 

“(d) LIMITATIONS ON RECOGNITION OF Loss.— 

(1) No LOSS RECOGNIZED IN CERTAIN DISTRIBUTIONS TO RELATED 
PERSONS.— 
“(A) IN GENERAL.—No loss shall be recognized to a liq- 
uidating corporation on the distribution of any property to 
a related person (within the meaning of section 267) if— 
“(i) such distribution is not pro rata, or 

“(ii) such property is disqualified property. 
“(B) DISQUALIFIED PROPERTY.—For pur of subpara- 
graph (A), the term ‘disqualified property means any prop- 
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erty which is acquired by the liquidating corporation in a 
transaction to which section 351 applied, or as a contribu- 
tion to capital, during the 5-year period ending on the date 
of the distribution. Such term includes any property if the 
adjusted basis of such property is determined (in whole or 
in part) by reference to the adjusted basis of property 
described in the preceding sentence. 

‘(2) SPECIAL RULE FOR CERTAIN PROPERTY ACQUIRED IN CERTAIN 
CARRYOVER BASIS TRANSACTIONS.— 

“(A) IN GENERAL.—For purposes of determining the 
amount of loss recognized by any liquidating corporation on 
any sale, exchange, or distribution of property described in 
subparagraph (B), the adjusted basis of such property shall 
be reduced (but not below zero) by the excess (if any) of— 

“(i) the adjusted basis of such property immediately 
after its acquisition by such corporation, over 

“(ii) the fair market value of such proverty as of such 
time. 

“(B) DESCRIPTION OF PROPERTY.— 

“(i) IN GENERAL.—For purposes of subparagraph (A), 
property is described in this subparagraph if— 

“(I) such property is acquired by the liquidating 
corporation in a transaction to which section 351 
applied or as a contribution to capital, and 

“(ID the acquisition of such property by the liq- 
uidating corporation was part of a plan a principal 
purpose of which was to recognize loss by the 
liquidating corporation with respect to such prop- 
erty in connection with the liquidation. 

Other property shall be treated as so described if the 
adjusted basis of such other property is determined (in 
whole or in part) by reference to the adjusted basis of 
property described in the preceding sentence. 

“(ii) CERTAIN ACQUISITIONS TREATED AS PART OF 
PLAN.—For purposes of clause (i), any property de- 
scribed in clause (iXI) acquired by the liquidating cor- 
poration during the 2-year period ending on the date of 
the adoption of the plan of complete liquidation shall, 
except as provided in regulations, be treated as part of 
a plan described in clause (iD. 

“(C) RECAPTURE IN LIEU OF DISALLOWANCE.—The Sec- 
retary may prescribe regulations under which, in lieu of 
disallowing a loss under subparagraph (A) for a prior tax- 
able year, the gross income of the liquidating corporation 
for the taxable year in which the plan of complete liquida- 
tion is adopted shall be increased by the amount of the 
disallowed loss. 

“(3) SPECIAL RULE IN CASE OF LIQUIDATION TO WHICH SECTION 
332 APPLIES.—In the case of any liquidation to which section 332 
applies, no loss shall be recognized to the liquidating corpora- 
tion on any distribution in such liquidation. 

‘(e) CERTAIN Stock SALES AND DistripuTIONS May Bre TREATED As 
-— TRANSFERS.—Under regulations prescribed by the Secretary, 
1 — 

“(1) a corporation owns stock in another corporation meeting 
the requirements of section 1504(a\(2), and 
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“(2) such corporation sells, exchanges, or distributes all of 
such stock, 
such corporation may elect to treat such sale, exchange, or distribu- 
tion as a disposition of all of the assets of such other corporation, 
and no gain or loss shall be recognized on the sale, exchange, or 
distribution of such stock. 


“SEC. 337. NONRECOGNITION FOR PROPERTY DISTRIBUTED TO PARENT 
IN COMPLETE LIQUIDATION OF SUBSIDIARY. 


“(a) In GeNERAL.—No gain or loss shall be recognized to the 
liquidating corporation on the distribution to the 80-percent 
distributee of any property in a complete liquidation to which 
section 332 applies. 

“(b) TREATMENT OF INDEBTEDNESS OF SUBSIDIARY, Etc.— 

“(1) INDEBTEDNESS OF SUBSIDIARY TO PARENT.—If— 
“(A) a corporation is liquidated in a liquidation to which 
section 332 applies, and 
“(B) on the date of the adoption of the plan of liquidation, 
such corporation was indebted to the 80-percent distributee, 
for purposes of this section and section 336, any transfer of 
property to the 80-percent distributee in satisfaction of such 
indebtedness shall be treated as a distribution to such distribu- 
tee in such liquidation. 
“(2) TREATMENT OF TAX-EXEMPT DISTRIBUTEE.— 
“(A) IN GENERAL.—Except as provided in subparagraph 
(B), paragraph (1) and subsection (a) shall not apply where 
the 80-percent distributee is an organization (other than a 
cooperative described in section 521) which is exempt from 
the tax imposed by this chapter. 
“(B) EXCEPTION WHERE PROPERTY WILL BE USED IN UNRE- 
LATED BUSINESS.— 

“(i) IN GENERAL.—Subparagraph (A) shall not apply 
to any distribution of property to an organization de- 
scribed in section 511(aX2) or 511(bX2) if, immediately 
after such distribution, such organization uses such 
property in an unrelated trade or business (as defined 
in section 513). 

“(ii) LATER DISPOSITION OR CHANGE IN USE.—If any 
property to which clause (i) applied is disposed of by the 
organization acquiring such property, notwithstanding 
any other provision of law, any gain (not in excess of 
the amount not recognized by reason of clause (i)) shall 
be included in such organization’s unrelated business 
taxable income. For purposes of the preceding sentence, 
if such property ceases to be used in an unrelated trade 
or business of such organization, such organization 
shall be treated as having disposed of such property on 
the date of such cessation. 

“(c) 80-PeRcENT DisTRIBUTEE.—For purposes of this section, the 
term ‘80-percent distributee’ means only the corporation which 
meets the 80-percent stock ownership requirements specified in 
section 332(b). 

“(d) ReGuLATIONS.—The Secretary shall prescribe such regula- 
tions as may be necessary or appropriate to carry out the purposes 


of the amendments made to this subpart by the Tax Reform Act of 
1986, including— 
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“(1) regulations to ensure that such purposes may not be 
circumvented through the use of any provision of law or regula- 
tions (including the consolidated return regulations and part III 
of this subchapter), and 

“(2) regulations providing for appropriate coordination of the 
provisions of this section with the provisions of this title relat- 
ing to taxation of foreign corporations and their shareholders.” 

(b) AMENDMENTS TO SECTION 338.— 

(1) Subsection (a) of section 338 (relating to certain stock 
purchases treated as asset acquisitions) is amended by striking 
out “to which section 337 applies”. 

(2) Subsection (c) of section 338 is hereby repealed. 

(3) Subparagraph (B) of section 338(h\10) is amended by 
adding at the end thereof the following new sentence: 

“To the extent provided in regulations, such term also 
includes any affiliated group of corporations which includes 
the target corporation (whether or not such group files a 
consolidated return).” 
(c) TREATMENT OF DISTRIBUTIONS OF APPRECIATED PROPERTY.— 
Section 311 is amended to read as follows: 


“SEC. 311. TAXABILITY OF CORPORATION ON DISTRIBUTION. 


“(a) GENERAL RULE.—Except as provided in subsection (b), no gain 
or loss shall be recognized to a corporation on the distribution, with 
respect to its stock, of— 

“(1) its stock (or rights to acquire its stock), or 

“(2) property. 

“(b) DisTRIBUTIONS OF APPRECIATED PROPERTY.— 

“(1) IN GENERAL.—If— 

“(A) a corporation distributes property (other than an 
obligation of such corporation) to a shareholder in a dis- 
tribution to which subpart A applies, and 

“(B) the fair market value of such property exceeds its 
adjusted basis (in the hands of the distributing corporation), 

then gain shall be recognized to the distributing corporation as 
if -_ property were sold to the distributee at its fair market 
value. 

“(2) TREATMENT OF LIABILITIES IN EXCESS OF BASIS.—Rules 
similar to the rules of section 336(b) shall apply for purposes of 
this subsection.” 

(d) TREATMENT OF FOREIGN DisTRIBUTEES.— 

(1) AMENDMENTS TO SECTION 367.—Subsection (e) of section 367 
is amended to read as follows: 

“(e) TREATMENT OF DISTRIBUTIONS DESCRIBED IN SECTION 355 OR 
LIQUIDATIONS UNDER SECTION 332.— 

“(1) DIsTRIBUTIONS DESCRIBED IN SECTION 355.—In the case of 
any distribution described in section 355 (or so much of section 
356 as relates to section 355) by a domestic corporation to a 
person who is not a United States person, to the extent provided 
in regulations, gain shall be recognized under principles similar 
to the principles of this section. 

“(2) LIQUIDATIONS UNDER SECTION 332.—In the case of any 
liquidation to which section 332 applies, except as provided in 
regulations, subsections (a) and (bX1) of section 337 shall not 
apply where the 80-percent distributee (as defined in section 
337(c)) is a foreign corporation.” 

(2) AMENDMENTS TO SECTION 1248.— 
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(A) Subsection (e) of section 1248 is amended by striking 
out “Under regulations” and inserting in lieu thereof 
——_ as provided in regulations”. 

(B) Subsection (f) of section 1248 is amended by inserting 
“Except as provided in regulations prescribed by the Sec- 
retary—”’ after the subsection heading. 

(e) TECHNICAL AND CONFORMING AMENDMENTS.— 
(1) Paragraph (4) of section 312(n) (as redesignated by title 
XVIID is amended to read as follows: 
“(4) LIFO INVENTORY ADJUSTMENTS.— 

“(A) IN GENERAL.—Earnings and profits shall be in- 
creased or decreased by the amount of any increase or 
decrease in the LIFO recapture amount as of the close of 
each taxable year; except that any decrease below the LIFO 
recapture amount as of the close of the taxable year preced- 
ing the lst taxable year to which this paragraph applies to 
the taxpayer shall be taken into account only to the extent 
provided in regulations prescribed by the Secretary. 

“(B) LIFO RECAPTURE AMOUNT.—For purposes of this 
paragraph, the term ‘LIFO recapture amount’ means the 
amount (if any) by which— 

“(i) the inventory amount of the inventory assets 
under the first-in, first-out method tieiend by sec- 
tion 471, exceeds 

“(ii) the inventory amount of such assets under the 
LIFO method. 

“(C) Derinit1ons.—For purposes of this paragraph— 

“(i) LIFO MetHop.—The term ‘LIFO method’ means 
the method authorized by section 472 (relating to last- 
in, first-out inventories). 

“(ii) INVENTORY ASSETS.—The term ‘inventory assets’ 
means stock in trade of the corporation, or other prop- 
erty of a kind which would properly be included in the 
inventory of the corporation if on hand at the close of 
the taxable year. 

“(iii) INVENTORY AMOUNT.—The inventory amount of 
assets under the first-in, first-out method authorized by 
section 471 shall be determined— 

“(I) if the corporation uses the retail method of 
valuing inventories under section 472, by using 
such method, or 

“(ID if subclause (I) does not apply, by using cost 
or market, whichever is lower.” 

(2) Subsection (c) of section 332 is hereby repealed. 

(3) Section 333 is hereby repealed. 

(4A) Subsection (a) of section 334 is amended by striking out 
“(other than a distribution to which section 333 = all 

(B) Subsection (c) of section 334 is hereby repealed. 

(5) Paragraph (12) of section 338(h) is hereby eas 

(6A) Subsection (e) of section 341 is amended by striking out 
paragraphs (2), (8), and (4). 

(B) Paragraph (5) of section 341(e) is amended— 

(i) by striking out “paragraphs (1), (2), and (4)” and insert- 
ing in lieu thereof “paragraph (1)”, and 

(ii) by striking out a (B). 

' @ Subsection (b) of section 346 is amended by striking out 
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(8A) Subparagraphs (A) and (B) of section 453(h)\(1) (relating 
to use of installment sales in section 337 liquidations) are 
amended to read as follows: 

“(A) IN GENERAL.—If, in a liquidation to which section 331 
applies, the shareholder receives (in exchange for the share- 
holder’s stock) an installment obligation acquired in respect 
of a sale or exchange by the corporation during the 12- 
month period beginning on the date a plan of complete 
liquidation is adopted and the liquidation is completed 
during such 12-month period, then, for purposes of this 
section, the receipt of payments under such obligation (but 
not the receipt of such obligation) by the shareholder shall 
be treated as the receipt of payment for the stock. 

“(B) OBLIGATIONS ATTRIBUTABLE TO SALE OF INVENTORY 
MUST RESULT FROM BULK SALE.—Subparagraph (A) shall not 
apply to an installment obligation acquired in respect of a 
sale or exchange of— 

“(i) stock in trade of the corporation, 

“(ii) other property of a kind which would properly be 
included in the inventory of the corporation if on hand 
at the close of the taxable year, and 

“(iii) property held by the corporation primarily for 
sale to customers in the ordinary course of its trade or 
business, 

unless such sale or exchange is to one person and involves 
substantially all of such property attributable to a trade or 
business of the corporation.” 
i “ Subparagraph (E) of section 453(h\(1) is amended to read as 
ollows: 

“(E) SALES BY LIQUIDATING SUBSIDIARIES.—For purposes of 
subparagraph (A), in the case of a controlling corporate 
shareholder (within the meaning of section 368(c\1)) of a 
selling corporation, an obligation acquired in respect of a 
sale or exchange by the selling corporation shall be treated 
as so acquired by such controlling corporate shareholder. 
The preceding sentence shall be applied successively to 
each controlling corporate shareholder above such control- 
ling corporate shareholder.” 

(C) The heading for section 453(h) is amended by striking out 
“SECTION 337” and inserting in lieu thereof “CERTAIN”. 

(9) Subsection (d) of section 453B is amended to read as 
follows: 

“(d) ErFect OF DISTRIBUTION IN LIQUIDATIONS TO WHICH SECTION 
332 AppLiEs.—If— 

“(1) an installment obligation is distributed in a liquidation to 
which section 332 (relating to complete liquidations of subsidi- 
aries) applies, and 

“(2) the basis of such obligation in the hands of the distributee 
is determined under section 334(b\(1), 

then no gain or loss with respect to the distribution of such obliga- 
tion shall be recognized by the distributing corporation.” 

(10) Paragraph (5) of section 467(c) is amended by striking out 
“453B(d\(2),.’. 

(11) Subsection (b) of section 852 is amended by adding at the 
end thereof the following new paragraph: 

“(6) SECTION 311(b) NOT TO APPLY TO CERTAIN DISTRIBUTIONS.— 
Section 311(b) shall not apply to any distribution by a regulated 
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investment company to which this part applies, if such distribu- 
tion is in redemption of its stock upon the demand of the 
shareholder.” 

(12) Subsection (d) of section 897 is amended— 

(A) by striking out paragraph (2), 

(B) by striking out the heading for paragraph (1), 

(C) by appropriately redesignating each subparagraph, 
clause, and subclause of paragraph (1) as a paragraph, 
subparagraph, or clause, as the case may be, 

(D) by striking out “subparagraph (A)” in paragraph (2) 
(as so redesignated) and inserting in lieu thereof “para- 
graph (1)”, and 

(E) by striking out “, Erc.,” in the subsection heading. 

(13) Subsection (a) of section 1056 is amended by striking out 
the last sentence thereof. 

(14) Paragraph (2) of section 1255(b) is amended by striking 
out “453B(d\(2)’. 

(15) Paragraph (3) of section 1276(c) is amended by striking 
out “334(c),”. 

(16) The table of sections for subpart A of part II of sub- 
chapter C of chapter 1 is amended by striking out the item 
relating to section 333. 

(17) The table of sections for subpart B of part II of subchapter 
C of chapter 1 is amended by striking out the items relating to 
sections 336 and 337 and inserting in lieu thereof the following: 

“Sec. 336. Gain or loss recognized on property distributed in complete 

liquidation. 

“Sec. 337. Nonrecognition for property distributed to parent in complete 

liquidation of subsidiary.” 


SEC. 632. TREATMENT OF C CORPORATIONS ELECTING SUBCHAPTER S 
STATUS. 


(a) GENERAL Ru.Le.—Section 1374 (relating to tax imposed on 
certain capital gains) is amended to read as follows: 


“SEC. 1374. TAX IMPOSED ON CERTAIN BUILT-IN GAINS. 


“(a) GENERAL Ru.e.—If for any taxable year beginning in the 
recognition period an S corporation has a recognized built-in gain, 
there is hereby imposed a tax (computed under subsection (b)) on the 
income of such corporation for such taxable year. 

“(b) AMOUNT oF Tax.— 

“(1) IN GENERAL.—The tax imposed by subsection (a) shall be a 
tax computed by applying the highest rate of tax specified in 
section 11(b) to the lesser of— 

“(A) the recognized built-in gains of the S corporation for 
the taxable year, or 

“(B) the amount which would be the taxable income of 
the corporation for such taxable year if such corporation 
were not an S corporation. 

“(2) NET OPERATING LOSS CARRYFORWARDS FROM C YEARS AL- 
LOWED.—Notwithstanding section 1371(b\(1), any net operating 
loss carryforward arising in a taxable year for which the cor- 
poration was a C corporation shall be allowed as a deduction 
against the lesser of the amounts referred to in subparagraph 
(A) or (B) of paragraph (1). For purposes of determining the 
amount of any such loss which may be carried to subsequent 
taxable years, the lesser of the amounts referred to in subpara- 
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graph (A) or (B) of paragraph (1) shall be treated as taxable 
income. 

“(3) CREDITS.— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), no credit shall be allowable under part IV of subchapter 
A of this chapter (other than under section 34) against the 
tax imposed by subsection (a). 

“(B) BUSINESS CREDIT CARRYFORWARDS FROM C YEARS AL- 
LOWED.—Notwithstanding section 1371(b\1), any business 
credit carryforward under section 39 arising in a taxable 
year for which the corporation was a C corporation shall be 
allowed as a credit against the tax imposed by subsection (a) 
in the same manner as if it were imposed by section 11. 

“(4) COORDINATION WITH SECTION 1201(a).—For purposes of 
section 1201(a)— 

“(A) the tax imposed by subsection (a) shall be treated as 
if it were imposed by section 11, and 

“(B) the lower of the amounts specified in subparagraphs 
(A) and (B) of paragraph (1) shall be treated as the taxable 
income. 

“(c) LIMITATIONS.— 

“(1) CoRPORATIONS WHICH WERE ALWAYS S CORPORATIONS.— 
Subsection (a) shall not apply to any corporation if an election 
under section 1362(a) has been in effect with respect to such 
corporation for each of its taxable years. Except as provided in 
regulations, an S corporation and any predecessor corporation 
shall be treated as 1 corporation for purposes of the preceding 
sentence. 

“(2) LIMITATION ON AMOUNT OF RECOGNIZED BUILT-IN GAINS.— 
The amount of the recognized built-in gains taken into account 
under this section for any taxable year shall not exceed the 
excess (if any) of— 

“(A) the net unrealized built-in gain, over 

“(B) the recognized built-in gains for prior taxable years 
beginning in the recognition period. 

“(d) DeriniTIONS AND SpeciaL Rutes.—For purposes of this 
section— ; 

“(1) NET UNREALIZED BUILT-IN GAIN.—The term ‘net unreal- 
ized built-in gain’ means the amount (if any) by which— 

“(A) the fair market value of the assets of the S corpora- 
tion as of the beginning of its 1st taxable year for which an 
election under section 1362(a) is in effect, exceeds 

“(B) the aggregate adjusted bases of such assets at such 
time. 

“(2) RECOGNIZED BUILT-IN GAIN.—The term ‘recognized built- 
in gain’ means any gain recognized during the recognition 
period on the disposition of any asset except to the extent that 
the S corporation establishes that— 

“(A) such asset was not held by the S corporation as of 
the beginning of the lst taxable year referred to in para- 
graph (1), or 

“(B) such gain exceeds the excess (if any) of— 

“(i) the fair market value of such asset as of the 
beginning of such lst taxable year, over 
“(ii) the adjusted basis of the asset as of such time. 
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“(3) RECOGNITION PERIOD.—The term ‘recognition period’ 
means the 10-year period beginning with the lst day of the lst 
taxable year for which the corporation was an S corporation. 

“(4) TAXABLE INCOME.—Taxable income of the corporation 
shall be determined under section 63(a)— 

“(A) without regard to the deductions allowed by part 
VIII of subchapter B (other than the deduction allowed by 
section 248, relating to organization expenditures), and 

“(B) without regard to the deduction under section 172.” 

(b) TREATMENT OF DisTRIBUTIONS.—Subsection (e) of section 1363 is 
amended to read as follows: 

“(e) SuBsecTION (d) Nort To AppLy To REORGANIZATIONS, Etc.— 
Subsection (d) shall not apply to any distribution to the extent it 
consists of property permitted by section 354, 355, or 356 to be 
received without the recognition of gain.” 

(c) CONFORMING AMENDMENTS.— 

(1) Subparagraph (G) of section 26(b\(2) is amended by striking 
out “certain capital gains” and inserting in lieu thereof “certain 
built-in gains”. 

(2) Paragraph (2) of section 1366(f) is amended to read as 
follows: 

“(2) REDUCTION IN PASS-THRU FOR TAX IMPOSED ON BUILT-IN 
GAINS.—If any tax is imposed under section 1374 for any taxable 
year on an g corporation, for purposes of subsection (a), the 


amount of each recognized built-in gain (as defined in section 
1374(d\(2)) for such taxable year shall be reduced by its propor- 
tionate share of such tax.” 

(3) Subparagraph (B) of section 1375(b\(1) is amended by strik- 


ing out “section 1374(d)” and inserting in lieu thereof ‘ 
1374(d)(4)”’. 

(d) CLERICAL AMENDMENT.—The table of sections for part III of 
subchapter S of chapier 1 is amended by striking out the item 
relating to section 1374 and inserting in lieu thereof the following: 

“Sec. 1374. Tax imposed on certain built-in gains.” 
SEC. 633. EFFECTIVE DATES. : 


(a) GENERAL RuLE.—Except as otherwise provided in this section, 
the amendments made by this subtitle shall apply to— 

(1) any distribution in complete liquidation, and any sale or 
exchange, made by a corporation after July 31, 1986, unless 
= corporation is completely liquidated before January 1, 
1987, 

(2) any transaction described in section 338 of the Internal 
Revenue Code of 1986 for which the acquisition date occurs after 
December 31, 1986, and 

(3) any distribution (not in complete liquidation) made after 
December 31, 1986. 

(b) Buitt-In Garns or S CorporaTions.—The amendments made 
by section 632 (other than subsection (b) thereof) shall apply to 
taxable years beginning after December 31, 1986, but only in cases 
where the Ist taxable year for which the corporation is an S 
a is pursuant to an election made after December 31, 


section 


(c) EXCEPTION FOR CERTAIN PLANS OF LIQUIDATION AND BINDING 
CoNTRACTS.— 
(1) IN GENERAL.—The amendments made by this subtitle shall 
not apply to— 
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(A) any distribution or sale or exchange made pursuant to 
a plan of liquidation adopted before August 1, 1986, if the 
liquidating corporation is completely liquidated before 
January 1, 1988, 

(B) any distribution or sale or exchange made by any 
corporation if 50 percent or more of the voting stock (by 
value) of such corporation is acquired on or after August 1, 
1986, pursuant to a written binding contract in effect before 
such date and if such corporation is completely liquidated 
before January 1, 1988, 

(C) any distribution or sale or exchange made by any 
corporation if substantially all of the assets of such corpora- 
tion are sold on or after August 1, 1986, pursuant to 1 or 
more written binding contracts in effect before such date 
and if such corporation is completely liquidated before 
January 1, 1988, or 

(D) any transaction described in section 338 of the In- 
ternal Revenue Code of 1986 with respect to any target 
corporation if a qualified stock purchase of such target 
corporation is made on or after August 1, 1986, pursuant to 
a written binding contract in effect before such date and 
the acquisition date (within the meaning of such section 
338) is before January 1, 1988. 

(2) SPECIAL RULE FOR CERTAIN ACTIONS TAKEN BEFORE NOVEM- 
BER 20, 1985.—For purposes of paragraph (1), transactions shall 
be treated as pursuant to a plan of liquidation adopted before 
August 1, 1986, if— 

(A) before November 20, 1985— 

(i) the board of directors of the liquidating corpora- 
tion adopted a resolution to solicit shareholder ap- 
proval for a transaction of a kind described in section 
336 or 337, or 

(ii) the shareholders or board of directors have ap- 
proved such a transaction, 

(B) before November 20, 1985— 

(i) there has been an offer to purchase a majority of 
the voting stock of the liquidating corporation, or 

(ii) the board of directors of the liquidating corpora- 
tion has adopted a resolution approving an acquisition 
or recommending the approval of an acquisition to the 
shareholders, or 

(C) before November 20, 1985, a ruling request was 
submitted to the Secretary of the Treasury or his delegate 
with respect to a transaction of a kind described in section 
336 or 337 of the Internal Revenue Code of 1954 (as in effect 
before the amendments made by this subtitle). 

For purposes of the preceding sentence, any action taken by the 

board of directors or shareholders of a corporation with respect 

to any subsidiary of such corporation shall be treated as taken 

by the board of directors or shareholders of such subsidiary. 
(d) TRANSITIONAL RULE FOR CERTAIN SMALL CORPORATIONS.— 

(1) IN GENERAL.—In the case of the complete liquidation 
before January 1, 1989, of a qualified corporation, the amend- 
ments made by this section shall not apply to the applicable 
percentage of each gain or loss which (but for this paragraph) 
pe ooh recognized by reason of the amendments made by this 
subtitle. 
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(2) PARAGRAPH (1) NOT TO APPLY TO CERTAIN ITEMS.—Para- 
graph (1) shall not apply to— 

(A) any gain or loss which is an ordinary gain or loss 
(determined without regard to section 1239 of the Internal 
Revenue Code of 1986), 

(B) any gain or loss on a capital asset held for not more 
than 6 months, and 

(C) any gain to the extent section 453B of such Code 
applies. 

(3) APPLICABLE PERCENTAGE.—For purposes of this subsection, 
the term ‘applicable percentage’ means— 

(A) 100 percent if the applicable value of the qualified 
corporation is less than $5,000,000, or 

(B) 100 percent reduced by an amount which bears the 
same ratio to 100 percent as— 

(i) the excess of the applicable value of the corpora- 
tion over $5,000,000, bears to 

(ii) $5,000,000. 

(4) APPLICABLE VALUE.—For purposes of this subsection, the 
applicable value is the fair market value of all of the stock of 
the corporation on the date of the adoption of the plan of 
complete liquidation (or if greater, on August 1, 1986). 

(5) QUALIFIED CORPORATION.—For purposes of this subsection, 
the term “qualified corporation” means any corporation if— 

(A) on August 1, 1986, and at all times thereafter before 
the corporation is completely liquidated, more than 50 
percent (by value) of the stock in such corporation is held by 
10 or fewer qualified persons, and 

(B) the applicable value of such corporation does not 
exceed $10,000,000. 

(6) DEFINITIONS AND SPECIAL RULES.—For purposes of this 
subsection— 

(A) QUALIFIED PERSON.—The term “qualified person” 
means— 

(i) an individual, 

(ii) an estate, or 

(iii) any trust described in clause (ii) or (iii) of section 
1361(cX2XA) of the Internal Revenue Code of 1986. 

(B) ATTRIBUTION RULES.— 

(i) EntrT1Es.—Any stock held by a corporation, trust, 
or partnership shall be treated as owned eg 
by its shareholders, beneficiaries, or partners. Stoc 
considered to be owned by a person by reason of the 
application of the preceding sentence shall, for pur- 
poses of applying such sentence, be treated as actually 
owned by such person: 

(ii) FAMILY MEMBERS.—Stock owned (or treated as 
owned under clause (i)) by members of the same family 
(within the meaning of section 318(a\1) of the Internal 
Revenue Code of 1986) shall be treated as owned by 1 
person. 

(C) CONTROLLED GROUP OF CORPORATIONS.—AIl members 
of the same controlled group (as defined in section 267(f1) 
of such Code) shall be treated as 1 corporation for purposes 
of this subsection. 

(7) SECTION 338 TRANSACTIONS.—The provisions of this subsec- 
tion shall also apply in the case of a transaction described in 
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section 338 of the Internal Revenue Code of 1986 where the 
acquisition date (within the meaning of such section 338) is 
before January 1, 1989. 

(8) APPLICATION OF SECTION 1374.—Rules similar to the rules 
of this subsection shall apply for purposes of applying section 
1374 of the Internal Revenue Code of 1986 (as amended by 
section 632) in the case of a qualified corporation which becomes 
an S corporation for a taxable year beginning before January 1, 
1989. 


(d) CoMPLETE LIQUIDATION DEFINED.—For purposes of this section, 
a corporation shall be treated as completely liquidated if all of the 
assets of such corporation are distributed in complete liquidation, 
less assets retained to meet claims. 

(e) OTHER TRANSITIONAL RULES.— 

(1) The amendments made by this subtitle shall not apply to 
any liquidation of a corporation incorporated under the laws of 
Pennsylvania on August 3, 1970, if— 

(A) the board of directors of such pe approved a 
plan of liquidation before January 1, 1986, 

(B) an agreement for the sale of a material portion of the 
assets of such corporation was signed on May 9, 1986 
(whether or not the assets are sold in accordance with such 
agreement), and 

(C) the corporation is completely liquidated on or before 
December 31, 1988. 

(2) The amendments made by this subtitle shall not apply to 
any liquidation (or deemed liquidation under section 338 of the 
Internal Revenue Code of 1986) of a diversified financial serv- 
ices corporation incorporated under the laws of Delaware on 
May 9, 1929, pursuant to a binding written contract entered into 
on or before December 31, 1986; but only if the liquidation is 
completed (or in the case of a section 338 election, the acquisi- 
tion date occurs) before January 1, 1988. 

(3) The amendments made by this subtitle shall not apply to 
any distribution, or sale, or exchange— 

(A) of the assets owned (directly or indirectly) by a testa- 
mentary trust established under the will of a decedent 
dying on June 15, 1956, or its beneficiaries, 

(B) made pursuant to a court order in an action filed on 
January 18, 1984, if such order— 

(i) is issued after July 31, 1986, and 
(ii) directs the disposition of the assets of such trust 
and the division of the trust corpus into 3 separate sub- 
trusts. 
For purposes of the preceding sentence, an election under 
section 338(g) of the Internal Revenue Code of 1986 (or an 
election under section 338(h\10) of such Code) qualifying as 
a section 337 liquidation pursuant to regulations prescribed 
by the Secretary under section 1.338(h\(10)-1T(j)) made in 
connection with a sale or exchange pursuant to a court 
order described in subparagraph (B) shall be treated as a 
sale of exchange. 

(4XA) The amendments made by this subtitle shall not apply 
to any —e or sale, or exchange— 

(i) if— 

(I) an option agreement binding on the selling cor- 
poration to sell substantially all its assets is executed 
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before August 1, 1986, the corporation adopts (by ap- 
proval of its shareholders) a conditional plan of liquida- 
tion before August 1, 1986 to become effective upon the 
exercise of such option agreement (or modification 
thereto), and the assets are sold pursuant to the exer- 
cise of the option (as originally executed or subse- 
quently modified provided that the purchase price is 
not thereby increased), or 
(II in the event that the optionee does not acquire 
substantially all the assets of the corporation, the 
optionor corporation sells substantially all its assets to 
another purchaser at a purchase price not greater than 
that contemplated by such option agreement pursuant 
to an effective plan of liquidation, and 
(ii) the complete liquidation of the corporation occurs 
within 12 months of the time the plan of liquidation be- 
rg effective, but in no event later than December 31, 
1989. 

(B) For purposes of subparagraph (A), a distribution, or sale, 
or exchange, of a distributee corporation (within the meaning of 
section 337(c\3) of the Internal Revenue Code of 1986) shall be 
treated as satisfying the requirements of subparagraph (A) if its 
subsidiary satisfies the requirements of subparagraph (A). 

(C) For purposes of section 56 of the Internal Revenue Code of 
1986 (as amended by this Act), any gain or loss not recognized by 
reason of this paragraph shall not be taken into account in 
determining the adjusted net book income of the corporation. 

(5) In the case of a corporation incorporated under the laws of 
Wisconsin on April 3, 1948— 

(A) a voting trust established not later than December 31, 
1987, for purposes of holding employees’ shares of stock in 
such corporation, shall qualify as a trust permitted as a 
shareholder of an S corporation, and 

(B) the amendment made by section 632 (other than 
subsection (b) thereof) shall not apply to such corporation if 
it elects to be an S corporation before January 1, 1989. 

(6) The amendments made by this subtitle shall not apply to 
the liquidation of a corporation incorporated on January 26, 
1982, under the laws of the State of Alabama with a principal 
place of business in Colbert County, Alabama, but only if such 
— is completely liquidated on or before December 31, 


(7) The amendments made by this subtitle shall not apply to 
the acquisition by a Delaware bank holding company of all of 
the assets of an Iowa bank holding company pursuant to a 
written contract dated December 9, 1981. 

(8) The amendments made by this subtitle shall not apply to 
the liquidation of a corporation incorporated under the laws of 
Delaware on January 20, 1984, if more than 40 percent of the 
stock of such corporation was acquired by purchase on June 11, 
1986, and there was a tender offer with respect to all additional 
outstanding shares of such corporation on July 29, 1986, but 
only if the corporation is completely liquidated on or before 
December 31, 1987. 


(f) TREATMENT OF CERTAIN DISTRIBUTIONS IN RESPONSE To HOSTILE 
TENDER OFFER.— 
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(1) IN GENERAL.—No gain or loss shall be recognized under the 
Internal Revenue Code of 1986 to a corporation (hereinafter in 
this subsection referred to as “parent’’) on a qualified distribu- 
tion. 

(2) QUALIFIED DisTRIBUTION DEFINED.—For purposes of para- 
graph (1)— 

(A) IN GENERAL.—The term “qualified distribution” 
means a distribution— 

(i) by parent of all of the stock of a qualified subsidi- 
ary in exchange for stock of parent which was acquired 
for purposes of such exchange pursuant to a tender 
offer dated February 16, 1982, and 

(ii) pursuant to a contract dated February 13, 1982, 
and 

(iii) which was made not more than 60 days after the 
board of directors of parent recommended rejection of 
an unsolicited tender offer to obtain control of parent. 

(B) QUALIFIED SUBSIDIARY.—The term “qualified subsidi- 
ary’ means a corporation created or organized under the 
laws of Delaware on September 7, 1976, all of the stock of 
which was owned by parent immediately before the quali- 
fied distribution. 


SEC. 634. STUDY OF CORPORATE PROVISIONS. 


The Secretary of the Treasury or his delegate shall conduct a 
study of proposals to reform the provisions of subchapter C of 
chapter 1 of the Internal Revenue Code of 1986. Not later than 
January 1, 1988, the Secretary shall submit to the Committee on 
Ways and Means of the House of Representatives and the Commit- 
tee on Finance of the Senate a report on the study conducted under 


this section (together with such recommendations as he may deem 
advisable). 


Subtitle E—Other Corporate Provisions 


SEC. 641. SPECIAL ALLOCATION RULES FOR CERTAIN ASSET ACQUISI- 
TIONS. 5 


(a) In GENERAL.—Part IV of subchapter O of chapter 1 (relating to 
special rules for determining basis) is amended by redesignating 
section 1060 as section 1061 and by inserting after section 1059 the 
following new section: 


“SEC. 1060. SPECIAL ALLOCATION RULES FOR CERTAIN ASSET AC QUISI- 
TIONS. 


“(a) GENERAL Ru.Le.—In the case of any applicable asset acquisi- 
tion, for purposes of determining both— 
“(1) the transferee’s basis in such assets, and 
“(2) the gain or loss of the transferor with respect to such 
acquisition, 
the consideration received for such assets shall be allocated among 
such assets acquired in such acquisition in the same manner as 
amounts are allocated to assets under section 338(b\X5). 
“(b) INFORMATION REQUIRED To BE FURNISHED TO SECRETARY.— 
Under regulations, the transferor and transferee in an applicable 
asset acquisition shall, at such times and in such manner as may be 
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provided in such regulations, furnish to the Secretary the following 
information: 

“(1) The amount of the consideration received for the assets 
which is allocated to goodwill or going concern value. 

“(2) Any modification of the amount described in paragraph 
(1). 

“(3) Any other information with respect to other assets trans- 
ferred in such acquisition as the Secretary may find necessary 
to carry out the provisions of this section. 

“(c) APPLICABLE ASSET ACQUISITION.—For purposes of this section, 
the term ‘applicable asset acquisition’ means any transfer (whether 
directly or indirectly)— 

“(1) of assets which constitute a trade or business, and 

“(2) with respect to which the transferee’s basis in such assets 
is determined wholly by reference to the consideration paid for 
such assets. 

A transfer shall not be treated as failing to be an applicable asset 
acquisition merely because section 1031 applies to a portion of the 
assets transferred.” 

(b) CONFORMING AMENDMENT.—The table of sections for part IV of 
subchapter O of chapter 1 is amended by striking out the item 
relating to section 1060 and inserting in lieu thereof the following 
new items: 

“Sec. 1060. Special allocation rules for certain asset acquisitions. 

“Sec. 1061. Cross references.” 

(c) EFFectivE DATteE.—The amendments made by this section shall 
apply to any acquisition of assets after May 6, 1986, unless such 
acquisition is pursuant to a binding contract which was in effect on 
May 6, 1986, and at all times thereafter. 


SEC. 642. MODIFICATION OF DEFINITION OF RELATED PARTY. 


g (a) DEFINITIONS OF RELATED PARTY FOR PURPOSES OF CERTAIN 
ALES.— 
(1) SALE OF DEPRECIABLE PROPERTY BETWEEN CERTAIN RELATED 
TAXPAYERS.— 

(A) IN GENERAL.—Paragraph (1) of section 1239(b) (defin- 
ing related persons) is amended by striking out “80-percent 
owned entities” and inserting in lieu thereof “controlled 
entities”. 

(B) CONTROLLED ENTITY DEFINED.— 

(i) IN GENERAL.—Section 1239(c\(1) (defining 80-per- 
cent owned entity) is amended— 

(D by striking out “80-percent owned entity” and 
inserting in lieu thereof “controlled entity”, 

(II) by striking out “80 percent or more in value” 
in subparagraph (A) and inserting in lieu thereof 
“more than 50 percent of the value”, 

(III) by striking out “80 percent or more” in 
subparagraph (B) and inserting in lieu thereof 
“more than 50 percent”, and 

(IV) by striking out ‘‘and” at the end of subpara- 
graph (A), by striking out the period at the end of 
subparagraph (B) and inserting “, and”, and by 
adding at the end thereof the following new para- 
graph: 

‘“(C) any entity which is a related person to such person 
under paragraph (3), (10), (11), or (12) of section 267(b).” 
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(ii) CONFORMING AMENDMENT.—Section 1239(c) is 
amended by striking out “80-PERCENT OWNED ENTITY” 
in the heading thereof and inserting in lieu thereof 
“CONTROLLED ENTITY”, 

(C) CONSTRUCTIVE OWNERSHIP.—Paragraph (2) of section 
1239(c) is amended to read as follows: 

“(2) CONSTRUCTIVE OWNERSHIP.—For purposes of this section, 
ownership shall be determined in accordance with rules similar 
to the rules under section 267(c) (other than paragraph (3) 
thereof).” 

(D) CONFORMING AMENDMENT.—Section 453(g) is amended 
by striking out “80-PERCENT OWNED” in the heading thereof 
and inserting in lieu thereof ‘“(CoNTROLLED’ 

(2) PARTNERSHIPS.—Paragraph (2) of section 707(b) (relating to 
gains treated as ordinary income) is amended by striking out 
“80 percent” each place it appears and inserting in lieu thereof 
“50 percent”. 

(3) INSTALLMENT SALES.—Paragraph (1) of section 453(f) (defin- 
ing related person) is amended to read as follows: 

“(1) RELATED PERSON.—Except for purposes of subsection (g) 
and (h), the term ‘related person’ means— 

“(A) a person whose stock would be attributed under 
section 318(a) (other than paragraph (4) thereof) to the 
person first disposing of the property, or 

“(B) a person who bears a relationship described in sec- 
tion 267(b) to the person first disposing of the property.” 
(b) RuLEs RELATING TO CONTINGENT PAYMENTS.— 

(1) PAYMENTS TO BE RECEIVED DEFINED.—Section 453(f) (relat- 
ing to definitions and special rules) is amended by adding at the 
end thereof the following new paragraph: 

“(8) PAYMENTS TO BE RECEIVED DEFINED.—The term ‘payment 
to be received’ includes— 

“(A) the aggregate amount of all payments which are not 
contingent as to amount, and 

“(B) the fair market value of any payments which are 
contingent as to amount.” 

(2) SALE OF DEPRECIABLE PROPERTY BETWEEN RELATED PAR- 
TIES.—Paragraph (1) of section 453(g) (relating to sale of depre- 
— property to controlled entities) is amended to read as 
ollows: 

“(1) IN GENERAL.—In the case of an installment sale of depre- 
ciable property between related persons (within the meaning of 
section 1239(b))— 

“(A) subsection (a) shall not apply, and 

“(B) for purposes of this title— 

“(i) except as provided in clause (ii), all payments to 
be received shall be treated as received in the year of 
the disposition, and 

“(ii) in the case of any payments which are contin- 
gent as to amount but with respect to which the fair 
market value may not be reasonably ascertained— 

“(I) the basis shall be recovered ratably, and 
“(II) the purchaser may not increase the basis of 
any property acquired in such sale by any amount 
before such time as the seller includes such 
amount in income.” 
(c) EFFECTIVE DaTE.— 
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(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall apply to sales after the 
date of the enactment of this Act, in taxable years ending after 
such date. 

(2) TRADITIONAL RULE FOR BINDING CONTRACTS.—The amend- 
ments made by this section shall not apply to sales made after 
August 14, 1986, which are made pursuant to a binding contract 
in effect on August 14, 1986, and at all times thereafter. 


SEC. 643. TREATMENT OF AMORTIZABLE BOND PREMIUM AS INTEREST. 


(a) In GENERAL.—Section 171 (relating to amortizable bond pre- 
mium) is amended by redesignating subsection (e) as (f) and by 
inserting after subsection (d) the following new subsection: 

“(e) TREATMENT AS INTEREST.—Except as provided in regulations, 
the amount of any amortizable bond premium with respect to which 
a deduction is allowed under subsection (aX1) for any taxable year 
shall be treated as interest for purposes of this title.” 

(b) EFFEcTIVE DaTE.— 

(1) IN GENERAL.—The amendment made by subsection (a) 
shall apply to obligations acquired after the date of the enact- 
ment of this Act, in taxable years ending after such date. 

(2) REVOCATION OF ELECTION.—In the case of a taxpayer with 
respect to whom an election is in effect on the date of enactment 
of this Act under section 171(c) of the Internal Revenue Code of 
1986, such election shall apply to obligations issued after the 
date of the enactment of this Act only if the taxpayer chooses 
(at such time and in such manner as may be prescribed by the 
Secretary of the Treasury or his delegate) to have such election 
apply with respect to such obligations. 


SEC. 644. PROVISIONS RELATING TO COOPERATIVE HOUSING CORPORA- 
TIONS. 


(a) TENANT-STOCKHOLDER May INCLUDE PERSON OTHER THAN 
INDIVIDUAL.— 

(1) IN GENERAL.—-Section 216(bX2) (defining tenant-stock- 
holder) is amended— 

(A) by striking out “an individual” and inserting in lieu 
thereof ‘‘a person”, and 

(B) by striking out “such individual” and inserting in lieu 
thereof ‘“‘such person”. 

(2) PRIOR APPROVAL OF OCCUPANCY.—Paragraphs (5) and (6) of 
section 216(b) are amended to read as follows: 

“(5) PRIOR APPROVAL OF OCCUPANCY.—For purposes of this 
section, in the following cases there shall not be taken into 
account the fact that (by agreement with the cooperative hous- 
ing corporation) the person or his nominee may not occupy the 
house or apartment without the prior approval of such corpora- 
tion: 

“(A) In any case where a person acquires stock of a 
cooperative housing corporation by operation of law. 

“(B) In any case where a person other than an individual 
acquires stock of a cooperative housing corporation. 

“(C) In any case where the original seller acquires any 
stock of the cooperative housing corporation from the cor- 
poration not later than 1 year after the date on which the 
apartments or houses (or leaseholds therein) are trans- 
ferred by the original seller to the corporation. 
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“(6) ORIGINAL SELLER DEFINED.—For purposes of paragraph (5), 
the term ‘original seller’ means the person from whom the 
corporation has acquired the apartments or houses (or lease- 
holds therein).”. 

(b) TREATMENT OF DEPRECIATION.—Section 216(c) (relating to treat- 
ment as property subject to depreciation) is amended to read as 
follows: 

“(c) TREATMENT AS PROPERTY SUBJECT TO DEPRECIATION.— 

“(1) IN GENERAL.—So much of the stock of a tenant-stock- 
holder in a cooperative housing corporation as is allocable, 
under regulations prescribed by the Secretary, to a proprietary 
lease or right of tenancy in property subject to the allowance for 
depreciation under section 167(a) shall, to the extent such 
proprietary lease or right of tenancy is used by such tenant- 
stockholder in a trade or business or for the production of 
income, be treated as property subject to the allowance for 
depreciation under section 167(a). The preceding sentence shall 
not be construed to limit or deny a deduction for depreciation 
under section 167(a) by a cooperative housing corporation with 
respect to property owned by such a corporation and leased to 
tenant-stockholders. 

“(2) DEDUCTION LIMITED TO ADJUSTED BASIS IN STOCK.— 

“(A) IN GENERAL.—The amount of any deduction for 
depreciation allowable under section 167(a) to a tenant- 
stockholder with respect to any stock for any taxable year 
by reason of paragraph (1) shall not exceed the adjusted 
basis of such stock as of the close of the taxable year of the 
tenant-stockholder in which such deduction was incurred. 

“(B) CARRYFORWARD OF DISALLOWED AMOUNT.—The 
amount of any deduction which is not allowed by reason of 
subparagraph (A) shall, subject to the ee of subpara- 
graph (A), be treated as a deduction allowable under section 
167(a) in the succeeding taxable year.”’. 

(c) DISALLOWANCE OF DEDUCTIONS FOR PAYMENTS TO CORPORA- 
TION.—Section 216 is amended by adding at the end thereof the 
following new subsection: 

“(d) DISALLOWANCE OF DEDUCTION FOR CERTAIN PAYMENTS TO THE 
CorPORATION.—No deduction shall be allowed to a stockholder in a 
cooperative housing corporation for any amount paid or accrued to 
such corporation during any taxable year (in excess of the stockhold- 
er’s proportionate share of the items described in subsections (a\1) 
and (a\(2)) to the extent that, under regulations prescribed by the 
Secretary, such amount is properly allocable to amounts paid or 
incurred at any time by the corporation which are chargeable to the 
corporation’s capital account. The stockholder’s adjusted basis in the 
stock in the corporation shall be increased by the amount of such 
disallowance.” 

(d) DEDUCTION OF TAXES AND INTEREST.—Paragraph (3) of section 
216(b) (defining tenant-stockholder’s proportionate share) is 
amended to read as follows: 

“(3) TENANT-STOCKHOLDER’S PROPORTIONATE SHARE.— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), the term ‘tenant-stockholder’s proportionate share’ 
means that proportion which the stock of the cooperative 
housing corporation owned by the tenant-stockholder is of 
the total outstanding stock of the corporation (including 
any stock held by the corporation). 
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“(B) SPECIAL RULE WHERE ALLOCATION OF TAXES OR IN- 
TEREST REFLECT COST TO CORPORATION OF STOCKHOLDER’S 
UNIT.— 

“(i) IN GENERAL.—If, for any taxable year— 

“() each dwelling unit owned or leased by a 
cooperative housing corporation is separately allo- 
cated a share of such corporation’s real estate 
taxes described in subsection (a1) or a share of 
such corporation’s interest described in subsection 
(aX(2), and 

“(II such allocations reasonably reflect the cost 
to such corporation of such taxes, or of such in- 
terest, attributable to the tenant-stockholder’s 
dwelling unit (and such unit’s share of the common 
areas), 

then the term ‘tenant-stockholder’s proportionate 
share’ means the shares determined in accordance with 
the allocations described in subclause (II). 

“(ii) ELECTION BY CORPORATION REQUIRED.—Clause (i) 
shall apply with respect to any cooperative housing 
corporation only if such corporation elects its applica- 
tion. Such an election, once made, may be revoked only 
with the consent of the Secretary.” 

(e) TREATMENT OF AMOUNTS RECEIVED IN CONNECTION WITH THE 
REFINANCING OF INDEBTEDNESS OF CERTAIN COOPERATIVE HousING 
CoRPORATIONS; TREATMENT OF AMOUNTS PaiID FROM QUALIFIED RE- 
FINANCING-RELATED RESERVE.— 

(1) PAYMENT OF CLOSING COSTS AND CREATION OF RESERVE 
EXCLUDED FROM GROSS INCOME.—For purposes of the Internal 
Revenue Code of 1954, no amount shall be included in the gross 
income of a qualified cooperative housing corporation by reason 
of the payment or reimbursement by a city housing develop- 
ment agency or corporation of amounts for— 

(A) closing costs, or 

(B) the creation of reserves for the qualified cooperative 
housing corporation, 

in connection with a qualified refinancing. 

(2) INCOME FROM RESERVE FUND TREATED AS MEMBER INCOME.— 

(A) IN GENERAL.—Income from a qualified refinancing- 
related reserve shall be treated as derived from its mem- 
bers for purposes of— 

(i) section 216 of the Internal Revenue Code of 1954 
(relating to deduction of taxes, interest, and business 
depreciation by cooperative housing corporation 
tenant-stockholder), and 

(ii) section 277 of such Code (relating to deductions 
incurred by certain membership organizations in trans- 
actions with members). 

(B) No INFERENCE.—Nothing in the provisions of this 
paragraph shall be construed to infer that a change in law 
is intended with respect to the treatment of deductions 
under section 277 of the Internal Revenue Code of 1954 with 
respect to cooperative housing corporations, and any deter- 
mination of such issue shall be made as if such provisions 
had not been enacted. 

(3) TREATMENT OF CERTAIN INTEREST CLAIMED AS DEDUCTION.— 
Any amount— 
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(A) claimed (on a return of tax imposed by chapter 1 of 
the Internal Revenue Code of 1954) as a deduction by a 
qualified cooperative housing corporation for interest for 
any taxable year beginning before January 1, 1986, on a 
second mortgage loan made by a city housing development 
agency or corporation in connection with a qualified re- 
financing, and 

(B) reported (before April 16, 1986) by the qualified co- 
operative ome corporation to its tenant-stockholders as 
interest described in section 216(a\(2) of such Code, 

shall be treated for purposes of such Code as if such amount 
were paid by such qualified cooperative housing corporation 
during such taxable year. 

(4) QUALIFIED COOPERATIVE HOUSING CORPORATION.— 

(A) IN GENERAL.—For purposes of this subsection, the 
term “qualified cooperative housing corporation” means 
any corporation if— 

(i) such corporation is, after the application of para- 
graphs (1) and (2), a cooperative housing corporation (as 
ne in section 216(b) of the Internal Revenue Code 
0 ), 

(ii) such corporation is subject to a qualified limited- 
profit housing companies law, and 

(iii) such corporation either— 

(I) filed for incorporation on July 22, 1965, or 
(II) filed for incorporation on March 5, 1964. 

(B) QUALIFIED LIMITED-PROFIT HOUSING COMPANIES LAW.— 
For purposes of subparagraph (A), the term “qualified lim- 
ited-profit housing companies law” means any limited- 
profit housing companies law which limits the resale price 
for a tenant-stockholder’s stock in a cooperative housing 
corporation to the sum of his basis for such stock plus his 
proportionate share of part or all of the amortization of any 
mortgage on the building owned by such corporation. 

(5) QUALIFIED REFINANCING.—For purposes of this subsection, 
the term “qualified refinancing” means any refinancing— 

(A) which occurred— 

(i) with respect to a qualified cooperative housing 
corporation described in paragraph (4A\iiiXI) on 
September 20, 1978, or 

(ii) with respect to a qualified cooperative housing 
corporation described in paragraph (4\A)iiiXII) on 
November 21, 1978, and 

(B) in which a qualified cooperative housing corporation 
refinanced a first mortgage loan made to such corporation 
by a city housing development agency with a first mortgage 
loan made by a city housing development corporation and 
insured by an agency of the Federal Government and a 
second mortgage loan made by such city housing develop- 
ment agency, in the — of which a reserve was created 
(as required by such Federal agency) and closing costs were 
paid or reimbursed by such city housing development 
agency or corporation. 

(6) QUALIFIED REFINANCING-RELATED RESERVE.—For purposes 
of this subsection, the term “qualified refinancing-related re- 
serve” means any reserve of a qualified cooperative housing 
corporation with respect to the creation of which no amount 
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was included in the gross income of such corporation by reason 
of paragraph (a). 

(7) TREATMENT OF AMOUNTS PAID FROM QUALIFIED REFINANC- 
ING-RELATED RESERVE.— 

(A) IN GENERAL.—With respect to any payment from a 
qualified refinancing-related reserve out of amounts ex- 
cluded from gross income by reason of paragraph (1)— 

(i) no deduction shall be allowed under chapter 1 of 
such Code, and 

(ii) the basis of any property acquired with such 
payment (determined without regard to this subpara- 
graph) shall be reduced by the amount of such pay- 
ment. 

(B) ORDERING RULES.—For purposes of subparagraph (A), 
payments from a reserve shall be treated as being made— 

(i) first from amounts excluded from gross income by 
reason of paragraph (1) to the extent thereof, and 
(ii) then from other amounts in the reserve. 
(f) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 
(2) SUBSECTION (e).— 

(A) Except as provided in subparagraph (B), subsection (e) 
= apply to taxable years beginning before January 1, 

(B) Subsection (e)(7) shall apply to amounts paid or in- 
curred, and property acquired, in taxable years beginning, 
after December 31, 1985. 


SEC. 645. SPECIAL RULES RELATING TO PERSONAL HOLDING COMPANY 
TAX. 


(a) COMPUTER SOFTWARE ROYALTIES.— 

(1) IN GENERAL.—Paragraph (1) of section 543(a) (defining 
personal holding company income) is amended— 

(A) by striking out “and” at the end of subparagraph (A), 

(B) by striking out the period at the end of subparagraph 
(B) and inserting in lieu thereof “, and”, and 

(C) by adding at the end thereof the following new 
subparagraph: 

“(C) active business computer software royalties (within 
the meaning of subsection (d)).” 

(2) ACTIVE BUSINESS COMPUTER SOFTWARE ROYALTIES DE- 
FINED.—Section 543 is amended by adding at the end thereof the 
following new subsection: 

“(d) Active Business CoMPUTER SOFTWARE ROYALTIES.— 

“(1) IN GENERAL.—For purposes of this section, the term 
‘active business computer software royalties’ means any royal- 
ties— 

“(A) received by any corporation during the taxable year 
in connection with the licensing of computer software, and 

“(B) with respect to which the requirements of para- 
graphs (2), (3), (4), and (5) are met. 

“(2) ROYALTIES MUST BE RECEIVED BY CORPORATION ACTIVELY 
ENGAGED IN COMPUTER SOFTWARE BUSINESS.—The requirements 
of this paragraph are met if the royalties described in para- 
graph (1)— 





100 STAT. 2290 PUBLIC LAW 99-514—OCT. 22, 1986 


“(A) are received by a corporation engaged in the active 
conduct of the trade or business of developing, manufactur- 
ing, or producing computer software, and 

“(B) are attributable to computer software which— 

“(i) is developed, manufactured, or produced by such 
corporation (or its predecessor) in connection with the 
trade or business described in subparagraph (A), or 

“(ii) is directly related to such trade or business. 

‘“(3) ROYALTIES MUST CONSTITUTE AT LEAST 50 PERCENT OF 
INCOME.—The requirements of this paragraph are met if the 
royalties described in paragraph (1) constitute at least 50 per- 
cent of the ordinary gross income of the corporation for the 
taxable year. 

“(4) DEDUCTIONS UNDER SECTIONS 162 AND 174 RELATING TO 
ROYALTIES MUST EQUAL OR EXCEED 25 PERCENT OF ORDINARY GROSS 
INCOME.— 

“(A) IN GENERAL.—The requirements of this paragraph 
are met if— 

“(i) the sum of the deductions allowable to the cor- 
poration under sections 162, 174, and 195 for the tax- 
able year which are properly allocable to the trade or 
business described in paragraph (2) equals or exceeds 
25 percent of the ordinary gross income of such cor- 
poration for such taxable year, or 

“(ii) the average of such deductions for the 5-taxable 
year period ending with such taxable year equals or 
exceeds 25 percent of the average ordinary gross 
income of such corporation for such period. 

If a corporation has not been in existence during the 5- 
taxable year period described in clause (ii), then the period 
of existence of such corporation shall be substituted for 
such 5-taxable year period. 

“(B) DEDUCTIONS ALLOWABLE UNDER SECTION 162.—For 
purposes of subparagraph (A), a deduction shall not be 
treated as allowable under section 162 if it is specifically 
allowable under another section. 

“(C) LIMITATION ON ALLOWABLE DEDUCTIONS.—For pur- 
poses of subparagraph (A), no deduction shall be taken into 
account with respect to compensation for personal services 
rendered by the 5 individual shareholders holding the larg- 
est percentage (by value) of the outstanding stock of the 
corporation. For purposes of the preceding sentence— 

“(i) individuals holding less than 5 percent (by value) 
of the stock of such corporation shall not be taken into 
account, and 

“(ii) stock deemed to be owned by a shareholder 
solely by attribution from a partner under section 
544(aX(2) shall be disregarded. 

‘“(5) DIVIDENDS MUST EQUAL OR EXCEED EXCESS OF PERSONAL 
HOLDING COMPANY INCOME OVER 10 PERCENT OF ORDINARY GROSS 
INCOME.— 

“(A) IN GENERAL.—The requirements of this paragraph 
are met if the sum of— 

“(i) the dividends paid during the taxable year (deter- 
mined under section 562), 
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“(ii) the dividends considered as paid on the last day 
of the taxable year under section 563(c) (as limited by 
the second sentence of section 563(b)), and 

“(iii) the consent dividends for the taxable year 
(determined under section 565), 

equals or exceeds the amount, if any, by which the personal 
holding company income for the taxable year exceeds 10 
percent of the ordinary gross income of such corporation for 
such taxable year. 

“(B) COMPUTATION. OF PERSONAL HOLDING COMPANY 
INCOME.—For purposes of this paragraph, personal holding 
company income shall be computed— 

“(i) without regard to amounts described in subsec- 
tion (a)(1(C), 

“(ii) without regard to interest income during any 
taxable year— 

“(I which is in the 5-taxable year period begin- 
ning with the later of the lst taxable year of the 
corporation or the lst taxable year in which the 
corporation conducted the trade or business de- 
scribed in paragraph (2)(A), and 

“(II) during which the corporation meets the 
requirements of paragraphs (2), (3), and (4), and 

“(iii) by including adjusted income from rents and 
adjusted income from mineral, oil, and gas royalties 
(within the meaning of paragraphs (2) and (3) of subsec- 
tion (a)). 

“(6) SPECIAL RULES FOR AFFILIATED GROUP MEMBERS.— 

“(A) IN GENERAL.—In any case in which— 

“(i) the taxpayer receives royalties in connection with 
the licensing of computer software, and 

“(ii) another corporation which is a member of the 
same affiliated group as the taxpayer meets the 
requirements of paragraphs (2), (3), (4), and (5) with 
respect to such computer software, 

the taxpayer shall be treated as having met such require- 
ments. 

“(B) AFFILIATED GROUP.—For purposes of this paragraph, 
the term ‘affiliated group’ has the meaning given such term 
by section 1504(a).” 

(3) FOREIGN PERSONAL HOLDING COMPANY INCOME.—Paragraph 
(1) of section 553(a) (defining foreign personal holding company 
income) is amended by adding at the end thereof the following 
new sentence: “This paragraph shall not apply to active busi- 
ness computer software royalties (as defined in section 543(d)).” 

(4) CONFORMING AMENDMENTS.— 

(A) Section 543(aX4) (relating to copyright royalties) is 
amended by adding at the end thereof the following new 
sentence: “This paragraph shall not apply to active busi- 
ness computer software royalties.”’. 

(B) Section 543(bX3) (relating to adjusted income from 
rents) is amended— 

(i) by striking out “or” at the end of subparagraph 


) 
(ii) by striking out the period at the end of subpara- 
graph (D) and inserting in lieu thereof “, or’, and 
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(iii) by adding at the end thereof the following new 
subparagraph: 
“(E) active business computer software royalties (as de- 
fined in subsection (d)).” 

(b) SPECIAL RULES FOR BROKER-DEALERS.—In the case of a broker- 
dealer which is part of an affiliated group which files a consolidated 
Federal income tax return, the common parent of which was incor- 
porated in Nevada on January 27, 1972, the personal holding com- 
pany income (within the meaning of section 543 of the Internal 
Revenue Code of 1986) of such broker-dealer, shall not include any 
interest received after the date of the enactment of this Act with 
respect to— 

(1) any securities or money market instruments held as inven- 
tory, 

(2) margin accounts, or 

(3) any financing for a customer secured by securities or 
money market instruments. 

(c) SpecIAL RULE FoR ROYALTIES RECEIVED BY QUALIFIED TAx- 
PAYER.— 

(1) IN GENERAL.—Any qualified royalty received or accrued in 
taxable years beginning after December 31, 1981, by a qualified 
taxpayer shall be treated in the same manner as a royalty with 
respect to software is treated under the amendments made by 
this section. 

(2) QUALIFIED TAXPAYER.—For purposes of this subsection, a 
qualified taxpayer is any taxpayer incorporated on September 7, 
1978, which is engaged in the trade or business of manufactur- 
ing dolls and accessories. 

(3) QUALIFIED ROYALTY.—For purposes of this subsection, the 
term “qualified royalty” means any royalty arising from an 
agreement entered into in 1982 which permits the licensee to 
manufacture and sell dolls and accessories. 

(d) SpectaL RULE FoR TREATMENT OF ACTIVE BusINEss COMPUTER 
ROYALTIES FOR S CORPORATION PurposeEs.—In the case of a taxpayer 
which was incorporated on May 3, 1977, in California and which 
elected to be taxed as an S corporation for its taxable year ending on 
December 31, 1985, any active business computer royalties (within 
the meaning of section 543(d) of the Internal Revenue Code of 1986 
as added by this Act) which are received by the taxpayer in taxable 
years beginning after December 31, 1984, shall not be treated as 
passive investment income (within the meaning of section 
1362(dX3\D)) for purposes of subchapter S of chapter 1 of such Code. 

(e) ErrectivE Date.—The amendments made by subsection (a) 
— apply to royalties received before, on, and after December 31, 


SEC. 646. CERTAIN ENTITIES NOT TREATED AS CORPORATIONS. 


(a) GENERAL RuLE.—For purposes of the Internal Revenue Code of 
1986, if the entity described in subsection (b) makes an election 
under subsection c), such entity shall be treated as a trust to which 
subpart E of part 1 of subchapter J of chapter 1 of such Code applies. 

(b) Entrry.—An entity is described in this subsection if— 

(1) such entity was created in 1906 as a common law trust and 
is governed by the trust laws of the State of Minnesota, 

(2) such entity receives royalties from iron ore leases, and 

(3) income interests in such entity are publicly traded on a 
national stock exchange. 
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(c) ELECTION.— 
(1) IN GENERAL.—An election under this subsection to have 
the provisions of this section apply— 
(A) shall be made by the board of trustees of the entity, 


and 

(B) shall not be valid unless accompanied by an agree- 
ment described in paragraph (2). 

(2) AGREEMENT.—The agreement described in this paragraph 
is a written agreement signed by the board of trustees of the 
entity which provides that the entity will not— 

(A) sell any trust property, 

(B) purchase any additional trust properties, or 

(C) receive any income other than— 

(i) income from long-term mineral leases, or 
(ii) interest or other income attributable to ordinary 
and necessary reserves of the entity. 

(3) PERIOD FOR WHICH ELECTION IS IN EFFECT.—An election 
under this subsection shall be in effect during the period— 

(A) beginning on the first day of the first taxable year 
beginning after the date of the enactment of this Act and 
— the taxable year in which the election is made, 
an 

(B) ending as of the close of the taxable year preceding 
the taxable year in which the entity ceases to be described 
in subsection (b) or violates any term of the agreement 
under paragraph (2). 

(4) MANNER OF ELECTION.—Any election under this subsection 
shall be made in such manner as the Secretary of the Treasury 
or his delegate may prescribe. 

(d) SPeciAL RULES FOR TAXATION OF TRUST.— 

(1) ELECTION TREATED AS A LIQUIDATION.—If an election is 
made under subsection (c) with respect to any entity— 

(A) such entity shall be treated as having been liquidated 
into a trust immediately before the period described in 
subsection (cX3) in a liquidation to which section 333 of the 
Internal Revenue Code of 1954 (as in effect before the 
amendments made by this Act) applies, and 

(B) any person holding an interest in the property held by 
such entity as of such time shall be treated as a qualified 
electing shareholder for purposes of section 333 of such 
Code (as so in effect). 

(2) TERMINATION OF ELECTION.—If an entity ceases to be de- 
scribed in subsection (b) or violates any term of the agreement 
described in subsection (c\2), then the tax imposed on such 
entity for the taxable year in which such cessation or violation 
occurs shall be increased by the sum of— 

(A) the amount of taxes which would have been imposed 
on such entity during any taxable year with respect to 
which an election under subsection (c) was in effect if such 
election had not been in effect, plus 

(B) interest determined for the period— 

(i) beginning on the due date for any such taxable 
year, and 
(ii) ending on the due date for the taxable year in 
which such cessation or violation occurs, 
by using the rates and method applicable under section 
6621 for underpayments of tax for such period. 
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(3) TRUST CEASING TO ExIST.—Paragraph (2) shall not apply if 
the trust ceases to be described in subsection (b) or violates the 
agreement in subsection (cX2) because the trust ceases to exist 
or by reason of subsection (e). 

(e) TERMINATION OF ELECTION.—Any election under subsection (c) 
shall not apply to any taxable year beginning more than 5 years 
after the date of the enactment of this Act unless the trust petitions 
a court of competent jurisdiction and the court acts to remove from 
the trust instrument any powers deemed by the court to be 
inconsistent with the operation of the entity as a trust for tax 
purposes (as described in an Internal Revenue Service ruling dated 
November 1, 1983). 


SEC. 647. SPECIAL RULE FOR DISPOSITION OF STOCK OF SUBSIDIARY. 


If for a taxable year of an affiliated group filing a consolidated 
return ending on or before December 31, 1987, there is a disposition 
of stock of a subsidiary (within the meaning of Treasury Regulation 
section 1.1502-19), the amount required to be included in income 
with respect to such disposition under Treasury Regulation section 
1.1502-19(a) shall, notwithstanding such section, be included in 
income ratably over the 15-year period beginning with the taxable 
year in which the disposition occurs. The preceding sentence shall 
apply only if such subsidiary was incorporated on December 24, 
1969, and is a participant in a mineral joint venture with a corpora- 
tion organized under the laws of the foreign country in which the 
joint venture mineral project is located. 


Subtitle F—Regulated Investment Companies 


SEC. 651. EXCISE TAX ON UNDISTRIBUTED INCOME OF REGULATED 
INVESTMENT COMPANIES. 


(a) GENERAL RuLE.—Chapter 44 (relating to real estate investment 


trusts) is amended by adding at the end thereof the following new 
section: 


“SEC. 4982. EXCISE TAX ON UNDISTRIBUTED INCOME OF REGULATED 
INVESTMENT COMPANIES. 


‘(a) ImposITION oF Tax.—There is hereby imposed a tax on every 
regulated investment company for each calendar year equal to 4 
percent of the excess (if any) of— 

“(1) the required distribution for such calendar year, over 

“(2) the distributed amount for such calendar year. 

“(b) Requirep DistrisuTiIon.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘required distribution’ means, 
with respect to any calendar year, the sum of— 

“(A) 97 percent of the regulated investment company's 
ordinary income for such calendar year, plus 

“(B) 90 percent of the regulated investment company’s 
capital gain net income for the l-year period ending on 
October 31 of such calendar year. 

“(2) INCREASE BY PRIOR YEAR SHORTFALL.—The amount deter- 
mined under paragraph (1) for any calendar year shall be 
increased by the excess (if any) of— 

“(A) the grossed up required distribution for the preced- 
ing calendar year, over 
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eae the distributed amount for such preceding calendar 


“(3) 7 — UP REQUIRED DISTRIBUTION.—The grossed up re- 
quired distribution for any calendar year is the required dis- 
tribution for such year determined— 

“(A) with the application of paragraph (2) to such taxable 
year, and 

“(B) by substituting ‘100 percent’ for each percentage set 
forth in paragraph (1). 

“(c) DistRIBUTED AMOUNT.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘distributed amount’ means, with 
respect to any calendar year, the sum of— 

“(A) the deduction for dividends paid (as defined in sec- 
tion 561) during such calendar year, an 

“(B) any amount on which tax is imposed under subsec- 
tion (x1). or (bX3XA) of section 852 for any taxable year 
ending in such calendar year. 

“(2) INCREASE BY PRIOR YEAR OVERDISTRIBUTION.—The amount 
determined under paragraph (1) for any calendar year shall be 
increased by the excess (if any) of— 

“(A) the distributed amount for the preceding calendar 
year (determined with the application of this paragraph to 
such preceding calendar year), over 

“(B) the grossed up required distribution for such preced- 
ing calendar year. 

“(3) DETERMINATION OF DIVIDENDS PAID.—The amount of the 
dividends paid during any calendar year shall be determined 
without regard to— 

“(A) the provisions of section 855, and 

“(B) any exempt-interest dividend as defined in section 
852(bX5). 

“(d) Time For PAYMENT OF Tax.—The tax imposed by this section 
for any calendar year shall be paid on or before March 15 of the 
following calendar year. 

“(e) DEFINITIONS AND SpeciaL Rutes.—For purposes of this 
section— 

“(1) ORDINARY INCOME.—The term ‘ordinary income’ means 
the investment company taxable income (as defined in section 
852(b\(2)) dure 

“(A) without regard to subparagraphs (A) and (D) of 
section 852(bX(2), 

“(B) by not taking into account any gain or loss from the 
sale or exchange of a capital asset, and 

“(C) by treating the calendar year as the company’s 
taxable year. 

“(2) CAPITAL GAIN NET INCOME.—The term ‘capital gain nei 
income’ has the meaning given to such term by section 1222(9) 
(determined by treating the 1-year period ending on October 31 
of any calendar year as the company’s taxable year). 

“(3) TREATMENT OF DEFICIENCY DISTRIBUTIONS.—In the case of 
any deficiency dividend (as defined in section 860(f))— 

“(A) such dividend shall be taken into account when paid 
without regard to section 860, and 

“(B) any income giving rise to the adjustment shall be 
treated as arising when the dividend is paid. 

“(4) ELECTION TO USE TAXABLE YEAR IN CERTAIN CASES.— 

“(A) IN GENERAL.—If— 
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“(i) the taxable year of the lated investment 
company ends with the month of November or Decem- 
ber, and 

“(ii) such company makes an election under this 
paragraph, 

subsection (b\1)(B) and paragraph (2) of this subsection 
shall be applied by taking into account the company’s 
taxable year in lieu of the l-year period ending on Octo- 
ber 31 of the calendar year. 

“(B) ELECTION REVOCABLE ONLY WITH CONSENT.—An elec- 
tion under this paragraph, once made, may be revoked only 
with the consent of the Restateny.” 

(b) RELATED AMENDMENTS.— 

(1) TIME CERTAIN DIVIDENDS TAKEN INTO ACCOUNT.— 

(A) Subsection (b) of section 852 (relating to method of 
taxation of regulated investment companies and their 
shareholders) is amended by adding at the end thereof the 
following new paragraph: 

“(6) TIME CERTAIN DIVIDENDS TAKEN INTO ACCOUNT.—For pur- 
poses of this title, any dividend declared by a regulated invest- 
ment company in December of any calendar year and payable to 
shareholders of record on a specified date in such month shall 
be deemed— 

“(A) to have been received by each shareholder on such 
date, and 

“(B) to have been paid by such company on such date (or, 
if earlier, as provided in section 855). 

The preceding sentence shall apply only if such dividend is 
actually paid by the company before February 1 of the following 
calendar year. 

(B) Subsection (b) of section 855 is amended by striking 
out “Amounts” and inserting in lieu thereof ‘ “Except as 
provided in section 852(b\6), amounts”. 

(2) TREATMENT OF EARNINGS AND PROFITS.—Subsection (c) of 
section 852 is amended to read as follows: 

“(c) EARNINGS AND PROFITS.— 

“(1) IN GENERAL.—The earnings and profits of a regulated 
investment company for any taxable year (but not its accumu- 
lated earnings and profits) shall not be reduced by any amount 
which is not allowable as a deduction in computing its taxable 
income for such taxable year. For purposes of this subsection, 
the term ‘regulated investment company’ includes a domestic 
corporation which is a regulated investment company deter- 
mined without regard to the requirements of subsection (a). 

“(2) COORDINATION WITH TAX ON UNDISTRIBUTED INCOME.—A 
regulated investment company shall be treated as having suffi- 
cient earnings and profits to treat as a dividend any distribution 
(other than in a redemption to which section 302(a) applies) 
which is treated as a dividend by such company. The preceding 
sentence shall not apply to the extent that the amount distrib- 
uted during any calendar year by the company exceeds the 
required distribution for such calendar year (as determined 
under section 4982).” 

(3) TREATMENT OF NET CAPITAL LOSS AFTER OCTOBER 31 OF ANY 
YEAR.—Subparagraph (C) of section 852(bX3) (defining capital 
gain dividend) is amended by adding at the end thereof the 
following new sentences: “For purposes of this subparagraph, 
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the amount of the net capital gain for a taxable year (to which 
an election under section 4982(e4) does not apply) shall be 
determined without regard to any net capital loss attributable 
to transactions after October 31 of such year, and any such net 
capital loss shall be treated as arising on the Ist day of the next 
taxable year. To the extent provided in regulations, the preced- 
ing sentence shall apply also for purposes of computing regu- 
lated investment company taxable income.” 
(c) CLERICAL AMENDMENT.—Chapter 44 is amended by striking out 
the chapter heading and the table of sections and inserting in lieu 
thereof the following: 


“CHAPTER 44—QUALIFIED INVESTMENT ENTITIES 


“Sec. 4981. Excise tax on undistributed income of real estate investment trusts. 
“Sec. 4982. Excise tax on undistributed income of regulated investment companies.” 

(d) Errective Date.—The amendments made by this section shall 
apply to calendar years beginning after December 31, 1986. 


SEC. 652. TREATMENT OF BUSINESS DEVELOPMENT COMPANIES. 


(a) GENERAL RULE.—Paragraph (1) of section 851(a) is amended by 
striking out “either as a management company or as a unit invest- 
ment trust” and inserting in lieu thereof “as a management com- 
pany, business development company, or unit investment trust”. 

(b) TECHNICAL AMENDMENT.—Paragraph (1) of section 851(e) (relat- 
ing to investment companies furnishing capital to development 
corporations) is amended by striking out “registered management 
company” and inserting in lieu thereof “registered | management 
company or registered business development company’ 

(c) ErFectivE Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


SEC. 653. AMENDMENTS TO QUALIFICATION RULES. 


(a) TREATMENT OF CERTAIN HEDGING TRANSACTIONS.—Section 851 
(defining regulated investment company) is amended by adding at 
the end thereof the following new subsection: 

TMENT OF CERTAIN HEDGING TRANSACTIONS.— 

“(1) IN GENERAL.—In the case of any designated hedge, for 
purposes of subsection (b\(3), increases (and decreases) during 
the period of the hedge in the value of positions which are part 
of such hedge shall be netted. 

“(2) DESIGNATED HEDGE.—For purposes of this subsection, 
there is a designated hedge where— 

“(A) the taxpayer's risk of loss with respect to any posi- 
tion in property i is reduced by reason of— 

“@) the taxpayer having an option to sell, being 
under a contractual option to sell, or having made (and 
not closed) a short sale of substantially identical prop- 
ert 

ai) the taxpayer being the grantor of an option to 
buy : substantially identical property, or 

‘(iii) under regulations prescribed by the Secretary, 
the taxpayer holding 1 or more other positions, and 

“(B) the Ey thet which are part of the hedge are clearly 
identified the taxpayer in the manner prescribed by 
vequistionn.” 
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(b) DEFINITION OF QUALIFYING INCOME.—Paragraph (2) of subsec- 
tion 851(b) is amended by striking out the semicolon at the end 
thereof and inserting in lieu thereof: “(as defined in section 2(aX36) 
of the Investment Company Act of 1940, as amended) or foreign 
currencies, or other income (including but not limited to gains from 
options, futures, or forward contracts) derived with respect to its 
business of investing in such stock, securities, or currencies;’”. 

(c) ForEIGN Currency Garins.—Subsection (b) of section 851 is 
amended by inserting before the last sentence thereof the following 
new sentence: “For purposes of paragraph (2), the Secretary may by 
regulation exclude from qualifying income foreign currency gains 
which are not ancillary to the company’s — business of 
investing in stock or securities (or options and futures with respect 
to stock or securities).” 

(d) ErrectivE Date.—The amendments made by this section shall 
apply to taxable years beginning after the date of the enactment of 
this Act. 


SEC. 654. TREATMENT OF SERIES FUNDS AS SEPARATE CORPORATIONS. 


(a) GENERAL RuLe.—Section 851 is amended by adding at the end 
thereof the following new subsection: 
“(q) SPECIAL RULE For Series FuNps.— 

“(1) IN GENERAL.—In the case of a regulated investment 
company (within the meaning of subsection (a)) having more 
than one fund, each fund of such regulated investment company 
shall be treated as a separate corporation for purposes of this 
title (except with respect to the definitional requirement of 
subsection (a)). 

“(2) FUND DEFINED.—For purposes of paragraph (1) the term 
‘fund’ means a segregated portfolio of assets, the beneficial 
interests in which are owned by the holders of a class or series 
of stock of the regulated investment company that is preferred 
over all other classes or series in respect of such portfolio of 
assets.” 

(b) Errective DatE.— 

(1) IN GENERAL.—The amendment made by subsection (a) 
shall apply to taxable years beginning after the date of the 
enactment of this Act. 

(2) TREATMENT OF CERTAIN EXISTING SERIES FUNDS.—In the 
case of a regulated investment company which has more than 
one fund on the date of the enactment of this act, and has before 
such date been treated for Federal income tax purposes as a 
single corporation— 

(A) the amendment made by subsection (a), and the 
resulting treatment of each fund as a separate corporation, 
shall not give rise to the realization or recognition of 
income or loss by such regulated investment company, its 
funds, or its shareholders, and 

(B) the tax attributes of such regulated investment com- 
pany shall be appropriately allocated among its funds. 


SEC. 655. EXTENSION OF PERIOD FOR MAILING NOTICES TO SHARE- 
HOLDERS. 


(a) GENERAL Rute.—The following provisions are each amended 
by striking out “45 days” each place it appears and inserting in lieu 
thereof “60 days”: 

(1) Paragraph (3) of subsection 852(b). 
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(2) Subparagraph (A) of paragraph 852(b\5). 
(3) Subsection (c) of section 853. 
(4) Paragraph (2) of subsection 854(b). 
(5) Subsection (c) of section 855. 
(b) ErrectivE Date.—The amendments made by subsection (a) 
shall apply to taxable years beginning after the date of the enact- 
ment of this Act. 


SEC. 656. PROTECTION OF MUTUAL FUNDS RECEIVING THIRD-PARTY 
SUMMONSES. 


(a) GENERAL RULE.—Paragraph (3) of subsection 7609(a) is 
amended— 
(1) by striking out “and” at the end of subparagraph (F); 
(2) by striking out the period at the end of subparagraph (G) 
and inserting in lieu thereof “; and”; and 
(3) by adding the following new subparagraph: 

“(H) any regulated investment company (as defined in 
section 851) and any agent of such regulated investment 
company when acting as an agent thereof.” 

(b) ErrectivE Date.—The amendment made by subsection (a) 
mall opps to summonses served after the date of the enactment of 
this Act. 


SEC. 657. CERTAIN DISTRIBUTIONS NOT TREATED AS PREFERENTIAL 
DIVIDENDS. 


(a) GENERAL Rute.—Subsection (c) of section 562 (relating to 
preferential dividends) is amended by adding at the end thereof the 
following new sentence: “In the case of a distribution by a regulated 
investment company to a shareholder who made an initial invest- 
ment of at least $10,000,000 in such company, such distribution shall 
not be treated as not being pro rata or as being preferential solely by 
reason of an increase in the distribution by reason of reductions in 
administrative expenses of the company.” 

(b) Errective Date.—The amendment made by subsection (a) 
~. apply to distributions after the date of the enactment of this 

ct. 


Subtitle G—Real Estate Investment Trusts 


SEC. 661. GENERAL QUALIFICATION REQUIREMENTS. 


(a) MODIFICATION OF CLOSELY-HELD REQUIREMENTS.— 
(1) Paragraph (6) of section 856(a) is amended to read as 
follows: 
se * 108 is not closely held (as determined under subsection 
(h)); and”. 
(2) Section 856 is amended by adding at the end thereof the 
following new subsection: 
“(h) CLosELy Hetp DETERMINATIONS.— 
“(1) SECTION 542(a\X2) APPLIED.— 

“(A) IN GENERAL.—For purposes of subsection (a6), a 
corporation, trust, or association is closely held if the stock 
ownership requirement of section 542(a)X(2) is met. 

“(B) WAIVER OF PARTNERSHIP ATTRIBUTION, ETC.—F or pur- 
poses of subparagraph (A)— 
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“(i) paragraph (2) of section 544(a) shall be applied as 
if such paragraph did not contain the phrase ‘or by or 
for his partner’, and 

“(ii) sections 544(aX4A) and 544(b\(1) shall be applied 
by substituting ‘the entity meet the stock ownership 
requirement of section 542(aX2)’ for ‘the corporation a 
personal holding company’. 

“(2) SUBSECTIONS (a) (5) AND (6) NOT TO APPLY TO 1ST YEAR.— 
Paragraphs (5) and (6) of subsection (a) shall not apply to the Ist 
taxable year for which an election is made under subsection 
(cX1) by any corporation, trust, or association.” 

(b) REQUIREMENT OF No EARNINGS AND PRoFITs ACCUMULATED IN 
Non-REIT Years.—Subsection (a) of section 857 is amended by 
striking out “and” at the end of paragraph (1), by striking out the 
period at the end of paragraph (2) and inserting in lieu thereof “, 
and”, and by adding at the end thereof the following: 

“(3) either— 

“(A) the provisions of this part apply to the real estate 
investment trust for all taxable years beginning after Feb- 
ruary 28, 1986, or 

“(B) as of the close of the taxable year, the real estate 
investment trust has no earnings and profits accumulated 
in any non-REIT year. 

For purposes of the preceding sentence, the term ‘non-REIT year’ 
means any taxable year to which the provisions of this part did not 
apply with respect to the entity.” 

(c) IntTIAL CHANGE IN ANNUAL ACCOUNTING PERIOD PERMITTED.— 

(1) Section 859 is amended by adding at the end thereof the 
following new subsection: 

“(b) CHANGE OF ACCOUNTING PERIOD WiTHouT APPROVAL.—Not- 
withstanding section 442, an entity which has not engaged in any 
active trade or business may change its accounting period to a 
calendar year without the approval of the Secretary if such change 
is in connection with an election under section 856(c).”’ 

(2) Section 859 is amended by striking out “For purposes of” 
a inserting in lieu thereof “(a) GENERAL RULE.—For purposes 
of”. 


SEC. 662. ASSET AND INCOME REQUIREMENTS. 


(a) TREATMENT OF CERTAIN WHOLLY OWNED SUBSIDIARIES.—Sec- 
tion 856 (defining real estate investment trust) is amended by 
adding at the end thereof the following new subsection: 

“(j) TREATMENT OF CERTAIN WHOLLY OWNED SuBSIDIARIES.— 

“(1) IN GENERAL.—For purposes of this title— 

“(A) a corporation which is a qualified REIT subsidiary 
shall not be treated as a separate corporation, and 

“(B) all assets, liabilities, and items of income, deduction, 
and credit of a qualified REIT subsidiary shall be treated as 
assets, liabilities, and such items (as the case may be) of the 
real estate investment trust. 

“(2) QUALIFIED REIT SUBSIDIARY.—For purposes of this subsec- 
tion, the term ‘qualified REIT subsidiary’ means any corpora- 
tion if 100 percent of the stock of such corporation is held by the 
real estate investment trust at all times during the period such 
corporation was in existence. 

“(3) TREATMENT OF TERMINATION OF QUALIFIED SUBSIDIARY 
STATUS.—For purposes of this subtitle, if any corporation which 
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was a qualified REIT subsidiary ceases to meet the require- 
ments of paragraph (2), such corporation shall be treated as a 
new corporation acquiring all of its assets (and ae all of 
its liabilities) immediately before such cessation from the real 
estate investment trust in exchange for its stock.” 

(b) TEMPORARY INVESTMENT OF New Equity CaPiITAL.— 

(1) Paragraph (3) of section 856(c) is amended by striking out 
“and” at the end of subparagraph (G), by adding “and” at the 
end of subparagraph (H), and by inserting after subparagraph 
(H) the following new subparagraph: 

“(I) qualified temporary investment income;”. 

(2) Subparagraph (B) of section 856(c\6) is amended by adding 
at the end thereof the following new sentence: “Such term also 
includes any property (not otherwise a real estate asset) attrib- 
utable to the temporary investment of new capital, but only if 
such property is stock or a debt instrument, and only for the 1- 
year period beginning on the date the real estate trust receives 
such capital.” 

(3) Paragraph (6) of section 856(c) is amended by redesignating 
subparagraph (D) as subparagraph (E) and by inserting after 
subparagraph (C) the following new subparagraph: 

“(D) QUALIFIED TEMPORARY INVESTMENT INCOME.— 

“(i) IN GENERAL.—The term ‘qualified temporary 
investment income’ means any income which— 

“(I) is attributable to stock or a debt instrument, 

“(ID is attributable to the temporary investment 
of new capital, and 

“(III is received or accrued during the 1-year 
period beginning on the date on which the real 
estate investment trust receives such capital. 

“(ii) NEW CAPITAL.—The term ‘new capital’ means 
any amount received by the real estate investment 
trust— 

“(I) in exchange for stock in such trust (other 
than amounts received pursuant to a dividend re- 
investment plan), or 

“(ID in a public offering of debt obligations of 
such trust which have maturities of at least 5 
years.” 

(c) TREATMENT OF SHARED APPRECIATION MorTGAGES.—Section 856 
is amended by adding at the end thereof the following new subsec- 
tion: 

“(j) TREATMENT OF SHARED APPRECIATION MoRTGAGES.— 

“(1) IN GENERAL.—Solely for purposes of subsection (c) of this 
section and section 857(b\(6), any income derived from a shared 
appreciation provision shall be treated as gain recognized on the 
sale of the secured property. 

“(2) TREATMENT OF INCOME.—For purposes of applying subsec- 
tion (c) of this section and section 857(b\(6) to any income 
described in paragraph (1)— 

“(A) the real estate investment trust shall be treated as 
holding the secured property for the period during which it 
held the shared appreciation provision (or, if shorter, for 
the period during which the secured property was held by 
the person holding such property), and 

“(B) the secured property shall be treated as property 
described in section 1221(1) if it is so described in the hands 
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of the person holding the secured property (or it would be so 
described if held by the real estate investment trust). 
“(3) COORDINATION WITH PROHIBITED TRANSACTIONS SAFE 
HARBOR.—For purposes of section 857(bX6C)— 

“(A) the real estate investment trust shall be treated as 
having sold the secured property when it recognizes any 
income described in paragraph (1), and 

“(B) any expenditures made by any holder of the secured 
property shall be treated as made by the real estate invest- 
ment trust. 

‘(4) DeFInITIONS.—For purposes of this subsection— 

“(A) SHARED APPRECIATION PROVISION.—The term ‘shared 
appreciation provision’ means any provision— 

“(i) which is in connection with an obligation which 
is held by the real estate investment trust and is 
secured by an interest in real property, and 

““ii) which entitles the real estate investment trust to 
receive a specified portion of any gain realized on the 
sale or exchange of such real property (or of any gain 
which would be realized if the property were sold on a 
specified date). 

“(B) SECURED PROPERTY.—The term ‘secured property’ 
means the real property referred to in subparagraph (A).” 


SEC. 663. DEFINITION OF RENTS. 


(a) MODIFICATION OF INDEPENDENT CONTRACTOR REQUIREMENTS.— 
Paragraph (2) of section 856(d) (relating to certain amounts excluded 
from rents from real property) is amended by adding at the end 
thereof the following: 

“Subparagraph (C) shall not apply with respect to any amount if 
such amount would be excluded from unrelated business tax- 
able income under section 512(bX3) if received by an organiza- 
tion described in section 511(aX2).” 

(b) CERTAIN RENTS OR INTEREST BASED ON NET INCOME OR PROFITS 
PERMITTED.— 

(1) Rents.—Subsection (d) of section 856 is amended by adding 
at the end thereof the following new paragraph: 
“(6) SPECIAL RULE FOR CERTAIN PROPERTY SUBLEASED BY 
TENANT OF REAL ESTATE INVESTMENT TRUSTS.— 
“(A) IN GENERAL.—If— ; 
“(i) a real estate investment trust receives or accrues, 
with respect to real or personal property, amounts from 
a tenant which derives substantially all of its income 
with respect to such property from the subleasing of 
substantially all of such property, and 
“(ii) such tenant receives or accrues, directly or in- 
directly, from subtenants only amounts which are 
qualified rents, 
then the amounts that the trust receives or accrues from 
the tenant shall not be excluded from the term ‘rents from 
real property’ solely by reason of being based on the income 
or profits of such tenant. 
“(B) QUALIFIED RENTS.—For purposes of subparagraph 
(A), the term ‘qualified rents’ means any amount which 
would be treated as rents from real property if received by 
the real estate investment trust.” 
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(2) InTEREsT.—Subsection (f) of section 856 (relating to qualify- 
ing interest income) is amended to read as follows: 
‘(f) INTEREST.— 

“(1) IN GENERAL.—For purposes of etpee (2B) and (3XB) 
of subsection (c), the term ‘interest’ does not include any 
amount received or accrued (directly or indirectly) if the deter- 
mination of such amount depends (in whole or in part) on the 
income or profits of any person, except that— 

“(A) any amount so received or accrued shall not be 
excluded from the term ‘interest’ solely by reason of being 
— on a fixed percentage or percentages of receipts or 

es, an 

“(B) any amount so received or accrued with respect to an 
obligation secured by a —— on real property or an 
interest in real =. shall not be excluded from the 
term ‘interest’ solely by reason of none based on the 
income or profits of the debtor from su roperty, if— 

“(i) the debtor derives substantially all of its gross 
income with respect to such property from the leasing 
of substantially all of its interests in such property to 
tenants, and 

“(ii) the amounts received or accrued directly or 
indirectly by the debtor from such tenants are only 
qualified rents (as defined in subsection (dX6\B)). 

“(2) SPECIAL RULE.—Where a real estate investment trust 
receives or accrues any amount which would be excluded from 
the term ‘interest’ solely because the debtor of the real estate 
investment trust receives or accrues any amount the determina- 
tion of which depends (in whole or in part) on the income or 
profits of any person, only a reeenen part (determined 
under regulations prescribed by the Secretary) of the amount 

received or accrued by the real estate investment trust shall be 
excluded from the term ‘interest’.’ 

(3) CONFORMING AMENDMENT.—Subparagraph (A) of section 
856(dX2) is amended by striking out ae (4)” and insert- 
ing in lieu thereof “paragraphs (4) and (6)” 


SEC. 664. DISTRIBUTION REQUIREMENTS. 


(a) ExcLusion oF CERTAIN NoncasH INCOME FROM DISTRIBUTION 
REQUIREMENT.—Subparagraph (B) of section 857(aX1) (relating to 
distribution requirements) is amended to read as follows: 

(B) any excess noncash income (as determined under 
subsection (e)); and” 

(b) Excess NoncasH INCoME Derinep.—Section 857 is amended by 
redesignating subsection (e) as subsection (f) and by inserting after 
subsection (d) the following new subsection: 

“(e) Excess NoncasH INCOME.— 

“O, IN GENERAL.—For purposes of subsection (aX1XB), hp 

term ‘excess noncash income means the excess (if any) of— 

“(A) the amount determined under paragraph (2) for the 

taxable year, over 

“(B) 5 percent of the real estate investment trust taxable 

income for the taxable year determined without regard to 

the deduction for dividends paid (as defined in section 561) 
and by excluding any net capital gain. 

“(2) DETERMINATION OF AMOUNT.—The amount determined 

under this paragraph for the taxable year is the sum of— 
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“(A) the amount (if any) by which— 

“(i) the amounts includible in gross income under 
section 467 (relating to certain payments for the use of 
property or services), exceed 

“(ii) the amounts which would have been includible 
in gross income without regard to such section, 

“(B) in the case of a real estate investment trust using the 
cash receipts and disbursements method of accounting, the 
amount (if any) by which— 

“(i) the amounts includible in gross income as origi- 
nal issue discount on instruments to which section 1274 
(relating to certain debt instruments issued for prop- 
erty) applies, exceed 

“(ii) the amount of money and the fair market value 
of other property received during the taxable year 
under such instruments; plus 

; “(C) any income on the disposition of a real estate asset 
ts 

“(i) there is a determination (as defined in section 
860(e)) that such income is not eligible for nonrecogni- 
tion under section 1031, and 

“(ii) failure to meet the requirements of section 1031 
was due to reasonable cause and not to willful neglect.” 


SEC. 665. TREATMENT OF CAPITAL GAINS. 


(a) CooRDINATION OF Net OperaTING Loss DepucTion WITH Pay- 
MENT OF CAPITAL GAIN DIvIDENDS.— 

(1) IN GENERAL.—Paragraph (3) of section 857(b) (relating to 
capital gains) is amended by adding at the end thereof the 
following new subparagraph: 

“(D) CooRDINATION WITH NET OPERATING LOSS PROVI- 
sions.—For purposes of section 172, if a real estate invest- 
ment trust pays capital gain dividends during any taxable 
year, the amount of the net capital gain for such taxable 
year (to the extent such gain does not exceed the amount of 
such capital gain dividends) shall be excluded in determin- 
ing— 

“(i) the net operating loss for the taxable year, and 

“(ii) the amount of the net operating loss of any prior 
taxable year which may be carried through such tax- 
able year under section 172(bX2) to a succeeding tax- 
able year.” 

(2) REPEAL OF LIMITATION OF NET CAPITAL GAIN TO REAL ESTATE 
INVESTMENT TRUST TAXABLE INCOME.—Subparagraph (C) of sec- 
tion 857(bX3) (defining capital gain dividend) is amended by 
striking out the last sentence. 

(b) Notice or CaprraL Gains Divipenps May BE MaILep WITH 
ANNUAL REPORT.— 

(1) Subparagraph (C) of section 857(b\3) (defining capital gain 
dividend) is amended by striking out “the close of its taxable 
year” and inserting in lieu thereof “the close of its taxable year 
(or mailed to its shareholders or holders of beneficial interests 
with its annual report for the taxable year)”. 

(2) Subsection (c) of section 858 (relating to notice to share- 
holders) is amended by striking out “distribution is made” and 
inserting in lieu thereof “distribution is made (or mailed to its 
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shareholders or holders of beneficie! interests with its annual 
report for the taxable year)”. 


SEC. 666. MODIFICATIONS OF PROHIBITED TRANSACTION RULES. 


(a) EXEMPTIONS FROM PROHIBITED TRANSACTIONS RULES.— 

(1) Clause (iii) of section 857(bX6XC) (relating to certain sales 
oa to constitute prohibited transactions) is amended to read as 
ollows: 

“(iiiXT) during the taxable year the trust does not 
make more than 7 sales of property (other than fore- 
closure property), or (II) the aggregate adjusted bases 
(as determined for purposes of computing earnings and 
protits) of property (other than foreclosure property) 
sold during the taxable year does not exceed 10 percent 
of the aggregate bases (as so determined) of all of the 
assets of the trust as of the beginning of the taxable 
year; and”. 

(2) Clause (ii) of section 857(bX6XC) is amended by striking out 
“20 percent” and inserting in lieu thereof “30 percent”. 

(3) Subparagraph (C) of section 857(bX6) is amended by strik- 
ing out ‘“‘and” at the end of clause (iii), by striking out the period 
at the end of clause (iv) and inserting in lieu thereof “; and”, 
and by inserting after clause (iv) the following new clause: 

“(v) if the requirement of clause (iii)(1) is not satisfied, 
substantially all of the marketing and development 
expenditures with respect to the property were made 
through an independent contractor (as defined in sec- 
tion 856(dX3)) from whom the trust itself does not 
derive or receive any income.” 

(b) Net Loss FrRoM PROHIBITED TRANSACTIONS.— 

(1) Loss FROM PROHIBITED TRANSACTIONS NOT ALLOWED TO 
OFFSET GAIN FROM SUCH TRANSACTIONS.—Clause (ii) of section 
857(bX6\B) (relating to income from prohibited transactions) is 
amended to read as follows: 

“(ii) in determining the amount of the net income 
derived from prohibited transactions, there shall not be 
taken into account any item attributable to any prohib- 
ited transaction for which there was a loss; and”. 

(2) NET LOSS MAY REDUCE TAXABLE INCOME.—Subparagraph (F) 
of section 857(b\(2) (defining real estate investment trust taxable 
income) is amended by striking out “and there shall be included 
an amount equal to any net loss derived from prohibited trans- 
actions”. 


SEC. 667. DEFICIENCY DIVIDENDS OF REAL ESTATE INVESTMENT TRUSTS 
NOT SUBJECT TO PENALTY UNDER SECTION 6697. 


(a) GENERAL Ru.te.—The section heading and subsection (a) of 
section 6697 (relating to assessable penalties with res to liability 
pA tax of qualified investment entities) are amended to read as 
ollows: 


“SEC. 6697. ASSESSABLE PENALTIES WITH RESPECT TO LIABILITY FOR 
TAX OF REGULATED INVESTMENT COMPANIES. 


“(a) Crvit PeNALTY.—In addition to any other pa peeeiee by 
law, any regulated investment company whose tax liability for any 
taxable ro is deemed to be increased pursuant to section 
860\cX 1A) shall pay a penalty in an amount equal to the amount of 





100 STAT. 2306 PUBLIC LAW 99-514—OCT. 22, 1986 


the interest (for which such company is liable) which is attributable 
solely to such increase.” 
(b) CONFORMING AMENDMENT.— 

(1) Subsection (j) of section 860 is amended by striking out 
“qualified investment entity” and inserting in lieu thereof 
“regulated investment company”. 

(2) The table of sections for subchapter B of chapter 68 is 
amended by striking out the item relating to section 6697 and 
inserting in lieu thereof the following: 


“Sec. 6697. Assessable penalties with respect to liability for tax of regulated 
investment companies.” 


SEC. 668. EXCISE TAX ON UNDISTRIBUTED INCOME OF REAL ESTATE 
INVESTMENT TRUSTS. 


(a) GENERAL RuLE.—Section 4981 is amended to read as follows: 


“SEC. 4981. EXCISE TAX ON UNDISTRIBUTED INCOME OF REAL ESTATE 
INVESTMENT TRUSTS. 


“(a) IMposITION OF Tax.—There is hereby imposed a tax on every 
real estate investment trust for each calendar year equal to 4 
percent of the excess (if any) of— 

“(1) the required distribution for such calendar year, over 

“(2) the distributed amount for such calendar year. 

“(b) REquirED DistrisuTION.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘required distribution’ means, 
with respect to any calendar year, the sum of— 

“(A) 85 percent of the real estate investment trust’s 
ordinary income for such calendar year, plus 

“(B) 95 percent of the real estate investment trust’s cap- 
ital gain net income for such calendar year. 

“(2) INCREASE BY PRIOR YEAR SHORTFALL.—The amount deter- 
mined under paragraph (1) for any calendar year shall be 
increased by the excess (if any) of— 

“(A) the grossed up required distribution for the preced- 
ing calendar year, over 

“(B) the distributed amount for such preceding calendar 
year. 

“(3) GROSSED UP REQUIRED DISTRIBUTION.—The grossed up re- 
quired distribution for any calendar year is the required dis- 
tribution for such year determined— 

“(A) with the application of paragraph (2) to such taxable 
year, and 

“(B) by substituting ‘100 percent’ for each percentage set 
forth in paragraph (1). 

“(c) DisTRIBUTED AMOUNT.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘distributed amount’ means, with 
respect to any calendar year, the sum of— 

“(A) the deduction for dividends paid (as defined in sec- 
tion 561) during such calendar year, and 

“(B) any amount on which tax is imposed under subsec- 
tion (bX1) or (bX3\A) of section 857 for any taxable year 
ending in such calendar year. 

“(2) INCREASE BY PRIOR YEAR OVERDISTRIBUTION.—The amount 


determined under paragraph (1) for any calendar year shall be 
increased by the excess (if any) of— 
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“(A) the distributed amount for the preceding calendar 
year (determined with the application of this paragraph to 
such preceding calendar year), over 

“(B) the grossed up required distribution for such preced- 
ing calendar year. 

“(3) DETERMINATION OF DIVIDENDS PAID.—The amount of the 
dividends paid during any calendar year shall be determined 
without regard to the provisions of section 858. 

“(d) TimE FoR PAYMENT OF Tax.—The tax imposed by this section 
for any calendar year shall be paid on or before March 15 of the 
following calendar year. 

“(e) DEFINITIONS AND SpeciAL Rutes.—For purposes of this 
section— 

“(1) OrnpDINARY INCOME.—The term ‘ordinary income’ means 
the real estate investment trust taxable income (as defined in 
section 857(bX2)) determined— 

“(A) without regard to subparagraph (B) of section 
857(bX2), 

“(B) by not taking into account any gain or loss from the 
sale or exchange of a capital asset, and 

“(C) by treating the calendar year as the trust’s taxable 


year. 

“(2) CAPITAL GAIN NET INCOME.—The term ‘capital gain net 
income’ has the meaning given to such term by section 1222(9) 
(determined by treating the calendar year as the trust’s taxable 
year). 

“(3) TREATMENT OF DEFICIENCY DISTRIBUTIONS.—In the case of 
any deficiency dividend (as defined in section 860(f))— 

“(A) such dividend shall be taken into account when paid 
without regard to section 860, and 

“(B) any income giving rise to the adjustment shall be 
treated as arising when the dividend is paid.” 

(b) RELATED AMENDMENTS.— 

(1) TIME CERTAIN DIVIDENDS TAKEN INTO ACCOUNT.— 

(A) Subsection (b) of section 857 (relating to method of 
taxation of real estate investment trusts and holders of 
interests therein) is amended by adding at the end thereof 
the following new paragraph: 

“(8) TIME CERTAIN DIVIDENDS TAKEN INTO ACCOUNT.—For pur- 
poses of this title, any dividend declared by a real estate invest- 
ment trust in December of any calendar year and payable to 
shareholders of record on a specified date in such month shall 
be deemed— 

“(A) to have been received by each shareholder on such 
date, and 

“(B) to have been paid by such trust on such date (or, if 
earlier, as provided in section 858). 

The preceding sentence shall apply only if such dividend is 
actually paid by the company before February 1 of the following 
calendar year.’ 

(B) Subsection (b) of section 856 is amended by striking 
out “Amounts” and inserting in lieu thereof “Except as 
provided in section 857(bX8), amounts”. 

(2) TREATMENT OF EARNINGS AND PROFITS.—Subsection (d) of 
section 857 is amended to read as follows: 

“(d) EARNINGS AND PROFITs.— 
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“(1) IN GENERAL.—The earnings and profits of a real estate 
investment trust for any taxable year (but not its accumulated 
earnings) shall not be reduced by any amount which is not 
allowable in computing its taxable income for such taxable 
year. For purposes of this subsection, the term ‘real estate 
investment trust’ includes a domestic corporation, trust, or 
association which is a real estate investment. trust determined 
without regard to the requirements of subsection (a). 

“(2) COORDINATION WITH TAX ON UNDISTRIBUTED INCOME.—A 
real estate investment trust shall be treated as having sufficient 
earnings and profits to treat as a dividend any distribution 
(other than in a redemption to which section 302(a) applies) 
which is treated as a dividend by such trust. The preceding 
sentence shall not apply to the extent that the amount distrib- 
uted during any calendar year by the trust exceeds the required 
distribution for such calendar year (as determined under section 
4981).” 

(3) TREATMENT OF NET CAPITAL GAIN AFTER OCTOBER 31 OF ANY 
YEAR.—Subparagraph (C) of section 857(b\(3) (defining capital 
gain dividend) is amended by adding at the end thereof the 
following new sentences: “For purposes of this subparagraph, 
the amount of the net capital gain for any taxable year which is 
not a calendar year shall be determined without regard to any 
net capital loss attributable to transactions after December 31 
of such year, and any such net capital loss such be treated as 
arising on the lst day of the next taxable year. To the extent 
provided in regulations, the preceding sentence shall apply also 
for purposes of computing real estate investment trust taxable 
income.” 


SEC. 669. EFFECTIVE DATES. 


(a) GENERAL RuLE.—Except as otherwise provided in this section, 
the amendments made by this part shall apply to taxable years 
beginning after December 31, 1986. 

(b) Section 668.—The amendments made by section 668 shall 
apply to calendar years beginning after December 31, 1986. 

(c) RETENTION OF EXISTING TRANSITIONAL RULE.—The amendment 
made by section 663(b\(2) shall not apply with respect to amounts 
received or accrued pursuant to loans made before May 28, 1976. For 
purposes of the preceding sentence, a loan is considered to be made 
before May 28, 1976, if such loan is made pursuant to a binding 
commitment entered into before May 28, 1976. 


Subtitle H—Taxation of Interests in Entities 
Holding Real Estate Mortgages 


SEC. 671. TAXATION OF REAL ESTATE MORTGAGE INVESTMENT CON- 
DUITS. 


(a) GENERAL RuLE.—Subchapter M of chapter 1 (relating to regu- 
lated investment companies and real estate investment trusts) is 
amended by adding at the end thereof the following new part: 
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“PART IV—REAL ESTATE MORTGAGE 
INVESTMENT CONDUITS 


“Sec. 860A. Taxation of REMIC’s. 

“Sec. 860B. Taxation of holders of regular interests 

“Sec. 860C. Taxation of residual interests 

“Sec. 860D. REMIC defined. 

“Sec. 860E. Treatment of income in excess of daily accruals on residual in- 
terests. 

“Sec. 860F. Other rules. 

“Sec 860G. Other definitions and special rules. 


“SEC. 860A. TAXATION OF REMIC’s. 


“(a) GENERAL RuLE.—Except as otherwise provided in this part, a 
REMIC shall not be subject to taxation under this chapter (and shall 
not be treated as a corporation, partnership, or trust for purposes of 
this chapter). 

“(b) INcoME TAXABLE TO HoLpERs.—The income of any REMIC 
shall be taxable to the holders of interests in such REMIC as 
provided in this part. 


“SEC. 860B. TAXATION OF HOLDERS OF REGULAR INTERESTS. 


“(a) GENERAL RuLe.—In determining the tax under this chapter of 
any holder of a regular interest in a REMIC, such interest (if not 
otherwise a debt instrument) shall be treated as a debt instrument. 

“(b) Hotpers Must Use Accruat Metuopv.—The amounts includ- 
ible in gross income with respect to any regular interest in a REMIC 
shall be determined under the accrual method of accounting. 

“(c) PoRTION OF GAIN TREATED AS ORDINARY INCOME.—Gain on the 
disposition of a regular interest shall be treated as ordinary income 
to the extent such gain does not exceed the excess (if any) of— 

“(1) the amount which would have been includible in the 
gross income of the taxpayer with respect to such interest if the 
yield on such interest were 110 percent of the applicable Fed- 
eral rate (as defined in section 1274(d) without regard to —- 
graph (2) thereof) as of the beginning of the taxpayer’s holding 
period, over 

“(2) the amount actually includible in gross income with 
respect to such interest by the taxpayer. 

“(d) Cross REFERENCE.— 


“For special rules in determining inclusion of original issue discount on 
regular interests, see section 1272(aX6). 


“SEC. 860C. TAXATION OF RESIDUAL INTERESTS. 


“(a) Pass-THRU OF INCOME oR Loss.— 

“(1) IN GENERAL.—In determining the tax under this chapter 
of any holder of a residual interest in a REMIC, such holder 
shall take into account his daily portion of the taxable income 
or net loss of such REMIC for each day during the taxable year 
on which such holder held such interest. 

“(2) DaiLy porTION.—The daily portion referred to in para- 
graph (1) shall be determined— 

“(A) by allocating to each day in any calendar quarter its 
ratable portion of the taxable income (or net loss) for such 
quarter, and 

“(B) by allocating the amount so allocated to any day 
among the holders (on such day) of residual interests in 
proportion to their respective holdings on such day. 
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“(b) DETERMINATION OF TAXABLE INCOME oR Net Loss.—For pur- 
poses of this section— 

“(1) TAXABLE INCOME.—The taxable income of a REMIC shall 
be determined under an accrual method of accounting and in 
the same manner as in the case of an individual, except that— 

“(A) regular interests in such REMIC (if not otherwise 
debt instruments) shall be treated as indebtedness of such 
REMIC, 

“(B) market discount on any market discount bond shall 
be included in gross income for the taxable years to which it 
is attributable as determined under the rules of section 
1276(bX(2) (and sections 1276(a) and 1277 shall not apply), 

‘(C) there shall not be taken into account any item of 
income, gain, loss, or deduction allocable to a prohibited 
transaction, and 

“(D) the deductions referred to in section 703(a)(2) (other 
than any deduction under section 212) shall not be allowed. 

“(2) Net Loss.—The net loss of any REMIC is the excess of— 

“(A) the deductions allowable in computing the taxable 
income of such REMIC, over 

“(B) its gross income. 

Such amount shall be determined with the modifications set 
forth in paragraph (1). 
“(c) Distr1BUTIONS.—Any distribution by a REMIC— 

“(1) shall not be included in gross income to the extent it does 
not exceed the adjusted basis of the interest, and 

“(2) to the extent it exceeds the adjusted basis of the interest, 
shall be treated as gain from the sale or exchange of such 
interest. 

“(d) Basis RuLEs.— 

“(1) INCREASE IN BASIS.—The basis of any person’s residual 
interest in a REMIC shall be increased by the amount of the 
taxable income of such REMIC taken into account under subsec- 
tion (a) by such person with respect to such interest. 

“(2) DECREASES IN BASIS.—The basis of any person’s residual 
interest in a REMIC shall be decreased (but not below zero) by 
the sum of the following amounts: 

“(A) any distributions to such person with respect to such 
interest, and 

“(B) any net loss of such REMIC taken into account under 
subsection (a) by such person with respect to such interest. 

“(e) SPECIAL RuLES.— 

“(1) AMOUNTS TREATED AS ORDINARY INCOME.—Any amount 
included in the gross income of any holder of a residual interest 
in a REMIC by reason of subsection (a) shall be treated as 
ordinary income. 

“(2) LIMITATION ON LOSSES.— 

“(A) IN GENERAL.—The amount of the net loss of any 
REMIC taken into account by a holder under subsection (a) 
with respect to any calendar quarter shall not exceed the 
adjusted basis of such holder's residual interest in such 
REMIC as of the close of such calendar quarter (determined 
without regard to the adjustment under subsection (d\2\B) 
for such calendar quarter). 

“(B) INDEFINITE CARRYFORWARD.—Any loss disallowed by 
reason of subparagraph (A) shall be treated as incurred by 
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the REMIC in the succeeding calendar quarter with respect 
to such holder 
(3) CROSS REFERENCE.— 


a special treatment of income in excess of daily accruals, see section 
860E. 


“SEC. 860D. REMIC DEFINED. 


‘(a) GENERAL RuLE.—For purposes of this title, the terms ‘real 
estate mortgage investment conduit’ and ‘REMIC’ mean any 
entity— 

“(1) to which an election to be treated as a REMIC applies for 
the taxable year and all prior taxable years, 

“(2) all of the interests in which are regular interests or 
residual interests, 

“(3) which has 1 (and only 1) class of residual interests (and all 
distributions, if any, with respect to such interests are pro rata), 

“(4) as of the close of the 4th month ending after the startup 
day and each quarter ending thereafter, substantially all of the 
assets of which consist of qualified mortgages and permitted 
investments, and 

“(5) which has a taxable year which is a calendar year. 

“(b) ELECTION. — 

“(1) IN GENERAL.—An entity (otherwise meeting the require- 
ments of subsection (a)) may elect to be treated as a REMIC for 
its 1st taxable year. Such an election shall be made on its return 
for such 1st taxable year. Except as provided in paragraph (2), 
such an election shal apply to the taxable year for which made 
and all subsequent taxable years. 

“(2) TERMINATION.— 

“(A) IN GENERAL.—If any entity ceases to be a REMIC at 
any time > taxable year, such entity shall not be 
treated as a REMIC for such taxable year or any succeeding 
taxable year. 

“(B) INADVERTENT TERMINATIONS.—If— 

“(i) an entity ceases to be a REMIC, 

“(ii) the Secretary determines that such cessation 
was inadvertent, 

“(iii) no later than a reasonable time after the discov- 
ery of the event resulting in such cessation, steps are 
taken so that such entity is once more a REMIC, and 

“(iv) such entity, and each person holding an interest 
in such entity at any time during the period specified 
pursuant to this subsection, agrees to make such 
adjustments (consistent with the treatment of such 
entity as a REMIC or a C corporation) as may be 
required by the Secretary with respect to such period, 

then, notwithstanding such terminating event, such — 
shall be treated as continuing to be a REMIC (or suc 

cessation shall be disregarded for purposes of subparagraph 
(A)) whichever the Secretary determines to be appropriate. 


“SEC. 860E. TREATMENT OF INCOME IN EXCESS OF DAILY ACCRUALS ON 
RESIDUAL INTERESTS. 


(a) Excess IncLusions May Nort BE Orrset sy Net OPERATING 


“(1) IN GENERAL.—Except as provided in paragraph (2), the 
taxable income of any holder of a residual interest in a REMIC 
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for any taxable year shall in no event be less than the excess 
inclusion for such taxable year. 

“(2) EXCEPTION FOR CERTAIN FINANCIAL INSTITUTIONS.—Para- 
graph (1) shall not apply to any organization to which section 
593 applies. The Secretary may by regulations provide that the 
preceding sentence shall not apply where necessary or appro- 
priate to prevent avoidance of tax imposed by this chapter. 

“(b) ORGANIZATIONS SUBJECT TO UNRELATED Business Tax.—If the 
holder of any residual interest in a REMIC is an organization 
subject to the tax imposed by section 511, the excess inclusion of 
such holder for any taxable year shall be treated as unrelated 
business taxable income of such holder for purposes of section 511. 

“(c) Excess INcLusion.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘excess inclusion’ means, with 
respect to any residual interest in a REMIC for any calendar 
quarter, the excess (if any) of— 

“(A) the amount taken into account with respect to such 
interest by the holder under section 860Cia), over 

“(B) the sum of the daily accruals with respect to such 
interest for days during such calendar quarter while held 
by such holder. 

To the extent provided in regulations, if residual interests in a 
REMIC do not have significant value, the excess inclusions with 
respect to such interests shall be the amount determined under 
subparagraph (A) without regard to subparagraph (B). 

“(2) DETERMINATION OF DAILY ACCRUALS.— 

“(A) IN GENERAL.—For purposes of this subsection, the 
daily accrual with respect to any residual interest for any 
day in any calendar quarter shall be determined by allocat- 
ing to each day in such quarter its ratable portion of the 
product of— 

“(i) the adjusted issue price of such interest at the 
beginning of such quarter, and 

(ii) 120 percent of the long-term Federal rate (deter- 
mined on the basis of compounding at the close of each 
calendar quarter and properly adjusted for the length 
of such quarter). 

“(B) ADJUSTED ISSUE PRICE.—-For purposes of this para- 
graph, the adjusted issue price of any residual interest at 
the beginning of any calendar quarter is the issue price of 
residual interest— 

“(i) increased by the amount of daily accruals for 
prior quarters, and 

“(ii) decreased by any distribution made with respect 
to such interest before the beginning of such quarter. 

“(C) FEDERAL LONG-TERM RATE.—For purposes of this 
paragraph, the term ‘Federal long-term rate’ means the 
Federal long-term rate which would have applied to the 
residual interest under section 1274(d) (determined without 
regard to paragraph (2) thereof) if it were a debt 
instrument. 

“(d) TREATMENT OF RESIDUAL INTERESTS HELD By REAL ESTATE 
INVESTMENT TrRustTs.—If a residual interest in a REMIC is held by a 
real estate investment trust, under regulations prescribed by the 
Secretary— 

(1) any excess of— 
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“(A) the aggregate excess inclusions determined with 
respect to such interests, over 
“(B) the real estate investment trust taxable income 
(within the meaning of section 857(bX2), excluding any net 
capital gain), 
shall be allocated among the shareholders of such trust in 
proportion to the dividends received by such shareholders from 
such trust, and 
“(2) any amount allocated to a shareholder under paragraph 
(1) shall be treated as an excess inclusion with respect to a 
residual interest held by such shareholder. 


“SEC. 860F. OTHER RULES. 


“(a) 100 Percent TAX ON PROHIBITED TRANSACTIONS.— 

“(1) Tax 1mposeD.—There is hereby imposed for each taxable 
year of a REMIC a tax equal to 100 percent of the net income 
derived from prohibited transactions. 

“(2) PROHIBITED TRANSACTION.—For purposes of this part, the 
term ‘prohibited transaction’ means— 

“(A) DISPOSITION OF QUALIFIED MORTGAGE.—The disposi- 
tion of any qualified mortgage transferred to the REMIC 
other than a disposition pursuant to— 

“(i) the substitution of a qualified replacement mort- 
gage for a qualified mortgage, 
“(ii) a disposition incident to the foreclosure, default, 
or imminent default of the mortgage, 
“(iii) the bankruptcy or insolvency of the real estate 
mortgage pool, or 
“(iv) a qualified liquidation. 
Notwithstanding the preceding sentence, the term ‘prohib- 
ited transaction’ shall not include any disposition required 
to prevent default on a regular interest where the threat- 
ened default resulted from a default on 1 or more qualified 
mortgages. 

“(B) INCOME FROM NONPERMITTED ASSETS.—The receipt of 
any income attributable to any asset which is neither a 
qualified mortgage nor a permitted investment. 

“(C) COMPENSATION FOR SERVICES.—The receipt by the 
real estate mortgage pool of any amount representing a fee 
or other compensation for services. 

“(D) GAIN FROM DISPOSITION OF CASH FLOW INVEST- 
MENTS.—Gain from the disposition of any cash flow invest- 
ment other than pursuant to any qualified liquidation 
described in subsection (b). 

“(3) DETERMINATION OF NET INCOME.—For purposes of para- 
graph (1), the term ‘net income derived from prohibited trans- 
actions’ means the excess of the gross income from prohibited 
transactions over the deductions allowed by this chapter which 
are directly connected with such transactions; except that there 
shall not be taken into account any item attributable to any 
prohibited transaction for which there was a loss. 

“(4) QUALIFIED LIQUIDATION.—F or purposes of this part— 

“(A) IN GENERAL.—The term ‘qualified liquidation’ means 
a transaction in which— 

“(i) the REMIC adopts a plan of complete liquidation, 
“(ii) such REMIC sells all its assets (other than cash) 
within the liquidation period, and 
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“(iii) all proceeds of the liquidation (plus the cash), 
less assets retained to meet claims, are credited or 
distributed to holders of regular or residual interests on 
or before the last day of the liquidation period. 

“(B) LIQUIDATION PERIOD.—The term ‘liquidation period’ 
means the period— 

“(i) beginning on the date of the adoption of the plan 
of liquidation, and 
; “(ii) ending at the close of the 90th day after such 

ate. 
“(b) TREATMENT OF TRANSFERS TO THE REMIC.— 

“(1) TREATMENT OF TRANSFEROR.— 

“(A) NONRECOGNITION GAIN OR Loss.—No gain or loss 
shall be recognized to the transferor on the transfer of any 
property to a REMIC. 

“(B) ADJUSTED BASES OF INTERESTS.—The adjusted bases of 
the regular and residual interests received in a transfer 
described in subparagraph (A) shall be equal to the aggre- 
gate adjusted bases of the property transferred in such 
transfer. Such amount shall be allocated among such in- 
terests in proportion to their respective fair market values. 

“(C) TREATMENT OF NONRECOGNIZED GAIN.—If the issue 
price of any regular or residual interest exceeds its adjusted 
basis as determined under subparagraph (B), for periods 
during which such interest is held by the transferor (or by 
any other person whose basis is determined in whole or in 
part by reference to the basis of such interest in the hand of 
the transferor)— 

“(i) in the case of a regular interest, such excess shall 
be included in gross income (as determined under rules 
similar to rules of section 1276(b)), and 

“(ii) in the case of a residual interest, such excess 
shall be included in gross income ratably over the 
anticipated period during which the real estate mort- 
gage pool will be in existence. 

“(D) TREATMENT OF NONRECOGNIZED Loss.—If the adjusted 
basis of any regular or residual interest received in a 
transfer described in subparagraph (A) exceeds its issue 
price, for periods during which such interest is held by the 
transferor (or by any other person whose basis is deter- 
mined in whole or in part by reference to the basis of such 
interest in the hand of the transferor)— 

“(i) in the case of a regular interest, such excess shall 
be allowable as a deduction under rules similar to the 
rules of section 171, and 

“(ii) in the case of a residual interest, such excess 
shall be allowable as a deduction ratably over the 
anticipated period during which the real estate mort- 
gage pool will be in existence. 

(2) BASIS TO REMIC.—The basis of any property received by a 
REMIC in a transfer described in paragraph (1A) shall be its 
fair market value immediately after such transfer. 

‘“(c) DISTRIBUTIONS OF ProperTy.—If a REMIC makes a distribu- 
tion of property with respect to any regular or residual interest— 

“(1) notwithstanding any other provision of this subtitle, gain 
shall be recognized to such REMIC on the distribution in the 
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same manner as if it had sold such property to the distributee at 
its fair market value, and 

“(2) the basis of the distributee in such property shall be its 
fair market value. 

“(d) CoorDINATION WitH WasH SALE Rutes.—For purposes of 
section 1091— 

“(1) any residual interest in a REMIC shall be treated as a 
security, and 

“(2) in applying such section to any loss claimed to have been 
sustained on the sale or other disposition of a residual interest 
in a REMIC— 

“(A) except as Fae in regulations, any residual in- 
terest in any REMIC and any interest in a taxable mort- 
gage pool (as defined in section 7701(i)) comparable to a 
residual interest in a REMIC shall be treated as substan- 
tially identical stock or securities, and 

“(B) subsections (a) and (e) of such section shall be applied 
by substituting ‘6 months’ for ‘30 days’ each place it 
appears. 

“(e) TREATMENT UNDER SustiT.e F.—For pur of subtitle F, a 
REMIC shall be treated as a partnership (and holders of residual 
interests in such REMIC shall be natal as partners). Any return 
required by reason of the preceding sentence shall include the 
amount of the daily accruals determined under section 860E<ic). 


“SEC. 860G. OTHER DEFINITIONS AND SPECIAL RULES. 


“(a) DEFINITIONS.—For purposes of this part— 

“(1) REGULAR INTEREST.— The term ‘regular interest’ means 
an interest in a REMIC the terms of which are fixed on the 
startup day, and which— 

“(A) unconditionally entitles the holder to receive a speci- 
fied principal amount (or other similar amount), and 

“(B) provides that interest payments (or other similar 
amounts), if any, at or before maturity are payable based on 
a fixed rate (or to the extent provided in regulations, at a 
variable rate). 

An interest shall not fail to meet the requirements of subpara- 
graph (A) merely because the timing (but not the amount) of the 
principal payments (or other similar amounts) may be contin- 
gent on the extent of prepayments on qualified mortgages and 
the amount of income from permitted investments. 

“(2) RESIDUAL INTEREST.—The term ‘residual interest’ means 
an interest in a REMIC which is not a regular interest and is 
designated as a residual interest. 

“(3) QUALIFIED MORTGAGE.—The term ‘qualified mortgage’ 
means— 

“(A) any obligation (including any participation or certifi- 
cate of beneficial ownership therein) which is principally 
secured, directly or indirectly, by an interest in real prop- 
erty and which— 

“(i) is transferred to the REMIC on or before the 
startup day, or 
“(ii) is purchased by the ny within the 3-month 
period beginning on the startup day, 

“(B) any qualified replacement mortgage, and 

“(C) any regular interest in another REMIC transferred 
to the REMIC on or before the startup day. 
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“(4) QUALIFIED REPLACEMENT MORTGAGE.—The term ‘qualified 
replacement mortgage’ means any obligation— 

“(A) which would be described in paragraph (3A) if it 
were transferred to the REMIC on or before the startup 
day, and 

“(B) which is received for— 

“(i) another obligation within the 3-month period 
beginning on the startup day, or 

“(ii) a defective obligation within the 2-year period 
beginning on the startup day. 

“(5) PERMITTED INVESTMENTS.—The term ‘permitted invest- 
ments’ means any— 

“(A) cash flow investment, 

“(B) qualified reserve asset, or 

“(C) foreclosure property. 

“(6) CASH FLOW INVESTMENT.—The term ‘cash flow invest- 
ment’ means any investment of amounts received under quali- 
fied mortgages for a temporary period before distribution to 
holders of interests in the REMIC. 

“(7) QUALIFIED RESERVE ASSET.— 

“(A) IN GENERAL.—The term ‘qualified reserve asset’ 
means any intangible property which is held for investment 
and as part of a qualified reserve fund. 

“(B) QUALIFIED RESERVE FUND.—For purposes of subpara- 
graph (A), the term ‘qualified reserve fund’ means any 
reasonably required reserve to provide for full payment of 
expenses of the REMIC or amounts due on regular interests 
in the event of defaults on qualified mortgages. The amount 
of any such reserve shall be promptly and at 
reduced as payments of qualified mortgages are received. 

“(C) SPECIAL RULE.—A reserve shall not be treated as a 
qualified reserve for any taxable year (and all subsequent 
taxable years) if more than 30 percent of the gross income 
from the assets in such fund for the taxable year is derived 
from the sale or other disposition of property held for less 
than 3 months. For purposes of the preceding sentence, gain 
on the disposition of a qualified reserve asset shall not be 
taken into account if the disposition giving rise to such gain 
is required to prevent default on a regular interest where 
the threatened default resulted from a default on 1 or more 
qualified mortgages. 

“(8) FORECLOSURE PROPERTY.—The term ‘foreclosure property’ 
means property— 

“(A) which would be foreclosure property under section 
856(e) if acquired by a real estate investment trust, and 

“(B) which is acquired in connection with the default or 
imminent default of a qualified mortgage held by the 
REMIC. 

Property shall cease to be foreclosure property with respect to 
the REMIC on the date which is 1 year after the date such real 
estate mortgage pool acquired such property. 

“(9) Startup DAyY.—The term ‘startup day’ means any day 
selected by a REMIC which is on or before the 1st day on which 
interests in such REMIC are issued. 

“(10) IssuE price.—The issue price of any regular or residual 
interest in a REMIC shall be determined under section 1273(b) 
in the same manner as if such interest were a debt instrument; 
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except that if the interest is issued for property, paragraph (3) of 
section 1273(b) shall apply whether or not the requirements of 
such paragraph are met. 

“(b) TREATMENT OF NONRESIDENT ALIENS AND FOREIGN CORPORA- 
TIONS.—If the holder of a residual interest in a REMIC is a non- 
resident alien individual or a foreign corporation, for purposes of 
sections 871(a), 881, 1441, and 1442— 

“(1) amounts includible in the gross income of such holder 
under this part shall be taken into account when paid or 
distributed (or when the interest is disposed of), and 

“(2) no exemption from the taxes imposed by such sections 
(and no reduction in the rates of such taxes) shall apply to any 
excess inclusion. 

The Secretary may by regulations provide that such amounts shall 
be taken into account earlier than as provided in paragraph (1) 
where necessary or appropriate to prevent the avoidance of tax 
imposed by this chapter. 

“(c) REGULATIONS.—The Secretary shall prescribe such regulations 
as may be necessary or appropriate to carry out the purposes of this 
part, including regulations— 

‘“(1) to prevent unreasonable accumulations of assets in a 
REMIC, 

“(2) permitting determinations of the fair market value of 
property transferred to a REMIC and issue price of interests in 
a REMIC to be made earlier than otherwise provided, and 

“(3) requiring reporting to holders of residual interests of such 
information as frequently as is necessary or appropriate to 
permit such holders to compute their taxable income 
accurately.” 

(b) TECHNICAL AMENDMENTS.— 

(1) TREATMENT FOR REIT PURPOSES.—Paragraph (6) of section 
856(c) is amended by redesignating subparagraph (D) as 
subparagraph (E) and by inserting after subparagraph (C) the 
following new subparagraph: 

“(D) A regular or residual interest in a REMIC shall be 
treated as an interest in real property, and any amount 
includible in gross income with respect to such an interest 
shall be treated as interest; except that, if less than 95 
percent of the assets of such REMIC are interests in real 
property (determined as if the taxpayer held such assets), 
such interest shall be so treated only in the proportion 
which the assets of the REMIC consist of such interests.” 

(2) TREATMENT FOR PURPOSES OF SECTION 593.—Subsection (d) 
of section 593 (defining loans) is amended by adding at the end 
thereof the following new paragraph: 

“(4) TREATMENT OF INTERESTS IN REMIC’S.—A regular or resid- 
ual interest in a REMIC shall be treated as a qualifying real 
property loan; except that, if less than 95 percent of the assets of 
such REMIC are qualifying real property loans (determined as 
if the taxpayer held the assets of the REMIC), such interest 
shall be so treated only in the proportion which the assets of 
such REMIC consist of such loans.” 

(3) TREATMENT FOR PURPOSES OF SECTION 7701 (a) (19).— 
Subparagraph (C) of section 7701(aX19) (defining domestic build- 
ing and loan associations) is amended by striking out “and” at 
the end of clause (ix), by striking out the period at the end of 
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clause (x) and inserting in lieu thereof “, and”, and by inserting 
after clause (x) the following new clause: 

“(xi) any regular or residual interest in a REMIC, but 
only in the proportion which the assets of such REMIC 
consist of property described in any of the preceding 
clauses of this subparagraph; except that if 95 percent 
or more of the assets of such REMIC are loans de- 
scribed in clauses (i) through (x), the entire interest in 
the REMIC shall qualify.” 

(4) TREATMENT FOR PURPOSES OF SECTION 582(c).—Paragraph 
(1) of section 582(c) is amended by adding at the end thereof the 
following new sentence: “For purposes of the preceding sen- 
tence, any regular or residual interest in a REMIC shall be 
treated as an evidence of indebtedness.” 


SEC. 672. RULES FOR ACCRUING ORIGINAL ISSUE DISCOUNT ON REGULAR 
INTERESTS AND SIMILAR DEBT INSTRUMENTS. 


Subsection (a) of section 1272 (relating to current inclusion in 
income of original issue discount) is amended by redesignating 
paragraph (6) as a @ and by inserting after paragraph (5) 
the following new paragraph 

“(6) DETERMINATION OF DAILY PORTIONS WHERE PRINCIPAL SUB- 
JECT TO ACCELERATION.— 

“(A) IN GENERAL.—In the case of any debt instrument to 
which this paragraph applies, the daily portion of the origi- 
nal issue discount shall be determined by allocating to each 
day — accrual period its ratable portion of the excess (if 
any) of— 

“(i) the sum of (1) the present value determined under 
subparagraph (B) of all remaining payments under the 
debt instrument as of the close of such period, and (II) 
the payments during the accrual period of amounts 
included in the stated redemption price of the debt 
instrument, over 

“(ii) the adjusted issue price of such debt instrument 
at the beginning of such period. 

“(B) DETERMINATION OF PRESENT VALUE.—For purposes of 
subparagraph (A), the present value shall be determined on 
the basis of— 

“(i) the original yield to maturity (determined on the 
basis of compounding at the close of each accrual 
period and properly adjusted for the length of the 
accrual period), 

“(ii) events which have occurred before the close of 
the accrual period, and 

“(iii) a prepayment assumption determined in the 
manner prescribed by regulations. 

“(C) DEBT INSTRUMENTS TO WHICH PARAGRAPH APPLIES.— 
This paragraph applies to— 

“(i) any regular interest in a REMIC or qualified 
mortgage held by a REMIC, or 

“(ii) any other debt instrument if payments under 
such debt instrument may be accelerated by reason of 
prepayments of other obligations securing such debt 
instrument (or, to the extent provided in regulations, 
by reason of other events).” 
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SEC. 673. TREATMENT OF TAXABLE MORTGAGE POOLS. 


Section 7701, as amended by section 201(c), is amended by re- 
designating subsection (i) as subsection (j) and by inserting after 
subsection (h) the following new subsection: 

“(i) TAXABLE MortGAGE Poots.— 

“(1) TREATED AS SEPARATE CORPORATIONS.—A taxable mort- 
gage pool shall be treated as a separate corporation which may 
not be treated as an includible corporation with any other 
corporation for purposes of section 1501. 

Se TAXABLE MORTGAGE POOL DEFINED.—For purposes of this 
title— 

“(A) IN GENERAL.—Except as otherwise provided in this 
paragraph, a taxable mortgage pool is any entity (other 
than a REMIC) if— 

“(i) substantially all of the assets of such entity 
consists of debt obligations (or interests therein) and 
more than 50 percent of such debt obligations (or in- 
terests) consists of real estate mortgages (or interests 
therein), 

“(ii) such entity is the obligor under debt obligations 
with 2 or more maturities, and 

“(iii) under the terms of the debt obligations referred 
to in clause (ii) (or underlying arrangement), payments 
on such debt obligations bear a relationship to pay- 
ments on the debt obligations (or interests) referred to 
in clause (i). 

“(B) PorTION OF ENTITIES TREATED AS POOLS.—Any portion 
of an entity which meets the definition of subparagraph (A) 
shall be treated as a taxable mortgage pool. 

“(C) EXCEPTION FOR DOMESTIC BUILDING AND LOAN.—Noth- 
ing in this subsection shall be construed to treat any domes- 
tic building and loan association (or portion thereof) as a 
taxable mortgage pool. 

“(D) TREATMENT OF CERTAIN EQUITY INTERESTS.—To the 
extent provided in regulations, equity interest of varying 
classes which correspond to maturity classes of debt shall 
be treated as debt for purposes of this subsection. 

“(3) TREATMENT OF CERTAIN REIT’s.—If— 

“(A) a real estate investment trust is a taxable mortgage 


l, or 
“(B) a qualified REIT subsidiary (as defined in section 
856(i(2)) of a real estate investment trust is a taxable 
mortgage pool, 
under regulations prescribed by the Secretary, adjustments 
similar to the adjustments provided in section 860E(d) shall 
apply to the shareholders of such real estate investment trust.” 


SEC. 674. COMPLIANCE PROVISIONS. 


Subsection (d) of section 6049 (relating to returns regardi:g pay- 
ments of interest) is amended by adding at the end thereof the 
following new paragraph: 

“(7) INTERESTS IN REMIC’S AND CERTAIN OTHER DEBT 
INSTRUMENTS.— 
“(A) IN GENERAL.—For purposes of subsection (a), the 
term ‘interest’ includes amounts includible in gross income 
with respect to regular interests in REMIC’s. 
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“(B) REPORTING TO CORPORATIONS, ETC.—Except as other- 
wise provided in regulations, in the case of any interest 
descri in subparagraph (A) of this pee and any 
other debt instrument to which section 1272(aX6) applies, 
subsection (b\4) of this section shall be applied without 
regard to subparagraphs (A), (H), (I, (J), (K), and (LXi). 

(C) ADDITIONAL INFORMATION.—Except as otherwise pro- 
vided in regulations, any return or statement required to be 
filed or furnished under this section with respect to interest 
income described in subparagraph (A) and interest on any 
other debt instrument to which section 1272(aX6) applies 
shall also provide information setting forth the issue price 
of the interest to which the return or statement relates at 
the beginning of each accrual period with respect to which 
interest income is required to be reported on such return or 
statement and information necessary to compute accrual of 
market discount. 

“(D) REGULATORY AUTHORITY.—The Secretary may pre- 
scribe such regulations as are necessary or appropriate to 
carry out the purposes of this paragraph, including regula- 
tions which require more frequent or more detailed report- 
ing. 

SEC. 675. EFFECTIVE DATES. 


(a) GENERAL RuLE.—Except as otherwise provided in this section, 
the amendments made by this part shall apply to taxable years 
beginning after December 31, 1986. 

(b) RuLEs ror ACCRUING ORIGINAL Issue DiscouNt.—The amend- 
ment made by section 672 shall apply to debt instruments issued 
after December 31, 1986, in taxable years ending after such date. 

(c) TREATMENT OF TAXABLE MorTGAGE PooLs.— 

(1) IN GENERAL.—The amendment made by section 673 shall 
take effect on January 1, 1992. 

(2) TREATMENT OF EXISTING ENTITIES.—The amendment made 
by section 673 shall not apply to any entity in existence on 
December 31, 1991. The preceding sentence shall cease to apply 
with respect to any entity as of the lst day after December 31, 
1991, on which there is a substantial transfer of cash or other 
property to such entity. 

(3) SPECIAL RULE FOR COORDINATION WITH WASH-SALE RULES.— 
Notwithstanding paragraphs (1) and (2), for purposes of apply- 
ing section 860F(d) of the Internal Revenue Code of 1986 (as 
added by this part), the amendment made by section 673 shall 
apply to taxable years beginning after December 31, 1986. 


TITLE VII—ALTERNATIVE MINIMUM TAX 


SEC. 701. ALTERNATIVE MINIMUM TAX FOR INDIVIDUALS AND CORPORA- 
TIONS. 


(a) GENERAL RuLE.—Part VI of subchapter A of chapter 1 (relating 
to minimum tax for tax preferences) is amended to read as follows: 


“PART VI—ALTERNATIVE MINIMUM TAX 


“Sec. 55. Alternative minimum tax imposed. 
“Sec. 56. Adjustments in computing alternative minimum taxable income. 
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“Sec. 57. Items of tax preference. 
“Sec. 58. Denial of certain losses. 
“Sec. 59. Other definitions and special rules 


“SEC. 55. ALTERNATIVE MINIMUM TAX IMPOSED. 


“(a) GENERAL RuLE.—There is hereby imposed (in addition to any 
one tax imposed by this subtitle) a tax equal to the excess (if any) 
oO — 

(1) the tentative minimum tax for the taxable year, over 

“(2) the regular tax for the taxable year. 

“(b) TENTATIVE MintmuM Tax.—For purposes of this part— 

(1) IN GENERAL.—The tentative minimum tax for the taxable 
year is— 

“(A) 20 percent (21 percent in the case of a taxpayer other 
than a corporation) of so much of the alternative minimum 
taxable income for the taxable year as exceeds the exemp- 
tion amount, reduced by 

“(B) the alternative minimum tax foreign tax credit for 
the taxable year. 

‘“(2) ALTERNATIVE MINIMUM TAXABLE INCOME.—The term 
‘alternative minimum taxable income’ means the taxable 
income of the taxpayer for the taxable year— 

(A) determined with the adjustments provided in section 
56 and section 58, and 

“(B) increased by the amount of the items of tax pref- 
erence described in section 57. 

“(c) REGULAR TAx.— 

“(1) IN GENERAL.—For purposes of this section, the term 
‘regular tax’ means the regular tax liability for the taxable year 
(as defined in section 26(b)) reduced by the foreign tax credit 
allowable under section 27(a). Such term shall not include any 
tax imposed by section 402(e) and shall not include any increase 
in tax under section 47. 

“(2) CROSS REFERENCES.— 

“For provisions providing that certain credits are not allowable against 
= _ imposed by this section, see sections 26(a), 28(d)(2), 29(b)5), and 
Cc). 

“(d) ExemMPTION AMOUNT.—For purposes of this section— 

“(1) EXEMPTION AMOUNT FOR TAXPAYERS OTHER THAN CORPORA- 
TIoNsS.—In the case of a taxpayer other than a corporation, the 
term ‘exemption amount’ means— 

“(A) $40,000 in the case of— 

“(j) a joint return, or 
“(ii) a surviving spouse, 
‘B) $30,000 in the case of an individual who— 
“(i) is not a married individual, and 
“(ii) is not a surviving spouse, and 
“(C) $20,000 in the case of— 
“(i) a married individual who files a separate return, 
or 
(ii) an estate or trust. 
For purposes of this paragraph, the term ‘surviving spouse’ has 
the meaning given to such term by section 2(a), and marital 
status shall be determined under section 7703. 

“(2) CorPporRATIONS.—In the case of a corporation, the term 

‘exemption amount’ means $40,000. 
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“(3) PHASE-OUT OF EXEMPTION AMOUNT.—The exemption 
amount of any taxpayer shall be reduced (but not below zero) by 
an amount equal to 25 percent of the amount by which the 
alternative minimum taxable income of the taxpayer exceeds— 

“(A) $150,000 in the case of a taxpayer described in 
paragraph (1A) or (2), 

“(B) $112,500 in the case of a taxpayer described in 
paragraph (1)(B), and 

“(C) $75,000 in the case of a taxpayer described in para- 
graph (1XC). 


“SEC. 56. ADJUSTMENTS IN COMPUTING ALTERNATIVE MINIMUM TAX- 
ABLE INCOME. 


“(a) ADJUSTMENTS APPLICABLE TO ALL TAXPAYERS.—In determin- 
ing the amount of the alternative minimum taxable income for any 
taxable year the following treatment shall apply (in lieu of the 
treatment applicable for purposes of computing the regular tax): 

“(1) DEPRECIATION.— 

“(A) IN GENERAL.— 

“(i) PROPERTY OTHER THAN CERTAIN REAL PROPERTY.— 
Except as provided in clause (ii), the depreciation 
deduction allowable under section 167 with respect to 
any tangible ae placed in service after Decem- 
ber 31, 1986, s be determined under the alternative 
system of section 168(g). 

“(ii) 150-PERCENT DECLINING BALANCE METHOD FOR 
CERTAIN PROPERTY.—The method of depreciation used 
shall.be— 

“(I) the 150 percent declining balance method, 
“(ID switching to the straight line method for the 
lst taxable year for which using the straight line 
method with respect to the adjusted basis as of the 
beginning of the year will yield a higher allowance. 
The preceding sentence shall not apply to any section 
1250 property (as defined in section 1250(c)) or to any 
other property if the depreciation deduction deter- 
mined under section 168 with respect to such other 
roperty for purposes of the regular tax is determined 
y using the straight line method. 

“(B) EXCEPTION FOR CERTAIN PROPERTY.—This paragraph 
shall not apply to property described in paragraph (1), (2), 
(3), or (4) of section 168(f). 

“(C) COORDINATION WITH TRANSITIONAL RULES.— 

“(i) IN GENERAL.—This paragraph shall not apply to 
Property placed in service after Decaubes 31, 1986, to 
which the amendments made by section 201 of the Tax 
Reform Act of 1986 do not apply. 

“(ii) TREATMENT OF CERTAIN PROPERTY PLACED IN 
SERVICE BEFORE 1987.—This paragraph shall apply to 
any property to which the amendments made by sec- 
tion 201 of the Tax Reform Act of 1986 apply by reason 
of an election under section 203(a\1XB) of such Act 
without regard to the requirement of subparagraph (A) 
that the property be placed in service after Decem- 
ber 31, 1986. 

“(D) NORMALIZATION RULES.—With respect to public util- 
ity property described in section 167(1\3\A), the Secretary 
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shall prescribe the requirements of a normalization method 
of accounting for this section. 

“(2) MINING EXPLORATION AND DEVELOPMENT COSTS.— 

“(A) IN GENERAL.—With respect to each mine or other 
natural deposit (other than an oil, gas, or geothermal well) 
of the taxpayer, the amount allowable as a deduction under 
section 616(a) or 617(a) (determined without regard to sec- 
tion 291(b)) in computing the regular tax for costs paid or 
incurred after December 31, 1986, shall be capitalized and 
amortized ratably over the 10-year period beginning with 
the taxable year in which the expenditures were made. 

“(B) Loss ALLOWED.—If a loss is sustained with respect to 
any property described in subparagraph (A), a deduction 
shall be allowed for the expenditures described in subpara- 
graph (A) for the taxable year in which such loss is sus- 
tained in an amount equal to the lesser of— 

“(i) the amount allowable under section 165(a) for the 
expenditures if they had remained capitalized, or 

“(ii) the amount of such expenditures which have not 
previously been amortized under subparagraph (A). 

“(3) TREATMENT OF CERTAIN LONG-TERM CONTRACTS.—In the 
case of any long-term contract entered into by the taxpayer on 
or after March 1, 1986, the taxable income from such contract 
shall be determined under the percentage of completion method 
of accounting (as modified by section 460(b)). 

“(4) ALTERNATIVE TAX NET OPERATING LOSS DEDUCTION.—The 
alternative tax net operating loss deduction shall be allowed in 
7 of the net operating loss deduction allowed under section 
172. 

“(5) POLLUTION CONTROL FACILITIES.—In the case of any cer- 
tified pollution control facility placed in service after Decem- 
ber 31, 1986, the deduction allowable under section 169 (without 
regard to section 291) shall be determined under the alternative 
system of section 168(g). 

“(6) INSTALLMENT SALES OF CERTAIN PROPERTY.—In the case of 
any— 

“(A) disposition after March 1, 1986, of property described 
in section 1221(1), or 

“(B) other disposition if an obligation arising from such 
disposition would be an applicable installment obligation 
(as defined in section 453C(e)) to which section 453C applies, 

income from such disposition shall be determined without 
regard to the installment method under section 453 or 453A and 
all payments to be received for the disposition shall be deemed 
received in the taxable year of the disposition. This paragraph 
shall not apply to any disposition with respect to which an 
election is in effect under section 453C(e)(4). 

“(7) ADJUSTED BASIS.—The adjusted basis of any property to 
which paragraph (1) or (5) applies (or with respect to which 
there are any expenditures to which paragraph (2) or subsection 
(bX2) applies) shall be determined on the basis of the treatment 
prescribed in paragraph (1), (2), or (5), or subsection (b\2), 
whichever applies. 

“(b) ADJUSTMENTS APPLICABLE TO INDIVIDUALS.—In determining 
the amount of the alternative minimum taxable income of any 
taxpayer (other than a corporation), the following treatment shall 
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apply (in lieu of the treatment applicable for purposes of computing 
the regular tax): 
“(1) LIMITATION ON ITEMIZED DEDUCTIONS.— 

“(A) IN GENERAL.—No deduction shall be allowed— 

“(i) for any miscellaneous itemized deduction (as de- 
fined in section 67(b)), or 

“(ii) for any taxes described in paragraph (1), (2), or 
(3) of section 164(a). 

Clause (ii) shall not apply to any amount allowable in 
computing adjusted gross income. 

“(B) MEDICAL EXPENSES.—In determining the amount 
allowable as a deduction under section 213, subsection (a) of 
section 213 shall be applied by substituting ‘10 percent’ for 
‘7.5 percent’. 

“(C) INTEREst.—In determining the amount allowable as 
a deduction for interest, subsections (d) and (h) of section 
163 shall apply, except that— 

“(i) in lieu of the exception under section 163(h\(2)D), 
the term ‘personal interest’ shall not include any quali- 
fied housing interest (as defined in subsection (e)), 

“(ii) sections 163(d)\(6) and 163(h\6) (relating to phase- 
ins) shall not apply, and 

“(iii) interest on any specified private activity bond 
(and any amount treated as interest on a specified 
activity bond under section 56(a5\B)), and any deduc- 
tion referred to in section 57(aX(5\A), shall be treated as 
includible in gross income (or as deductible) for pur- 
poses of applying section 163(d). 

‘(D) TREATMENT OF CERTAIN RECOVERIES.—No recovery of 
any tax to which subparagraph. (A\ii) applied shall be 
included in gross income for purposes of determining alter- 
native minimum taxable income. 

“(E) STANDARD DEDUCTION NOT ALLOWED.—The standard 
deduction provided in section 63(c) shall not be allowed. 

(2) CIRCULATION AND RESEARCH AND EXPERIMENTAL EXPENDI- 
TURES.— 

“(A) IN GENERAL.—The amount allowable as a deduction 
under section 173 or 174(a) in computing the regular tax for 
amounts paid or incurred after December 31, 1986, shall be 
capitalized and— 

“(i) in the case of circulation expenditures described 
in section 173, shall be amortized ratably over the 3- 
year period beginning with the taxable year in which 
the expenditures were made, or 

“(ii) in the case of research and experimental 
expenditures described in section 174(a), shall be amor- 
tized ratably over the 10-year period beginning with 
the taxable year in which the expenditures were made. 

“(B) Loss ALLOWED.—If a loss is sustained with respect to 
any property described in subparagraph (A), a deduction 
shall be allowed for the expenditures described in subpara- 
graph (A) for the taxable year in which such loss is sus- 
tained in an amount equal to the lesser of— 

“(i) the amount allowable under section 165(a) for the 
expenditures if they had remained capitalized, or 

“(ii) the amount of such expenditures which have not 
previously been amortized under subparagraph (A). 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2325 


“(C) SPECIAL RULE FOR PERSONAL HOLDING COMPANIES.—In 
the case of circulation expenditures described in section 
173, the adjustments provided in this paragraph shall apply 
= to a personal holding company (as defined in section 

“(c) ADJUSTMENTS APPLICABLE TO CORPORATIONS.—In determining 
the amount of the alternative minimum taxable income of a cor- 
poration, the following treatment shall apply: 

“(1) ADJUSTMENT FOR BOOK INCOME OR ADJUSTED EARNINGS 
AND PROFITS.— 

“(A) Book INCOME ADJUSTMENT.—For taxable years begin- 
ning in 1987, 1988, and 1989, alternative minimum taxable 
income shall be adjusted as provided under subsection (f). 

“(B) ADJUSTED EARNINGS AND PROFITS.—For taxable years 
beginning after 1989, alternative minimum taxable income 
shall be adjusted as provided under subsection (g). 

“(2) MERCHANT MARINE CAPITAL CONSTRUCTION FUNDS.—In the 
case of a capital construction fund established under section 607 
of the Merchant Marine Act, 1936 (46 U.S.C. 1177)— 

“(A) subparagraphs (A), (B), and (C) of section 7518(c\1) 
(and the corresponding provisions of such section 607) shall 
not apply to— 

“(i) any amount deposited in such fund after Decem- 
ber 31, 1986, or 

“(ii) any earnings (including gains and losses) after 
December 31, 1986, on amounts in such fund, and 

“(B) no reduction in basis shall be made under section 
7518(f) (or the corresponding provisions of such section 607) 


with respect to the withdrawal from the fund of any 
amount to which subparagraph (A) applies. 
For purposes of this paragraph, any withdrawal of deposits or 
earnings from the fund shall be treated as allocable first to 
deposits made before (and earnings received or accrued before) 
or 1, 1987. 
P 


“(3) SPECIAL DEDUCTION FOR CERTAIN ORGANIZATIONS NOT AL- 
LOWED.—The deduction determined under section 833(b) shall 
not be allowed. 

“(d) ALTERNATIVE Tax Net OperatinGc Loss Depuction Dk- 
FINED.— 

“(1) IN GENERAL.—For purposes of subsection (a)(4), the term 
‘alternative tax net operating loss deduction’ means the net 
operating loss deduction allowable for the taxable year under 
section 172, except that— 

“(A) the amount of such deduction shall not exceed 90 
percent of alternative minimum taxable income determined 
without regard to such deduction, and 

“(B) in determining the amount of such deduction— 

“(i) the net operating loss (within the meaning of 
section 172(c)) for any loss year shall be adjusted as 
provided in paragraph (2), and 

“(ii) in the case of taxable years beginning after 
December 31, 1986, section 172(b\(2) shall be applied by 
substituting ‘90 percent of alternative minimum tax- 
able income determined without regard to the alter- 
native tax net operating loss deduction’ for ‘taxable 
income’ each place it appears. 

“(2) ADJUSTMENTS TO NET OPERATING LOSS COMPUTATION.— 
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“(A) Post-1986 LOSS YEARS.—In the case of a loss year 
beginning after December 31, 1986, the net operating loss 
for such year under section 172(c) shall— 

“(i) be determined with the adjustments provided in 
this section and section 58, and 

“(ii) be reduced by the items of tax preference deter- 
mined under section 57 for such year (other than 
subsection (a)(6) thereof). 

“(B) Pre-1987 YEARS.—In the case of loss years beginning 
before January 1, 1987, the amount of the net operating loss 
which may be carried over to taxable years beginning after 
December 31, 1986, for purposes of paragraph (2), shall be 
equal to the amount which may be carried from the loss 
year to the first taxable year of the taxpayer beginning 
after December 31, 1986. 

“(e) QUALIFIED HousinG INTEREsT.—For purposes of this part— 

“(1) IN GENERAL.—The term ‘qualified housing interest’ 
means interest which is paid or accrued during the taxable year 
on indebtedness which is incurred in acquiring, constructing, or 
substantially rehabilitating any property which— 

“(A) is the principal residence (within the meaning of 
section 1034) of the taxpayer at the time such interest 
accrues or is paid, or 

“(B) is a qualified dwelling which is a qualified residence 
(within the meaning of section 163(h)(3)). 

Such term also includes interest on any indebtedness resulting 
from the refinancing of indebtedness meeting the requirements 
of the preceding sentence; but only to the extent that the 
amount of the indebtedness resulting from such refinancing 
does not exceed the amount of the refinanced indebtedness 
immediately before the refinancing. 

“(2) QUALIFIED DWELLING.—The term ‘qualified dwelling’ 
means any— 

“(A) house, 

“(B) apartment, 

“(C) condominium, or 

“(D) mobile home not used on a transient basis (within 
the meaning of section 7701(aX19XC\v)), 

including all structures or other property appurtenant thereto. 

“(3) SPECIAL RULE FOR INDEBTEDNESS INCURRED BEFORE JULY 1, 
1982.—The term ‘qualified -housing interest’ includes interest 
paid or accrued on indebtedness which— 

E ian was incurred by the taxpayer before July 1, 1982, 
an 

“(B) is secured by property which, at the time such 
indebtedness was incurred, was— 

“(i) the principal residence (within the meaning of 
section 1034) of the taxpayer, or 
“(ii) a qualified dwelling used by the taxpayer (or any 
member of his family (within the meaning of section 
267(c\(4))). 
“(f) ADJUSTMENTS FOR Book INCOME OF CORPORATIONS.— 

“(1) IN GENERAL.—The alternative minimum taxable income 
of any corporation for any taxable year beginning in 1987, 1988, 
or on — be increased by 50 percent of the amount (if any) 
by which— 
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“(A) the adjusted net book income of the corporation, 
exceeds 

“(B) the alternative minimum taxable income for the 
taxable year (determined without regard to this subsection 
and the alternative tax net operating loss deduction). 

“(2) ADJUSTED NET BOOK INCOME.—For purposes of this subsec- 
tion— 

“(A) IN GENERAL.—The term ‘adjusted net book income’ 
means the net income or loss of the taxpayer set forth on 
the taxpayer’s applicable financial statement, adjusted as 
provided in this paragraph. 

“(B) ADJUSTMENTS FOR CERTAIN TAXES.—The amount 
determined under subparagraph (A) shall be appropriately 
adjusted to disregard any Federal income taxes, or income, 
war profits, or excess profits taxes im by any foreign 
country or possession of the United States, which are di- 
rectly or indirectly taken into account on the taxpayer’s 
applicable financial statement. The preceding sentence 
shall not apply to any such taxes imposed by a foreign 
country or possession of the United States if the taxpayer 
does not choose to take, to any extent, the benefits of 
section 901. 

“(C) SPECIAL RULES FOR RELATED CORPORATIONS.— 

“(i) CONSOLIDATED RETURNS.—If the taxpayer files a 
consolidated return for any taxable year, adjusted net 
book income for such taxable year shall take into 
account items on the taxpayer’s applicable financial 
statement which are properly allocable to members of 
such group included on such return. 

“(ii) TREATMENT OF DIVIDENDS.—In the case of any 
corporation which is not included on a consolidated 
return with the taxpayer, adjusted net book income 
shall take into account the earnings of such other 
corporation only to the extent of the sum of the divi- 
dends received from such other corporation and other 
amounts required to be included in gross income under 
this chapter in respect of the earnings of such other 
corporation. 

“(D) STATEMENTS COVERING DIFFERENT PERIODS.—Appro- 
priate adjustments shall be made in adjusted net book 
income in any case in which an applicable financial state- 
ment covers a period other than the taxable year. 

“(E) SPECIAL RULE FOR COOPERATIVES.—In the case of a 
cooperative to which section 1381 applies, the amount 
determined under subparagraph (A) shall be reduced by the 
amounts referred to in section 1382(b) (relating to patron- 
age dividends and per-unit retain allocations) to the extent 
such amounts were not otherwise taken into account in 
determining adjusted net book income. 

“(F) TREATMENT OF DIVIDENDS FROM 936 CORPORATIONS.— 

“(i) IN GENERAL.—In determining the amount of ad- 
justed net book income, any dividend received from a 
corporation eligible for the credit provided by section 
936 shall be increased by the amount of any withhold- 
ing tax paid to a possession of the United States with 
respect to such dividend. 

“(ii) TREATMENT AS FOREIGN TAXES.— 
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“(I) IN GENERAL.—50 percent of any withholding 
tax paid to a possession of the United States with 
respect to dividends referred to in clause (i) (to the 
extent such dividends do not exceed the excess 
referred to in paragraph (1), determined without 
regard to clause (i)) shall, for purposes of this part, 
be treated as a tax paid by the corporation receiv- 
ing the dividend to a foreign country. 

“(II) TREATMENT OF TAXES IMPOSED ON 936 COR- 
PORATION.—For purposes of this subparagraph, 
taxes paid by any corporation eligible for the credit 
provided by section 936 to a possession of the 
United States, shall be treated as a withholding 
tax paid with the to any dividend paid by such 
corporation to the extent such taxes would be 
treated as paid by the corporation receiving the 
—" under rules similar to the rules of section 


‘“(G) RULES FOR ALASKA NATIVE CORPORATIONS.—The 
amount determined under subparagraph (A) shall be appro- 
priately ; adjusted to allow: 

(i) cost recovery and depletion attributable to prop- 
erty the basis of which is determined under section 
S1(e) of the Alaska Native Claims Settlement Act (43 
U.S.C. 1620(c)), and 

“(ii) deductions for amounts payable made pursuant 
to section 7(i) or section 7(j) of such Act (43 U.S.C. 
1606(i) and 1606(j)) only at such time as the deductions 
are allowed for tax purposes. 

“(H) SECRETARIAL AUTHORITY TO ADJUST ITEMS.—Under 
regulations, adjusted net book income shall be properly 
adjusted to prevent the oinission or duplication of any item. 

“(3) APPLICABLE FINANCIAL STATEMENT.—For purposes of this 
subsection— 

“(A) IN GENERAL.—The term ‘applicable financial state: 
ment’ means, with respect to any taxable year, any state- 
ment covering such taxable year— 

“(i) which is required to be filed with the Securities 
and Exchange Commission, 

“(ii) which is a certified audited income statement to 
be used for the pare of a statement or report— 

“(D fore 
“(ID to nasties, or 
“(III) for any other substantial nontax purpose, 

“(iii) which is an income statement required to be 
provided to— 

“(I) the Federal Government or any agency 
thereof, 
“(ID a State government or any agency thereof, 


or 
“(IID a political subdivision of a State or any 
agency thereof, or 
“(iv) which is an income statement to be used for the 
purposes of a statement or report— 
“(D for credit purposes, 
“(ID to shareholders, or 
“(III) for any other substantial nontax purpose. 
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“(B) EARNINGS AND PROFITS USED IN CERTAIN CASES.—If— 
“(i) a taxpayer has no applicable financial statement, 


or 
“(ii) a taxpayer has only a statement described in 
subparagraph (AXiv) and the taxpayer elects the ap- 
plication of this subparagraph, 
the net income or loss set forth on the taxpayer’s applicable 
financial statement shall, for purposes of paragraph (3)(A), 
be treated as being equal to the taxpayer’s earnings and 
profits for the taxable year (without diminution by reason 
of distributions during the tax year). Such election, once 
made, shall remain in effect for any taxable year for which 
the ro is described in this subparagraph unless re- 
voked with the consent of the Secretary. 

“(C) SPECIAL RULE WHERE MORE THAN 1 STATEMENT.—For 
purposes of subparagraph (A), if a taxpayer has a statement 
described in more than 1 clause or subclause, the applicable 
financial statement shall be the statement described in the 
clause or subclause with the lowest number designation. 

“(4) EXCEPTION FOR CERTAIN CORPORATIONS.—This su ion 
shall not apply to any S corporation, lated investment 
company, real estate investment trust, or C. 

“(g) ADJUSTMENTS BASED ON ADJUSTED CURRENT EARNINGS.— 

“(1) IN GENERAL.—The alternative minimum taxable income 
of any corporation for any taxable year beginning after 1989 
shall be increased by 75 percent of the excess (if any) of— 

“(A) the adjusted current earnings of the corporation, 


ver 

‘“(B) the alternative minimum taxable income (deter- 
mined without regard to this subsection and the alternative 
tax net operating loss deduction). 

“(2) ALLOWANCE OF NEGATIVE ADJUSTMENTS.— 

“(A) IN GENERAL.—The alternative minimum taxable 
income for any corporation of any taxable year beginning 
ree — shall be reduced by 75 percent of the excess (if 
any) of— 

“(i) the amount referred to in subparagraph (B) of 
paragraph (1), over 

“(ii) the amount referred to in subparagraph (A) of 
——- (1). 

“(B) Luwrration.—The reduction under subparagraph (A) 

for any taxable year shall not exceed the excess (if any) of— 
“(i) the aggregate increases in alternative minimum 
taxable income under paragraph (1) for prior taxable 
years, over 
“(ii) the aggregate reductions under subparagraph 
(A) of this paragraph for prior taxable years. 

“(3) ADJUSTED CURRENT EARNINGS.—For purposes of this 
subsection, the term ‘adjusted current earnings’ means the 
alternative minimum taxable income for the taxable year— 

“(A) determined with the adjustments provided in para- 
graph (4), and 

“(B) determined without regard to this subsection and the 
alternative tax net operating loss deduction. 

(4) ADJUSTMENTS.—In determining adjusted current earn- 
ings, the following adjustments shall apply: 

“(A) DEPRECIATION.— 
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“(i) PROPERTY PLACED IN SERVICE AFTER 1989.—The 
depreciation deduction with respect to any property 
placed in service in a taxable year beginning after 1989 
shall be determined under whichever of the following 
— yields deductions with a smaller present 
value: 

“(I) The alternative system of section 168(g), or 

“(II The method used for book purposes. 

“(ii) PROPERTY TO WHICH NEW ACRS SYSTEM APPLIES.— 
In the case of any property to which the amendments 
made by section 201 of the Tax Reform Act of 1986 
apply and which is placed in service in a taxable year 
beginning before 1990, the depreciation deduction shall 
be determined— 

“(I) by taking into account the adjusted basis of 
such property (as determined for purposes of 
computing alternative minimum taxable income) 
as of the close of the last taxable year beginning 
before January 1, 1990, and 

“(II) by using the straight-line method over the 
remainder of the recovery period applicable to 
such property under the alternative system of sec- 
tion 168(g). 

“(iii) PROPERTY TO WHICH ORIGINAL ACRS SYSTEM AP- 
PLIES.—In the case of any property to which section 168 
(as in effect on the day before the date of the enactment 
of the Tax Reform Act of 1986 and without regard to 
subsection (dX1AXii) thereof) applies, the depreciation 
deduction shall be determined— 

“(I) by taking into account the adjusted basis of 
such property (as determined for purposes of 
computing the regular tax) as of the close of the 
_ taxable year beginning before January 1, 1990, 


n 
“(II) by using the straight line method over the 
remainder of the recovery period which would 
apply to such property under the alternative 
system of section 168(g). 

“(iv) PROPERTY PLACED IN SERVICE BEFORE 1981.—In 
the case of any property not described in clause (i), (ii), 
or (iii), the amount allowable as depreciation or 
amortization with respect to such property shall be 
determined in the same manner as for purposes of 
computing taxable income. 

“(v) SLOWER METHOD USED IF USED FOR BOOK PUR- 
POSES.—In the case of any roreeey to which clause (ii), 
(iii), or (iv) applies, if the depreciation method used for 

k purposes yields deductions for taxable years 
beginning after 1989 with a smaller present value than 
the method which would otherwise be used under such 
clause, the method used for book purposes shall be used 
in lieu of the method which would otherwise be used 
under such clause. 

“(B) INCLUSION OF ITEMS INCLUDED FOR PURPOSES OF 
COMPUTING EARNINGS AND PROFITS.— 

“(i) IN GENERAL.—In the case of any amount which is 

excluded from gross income for purposes of computing 
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alternative minimum taxable income but is taken into 
account in determining the amount of earnings and 
profits— 

“(I) such amount shall be included in income in 
the same manner as if such amount were includ- 
ible in gross income for purposes of computing 
alternative minimum taxable income, and 

“(II) the amount of such income shall be reduced 
by any deduction which would have been allowable 
in computing alternative minimum taxable income 
if such amount were includible in gross income. 

“(ii) INCLUSION OF BUILDUP IN LIFE INSURANCE CON- 
TRACTS.—In the case of any life insurance contract— 

“(D the income on such contract (as determined 
under section 7702(g)) for any taxable year shall be 
treated as includible in gross income for such year, 


and 

“(II) there shall be allowed as a deduction that 
portion of any premium which is attributable to 
insurance coverage. 

“(iii) INCLUSION OF INCOME ON ANNUITY CONTRACT.— 
In the case of any annuity contract, the income on such 
contract (as determined under section 72(u)(2)) shall be 
treated as includible in gross income for such year. 

‘“(C) DISALLOWANCE OF ITEMS NOT DEDUCTIBLE IN COMPUT- 
ING EARNINGS AND PROFITS.— 

“(i) IN GENERAL.—A deduction shall not be allowed 
for any item if such item would not be deductible for 
any taxable year for purposes of computing earnings 
and profits. 

“(ii) SPECIAL RULE FOR 100-PERCENT DIVIDENDS.— 
Clause (i) shall not apply to any deduction allowable 
under section 243 or 245 for a 100-percent dividend— 

“(ID if the corporation receiving such dividend 
and the corporation paying such dividend could not 
be members of the same affiliated group under 
section 1504 by reason of section 1504(b), 

“(ID but only to the extent such dividend is 
attributable to income of the paying corporation 
which is subject to tax under this chapter (deter- 
mined after the application of sections 936 and 
921). 

For purposes of the preceding sentence, the term ‘100 
percent dividend’ means any dividend if the percentage 
used for purposes of determining the amount allowable 
as a deduction under section 243 or 245 with respect to 
such dividend is 100 percent. 

“(iii) SPECIAL RULE FOR DIVIDENDS FROM SECTION 936 
COMPANIES.—In the case of any dividend received from 
a corporation eligible for the credit provided by section 
936, rules similar to the rules of subparagraph (F) of 
subsection (f(1) shall apply, except that “75 percent’ 
shall be substituted for ‘50 percent’ in clause (iiXI) 
thereof. 

“(D) CERTAIN OTHER EARNINGS AND PROFITS ADJUST- 
MENTS.— 
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“(i) IN GENERAL.—The adjustments provided in sec- 
tion 312(n) shall apply; except that— 

“(I) paragraphs (1), (2), and (3) shall apply only to 
amounts paid or incurred in taxable years begin- 
ning after December 31, 1989, 

“(II) paragraph (4) shall apply = to taxable 
years beginning after December 31, 1989, 

“(IID) paragraph (5) shall apply only to install- 
ment sales in taxable years beginning after Decem- 
ber 31, 1989, 

“(IV) paragraph (6) shall apply only to contracts 
entered into on or after March 1, 1986, and 

“(V) paragraphs (7) and (8) shall not apply. 

“(ii) SPECIAL RULE FOR INTANGIBLE DRILLING COSTS 
ig MINERAL EXPLORATION AND DEVELOPMENT COSTS.— 

“(I) the present value of the deductions provided 
under subparagraph (AXii) or (BXii) of section 
312(n\(2) with respect to amounts paid or incurred 
in taxable years beginning after December 31, 
1989, exceeds 

“(ID the present value of the deductions for such 
amounts under the method used for book purposes, 

such amounts shall be deductible under the method 
used for book purposes in lieu of that provided in such 
subparagraph. 

“(E) DISALLOWANCE OF LOSS ON EXCHANGE OF DEBT 
POOLS.—No loss shall be recognized on the exchange of any 
pool of debt obligations for another pool of debt obligations 
having substantially the same effective interest rates and 
maturities. 

“(F) ACQUISITION EXPENSES OF LIFE INSURANCE COMPA- 
NiEs.—Acquisition expenses of life insurance companies 
shall be capitalized and amortized in accordance with the 
treatment generally required under generally accepted 
accounting principles as if this subparagraph applied to all 
taxable years. 

“(G) LETION.—The allowances for depletion with re- 
spect to any property placed in service in a taxable year 
beginning after 1989, shall be determined under whichever 
of the following methods yields deductions with a smaller 
present value: 

“(i) cost depletion determined under section 611, or 
“(ii) the method used for book purposes. 
“(H) TREATMENT OF CERTAIN OWNERSHIP CHANGES.—If— 
“(i) there is an ownership change (within the mean- 
ing of section 382) after the date of the enactment of 
the Tax Reform Act of 1986 with respect to any cor- 
poration, and 
“(iD the aggregate adjusted bases of the assets of 
such corporation (immediately after the change), 


exceed 
“(II) the value of the stock of such corporation (as 
determined for purposes of section 382), properly ad- 
justed for liabilities and other relevant items, 
then the adjusted basis of each asset of such corporation (as 
of such time) shall be its proportionate share (determined 
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on the basis of respective fair market values) of the amount 
referred to in clause (ii)(II). 
“(5) OTHER DEFINITIONS.—For purposes of paragraph (4)— 

“(A) Book PpuRPOSEs.—The term ‘book purposes’ means 
the treatment for purposes of preparing the applicable 
financial statement referred to in subsection (f). 

“(B) EARNINGS AND PROFITS.—The term ‘earnings and 
profits’ means earnings and profits computed for purposes 
of subchapter C. 

“(C) PRESENT VALUE.—Present value shall be determined 
as of the time the property is placed in service (or, if later, 
as of the beginning of the first taxable year beginning after 
1989) and under regulations prescribed by the Secretary. 

“(D) TREATMENT OF ALTERNATIVE MINIMUM TAXABLE 
INCOME.—The treatment of any item for purposes of 
computing alternative minimum taxable income shall be 
determined without regard to this subsection. 

“(6) EXCEPTION FOR CERTAIN CORPORATIONS.—This subsection 
shall not apply to any S corporation, regulated investment 
company, real estate investment trust, or REMIC. 


“SEC. 57. ITEMS OF TAX PREFERENCE. 


“(a) GENERAL RuLE.—For purposes of this part, the items of tax 
preference determined under this section are— 

“(1) DEPLETION.—With respect to each property (as defined in 
section 614), the excess of the deduction for depletion allowable 
under section 611 for the taxable year over the adjusted basis of 
the property at the end of the taxable year (determined without 
regard to the depletion deduction for the taxable year). 

“(2) INTANGIBLE DRILLING COSTS.— 

“(A) IN GENERAL.—With respect to all oil, gas, and geo- 
thermal properties of the taxpayer, the amount (if any) by 
which the amount of the excess intangible drilling costs 
arising in the taxable year is greater than 65 percent of the 
net income of the taxpayer from oil, gas, and geothermal 
properties for the taxable year. 

“(B) ExcEss INTANGIBLE DRILLING Costs.—For purposes of 
subparagraph (A), the amount of the excess intangible drill- 
ing costs arising in the taxable year is the excess of— 

“(i) the intangible drilling and development costs 
paid or incurred in connection with oil, gas, and geo- 
thermal wells (other than costs incurred in drilling a 
nonproductive well) allowable under section 263(c) or 
291(b) for the taxable year, over 

“(ii) the amount which would have been allowable for 
the taxable year if such costs had been capitalized and 
straight line recovery of intangibles (as defined in 
subsection (b)) had been used with respect to such costs. 

“(C) NET INCOME FROM OIL, GAS, AND GEOTHERMAL PROP- 
ERTIES.—For purposes of subparagraph (A), the amount of 
the net income of the taxpayer from oil, gas, and geo- 
thermal properties for the taxable year is the excess of— 

“(i) the aggregate amount of gross income (within the 
meaning of section 613(a)) from all oil, gas, and geo- 
thermal properties of the taxpayer received or accrued 
by the taxpayer during the taxable year, over 
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“(ii) the amount of any deductions allocable to such 
properties reduced by the excess described in subpara- 
graph (B) for such taxable year. 

“(D) PARAGRAPH APPLIED SEPARATELY WITH RESPECT TO 
GEOTHERMAL PROPERTIES AND OIL AND GAS PROPERTIES.—This 
paragraph shall be applied separately with respect to— 

“(i) all oil and gas properties which are not described 
in clause (ii), and 

“(ii) all properties which are geothermal deposits (as 
defined in section 613(eX3)). 

“(3) INCENTIVE STOCK OPTIONS.— 

“(A) IN GENERAL.—With respect to the transfer of a share 
of stock pursuant to the exercise of an incentive stock 
option (as defined in section 422A), the amount by which 
the fair market value of the share at the time of exercise 
exceeds the option price. For purposes of this paragraph, 
the fair market value of a share of stock shall be deter- 
mined without regard to any restriction other than a 
restriction which, by its terms, will never lapse. 

“(B) Basis ADJUSTMENT.—In determining the amount of 
gain or loss recognized for purposes of this part on any 
disposition of a share of stock acquired pursuant to an 
exercise (in a taxable year beginning after December 31, 
1986) of an incentive stock option, the basis of such stock 
shall be increased by the amount of the excess referred to in 
subparagraph (A). 

“(4) RESERVES FOR LOSSES ON BAD DEBTS OF FINANCIAL INSTITU- 
TIONS.—In the case of a financial institution to which section 
585 or 593 applies, the amount by which the deduction allowable 
for the taxable year for a reasonable addition to a reserve for 
bad debts exceeds the amount that would have been allowable 
had the institution maintained its bad debt reserve for all 
taxable years on the basis of actual experience. 

“(5) TAX-EXEMPT INTEREST.— 

“(A) IN GENERAL.—Interest on specified private activity 
bonds reduced by any deduction (not allowable in comput- 
ing the regular tax) which would have been allowable if 
such interest were includible in gross income. 

“(B) TREATMENT OF EXEMPT-INTEREST DIVIDENDS.—Under 
regulations prescribed by the Secretary, any exempt-in- 
terest dividend (as defined in section 852(bX5\A)) shall be 
treated as interest on a specified private activity bond to 
the extent of its proportionate share of the interest on such 
bonds received by the company paying such dividend. 

“(C) SPECIFIED PRIVATE ACTIVITY BONDS.— 

“(i) IN GENERAL.—For purposes of this part, the term 
‘specified private activity bonds’ means any private 
activity bond (as defined in section 141) issued after 
August 7, 1986. 

“(ii) EXCEPTION FOR QUALIFIED 501(C) (3) BONDS.—For 
purposes of clause (i), the term ‘private activity bond’ 
shall not include any qualified 501(c\3) bond (as defined 
in section 145). 

“(iii) EXCEPTION FOR REFUNDINGS.—For purposes of 
clause (i), the term ‘private activity bond’ shall not 
include any refunding bond if the refunded bond (or in 
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the case of a series of refundings, the original bond) was 
issued before August 8, 1986. 

“(iv) CERTAIN BONDS ISSUED BEFORE SEPTEMBER 1, 
1986.—For purposes of this subparagraph, a bond 
issued before September 1, 1986, shall be treated as 
issued before August 8, 1986, unless such bond would be 
a private activity bond if— 

“(I paragraphs (1) and (2) of section 141(b) were 
applied by substituting ‘25 percent’ for ‘10 percent’ 
each place it appears, 

“(ID paragraphs (3), (4), and (5) of section 141(b) 
did not apply, and 

aoe subparagraph (B) of section 141(cX1) did not 
apply. 

(6) APPRECIATED PROPERTY CHARITABLE DEDUCTION.— 

“(A) IN GENERAL.—The amount by which the deduction 
allowable under section 170 would be reduced if all capital 
gain property were taken into account at its adjusted basis. 

“(B) CAPITAL GAIN PROPERTY.—For purposes of subpara- 
graph (A), the term ‘capital gain property’ has the meaning 
given to such term by section 170(bX1XCXiv). Such term 
shall not include any property to which an election under 
section 170(b\1C\iii) applies. 

“(7) ACCELERATED DEPRECIATION OR AMORTIZATION ON CERTAIN 
PROPERTY PLACED IN SERVICE BEFORE JANUARY 1, 1987.—The 
amounts which would be treated as items of tax preference with 
respect to the taxpayer under paragraphs (2), (3), (4), and (12) of 
this subsection (as in effect on the day before the date of the 
enactment of the Tax Reform Act of 1986). The preceding 
sentence shall not apply to any property to which section 56(a) 
(1) or (5) applies. 

“(b) SrRAIGHT LINE RECOVERY OF INTANGIBLES DEFINED.—For pur- 
poses of paragraph (2) of subsection (a)— 

“(1) IN GENERAL.—The term ‘straight line recovery of intangi- 
bles’, when used with respect to intangible drilling and develop- 
ment costs for any well, means (except in the case of an election 
under paragraph (2)) ratable amortization of such costs over the 
120-month period beginning with the month in which produc- 
tion from such well begins. 

“(2) ELection.—If the taxpayer elects with respect to the 
intangible drilling and development costs for any well, the term 
‘straight line recovery of intangibles’ means any method which 
would be permitted for purposes of determining cost depletion 
with respect to such well and which is selected by the taxpayer 
for purposes of subsection (a2). 


“SEC. 58. DENIAL OF CERTAIN LOSSES. 


“(a) DENIAL OF Farm Loss.— 

“(1) IN GENERAL.—For purposes of computing the amount of 
the alternative minimum taxable income for any taxable year 
of a taxpayer other than a corporation— 

“(A) DISALLOWANCE OF FARM LOSS.—No loss of the tax- 
payer for such taxable year from any tax shelter farm 
activity shall be allowed. 

“(B) DEDUCTION IN SUCCEEDING TAXABLE YEAR.—Any loss 
from a tax shelter farm activity disallowed under subpara- 
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graph (A) shall be treated as a deduction allocable to such 
activity in the lst succeeding taxable year. 

“(2) TAX SHELTER FARM ACTIVITY.—For purposes of this subsec- 
tion, the term ‘tax shelter farm activity’ means— 

“(A) any farming syndicate as defined in section 464(c) (as 
modified by section 461(i4)A)), and 

“(B) any other activity consisting of farming which is a 
passive activity (within the meaning of section 469(d), with- 
out regard to paragraph (1\(B) thereof). 

“(3) APPLICATION TO PERSONAL SERVICE CORPORATIONS.—For 
purposes of paragraph (1), a personal service corporation (within 
the meaning of section 469(g\1\(C)) shall be treated as a tax- 
payer other than a corporation. 

“(b) DISALLOWANCE OF Passive Activity Loss.—In computing the 
alternative minimum taxable income of the taxpayer for any tax- 
able year, section 469 shall apply, except that in applying section 
469— 

“(1) the adjustments of section 56 shall apply, 

“(2) any deduction to the extent such deduction is an item of 
tax preference under section 57(a) shall not be taken into 
account, and 

“(3) the provisions of section 469(1) (relating to phase-in of 
disallowance) shall not apply. 

“(c) SpeciAL RuLEs.—For purposes of this section— 

“(1) SPECIAL RULE FOR INSOLVENT TAXPAYERS.— 

“(A) IN GENERAL.—The amount of losses to which subsec- 
tion (a) or (b) applies shall be reduced by the amount (if any) 
by which the taxpayer is insolvent as of the close of the 
taxable year. 

“(B) INSOLVENT.—For purposes of this paragraph, the 
term ‘insolvent’ means the excess of liabilities over the fair 
market value of assets. 

“(2) LosS ALLOWED FOR YEAR OF DISPOSITION OF FARM SHELTER 
AcTivity.—If the taxpayer disposes of his entire interest in any 
tax shelter farm activity during any taxable year, the amount of 
the loss attributable to such activity (determined after 
carryovers under subsection (a)(1B)) shall (to the extent other- 
wise allowable) be allowed for such taxable year in computing 
alternative minimum taxable income and not treated as a loss 
from a tax shelter farm activity. 


“SEC. 59. OTHER DEFINITIONS AND SPECIAL RULES. 


“(a) ALTERNATIVE Minimum Tax Foreicn Tax Crepit.—For pur- 
poses of this part— 

“(1) IN GENERAL.—The alternative minimum tax foreign tax 
credit for any taxable year shall be the credit which would be 
determined under section 27(a) for such taxable year if— 

“(A) the amount determined under section 55(b\1A) 
were the tax against which such credit was taken for 
purposes of section 904 for the taxable year and all prior 
taxable years beginning after December 31, 1986, 

“(B) section 904 were applied on the basis of alternative 
minimum taxable income instead of taxable income, and 

“(C) for purposes of section 904, any increase in alter- 
native minimum taxable income by reason of section 
56(cX1A) (relating to adjustment for book income) shall 
have the same proportionate source (and character) as 
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alternative minimum taxable income determined without 
regard to such increase. 

“(2) LIMITATION TO 90 PERCENT OF TAX.— 

“(A) IN GENERAL.—The alternative minimum tax foreign 
tax credit for any taxable year shall not exceed the excess 
(if any) of— 

“(i) the amount determined under section 55(b\1A) 
for the taxable year, over 

“(ii) 10 percent of the amount which would be deter- 
mined under section 55(bX1\A) without regard to the 
alternative tax net operating loss deduction. 

“(B) CARRYBACK AND CARRYFORWARD.—If the alternative 
minimum tax foreign tax credit exceeds the amount deter- 
mined under subparagraph (A), such excess shall, for pur- 
poses of this part, be treated as an amount to which section 
904(c) applies. 

“(b) Marmnoee’ ‘Ax Nor To Appty To INCOME ELIGIBLE FOR SECTION 
936 CrepiT.—In the case of any corporation for which a credit is 
allowable for the taxable year under section 936, alternative mini- 
mum taxable income shall not include any amount with respect to 
which the requirements of subparagraph (A) or (B) of section 
936(aX1) are met. 

“(c) TREATMENT OF ESTATES AND TrusTS.—In the case of any estate 
or trust, the alternative minimum taxable income of such estate or 
trust and any beneficiary thereof shall be determined by applying 
part I of subchapter J with the adjustments provided in this part. 

“(d) APPORTIONMENT OF DIFFERENTLY TREATED ITEMS IN CASE OF 
CERTAIN ENTITIES.— 

“(1) IN GENERAL.—The differently treated items for the tax- 
able year shall be apportioned (in accordance with regulations 
prescribed by the Secretary)— 

“(A) REGULATED INVESTMENT COMPANIES AND REAL ESTATE 
INVESTMENT TRUSTS.—In the case of a lated investment 
company to which part I of subchapter — or a real 
estate investment company to which part II of subchapter 
M applies, between such company or trust and shareholders 
and holders of beneficial interest in such company or trust. 

‘“(B) CoMMON TRUST FUNDS.—In the case of a common 
trust fund (as defined in section 584(a)), pro rata among the 
participants of such fund. 

“(2) DIFFERENTLY TREATED ITEMS.—For purposes of this sec- 
tion, the term ‘differently treated item’ means any item of tax 
preference or any other item which is treated differently for 
ona of this part than for purposes of computing the regular 


“(@) 0 OPTIONAL 10-YEAR WRITEOFF OF CERTAIN TAX PREFERENCES.— 
“(1) IN GENERAL.—For purposes of this title, any qualified 
expenditure to which an election under this paragraph applies 
shall be allowed as a deduction ratably over the 10-year period 
(3-year period in the case of circulation expenditures described 
in section 173) beginning with the taxable year in which such 
expenditure was made. 
“(2) QUALIFIED EXPENDITURE.—For purposes of this subsection, 
the term ‘qualified expenditure’ means any amount which, but 
for an election under this subsection, would have been allowable 


as a deduction for the taxable year in which paid or incurred 
under— 
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“(A) section 173 (relating to circulation expenditures), 

“(B) section 174(a) (relating to research and experimental 
expenditures), 

“(C) section 263(c) (relating to intangible drilling and 
development expenditures), 

‘(D) section 616(a) (relating to development expendi- 
tures), or 

“(E) section 617(a) (relating to mining exploration 
expenditures). 

“(3) OTHER SECTIONS NOT APPLICABLE.—Except as provided in 
this subsection, no deduction shall be allowed under any other 
section for any qualified expenditure to which an election under 
this subsection applies. 

“(4) ELECTION.— 

“(A) IN GENERAL.—An election may be made under para- 
graph (1) with respect to any portion of any qualified 
expenditure. 

“(B) REVOCABLE ONLY WITH CONSENT.—Any election 
under this subsection may be revoked only with the consent 
of the Secretary. 

“(C) PARTNERS AND SHAREHOLDERS OF S CORPORATIONS.—In 
the case of a partnership, any election under paragraph (1) 
shall be made separately by each partner with respect to 
the partner’s allocable share of any qualified expenditure. 
A similar rule shall apply in the case of an S corporation 
and its shareholders. 

“(5) DisPoOsITIONS.— 

“(A) APPLICATION OF SECTION 1254.—In the case of any 
disposition of property to which section 1254 applies (deter- 
mined without regard to this section), any deduction under 
paragraph (1) with respect to amounts which are allocable 
to such property shall, for purposes of section 1254, be 
treated as a deduction allowable under section 263(c), 
616(a), or 617(a), whichever is appropriate. 

“(B) APPLICATION OF SECTION 617(d).—In the case of any 
disposition of mining property to which section 617(d) ap- 
plies (determined without regard to this subsection), any 
deduction under paragraph (1) with respect to amounts 
which are allocable to such property shall, for purposes of 
section 617(d), be treated as a deduction allowable under 
section 617(a). 

“(6) AMOUNTS TO WHICH ELECTION APPLY NOT TREATED AS TAX 
PREFERENCE.—Any portion of any qualified expenditure to 
which an election under paragraph (1) applies shall not be 
treated as an item of tax preference under section 57(a) and 
section 56 shall not apply to such expenditure. 

“(f) COORDINATION WITH SECTION 291.—Except as otherwise pro- 
vided in this part, section 291 (relating to cutback of corporate 
preferences) shall apply before the application of this part. 

“(g) Tax BENEFIT RULE.—The Secretary may prescribe regulations 
under which differently treated items shall be properly adjusted 
where the tax treatment giving rise to such items will not result in 
the reduction of the taxpayer's regular tax for any taxable year. 

“(h) CooRDINATION WITH CERTAIN LIMITATIONS.—The limitations 
of sections 704(d), 465, and 1366(d) (and such other provisions as may 
be specified in regulations) shall be applied for purposes of comput- 
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ing the alternative minimum taxable income of the taxpayer for the 
taxable year— 
“(1) with the adjustments of section 56, and 
“(2) by not taking into account any deduction to the extent 
such deduction is an item of tax preference under section 57(a). 

“(i) SPECIAL RULE FOR INTEREST TREATED AS TAX PREFERENCE.— 
For purposes of this subtitle, interest shall not fail to be treated as 
wholly exempt from tax imposed by this title solely by reason of 
being included in alternative minimum taxable income.” 

(b) CrEpIT AGAINST REGULAR TAX FOR Prion YEAR MINIMUM Tax 
LiaBiLity.—Part IV of subchapter A of chapter 1 (relating to credits 
allowable) is amended by adding at the end thereof the following 
new subpart: 


“Subpart G—Credit Against Regular Tax for Prior Year Minimum 
Tax Liability 


“Sec. 53. Credit for prior year minimum tax liability. 
“SEC. 53. CREDIT FOR PRIOR YEAR MINIMUM TAX LIABILITY. 


“(a) ALLOWANCE OF CrEpDIT.—There shall be allowed as a credit 
against the tax imposed by this chapter for any taxable year an 
amount equal to the minimum tax credit for such taxable year. 

“(b) MintmuM Tax Crepit.—For purposes of subsection (a), the 
minimum tax credit for any taxable year is the excess (if any) of— 

“(1) the adjusted net minimum tax imposed for all prior 
taxable years beginning after 1986, over 

“(2) the amount allowable as a credit under subsection (a) for 
such prior taxable years. 

“(c) LimiTaTion.—The credit allowable under subsection (a) for 
any taxable year shall not exceed the excess (if any) of — 

“(1) the regular tax liability of the taxpayer for such taxable 
year reduced by the sum of the credits allowable under subparts 
A, B, D, E, and F of this part, over 

“(2) the tentative minimum tax for the taxable year. 

“(d) DEFINITIONS.—F or purposes of this section— 

“(1) NET MINIMUM TAX.— 

“(A) IN GENERAL.—The term ‘net minimum tax’ means 
the tax imposed by section 55. 
‘“(B) CREDIT NOT ALLOWED FOR EXCLUSION PREFERENCES.— 
“(i) ADJUSTED NET MINIMUM TAX.—The adjusted net 
minimum tax for any taxable year is— 
“(I) the amount of the net minimum tax for such 
taxable year, reduced by 
“(ID the amount which would be the net mini- 
mum tax for such taxable year if the only adjust- 
ments and items of tax preference taken into ac- 
count were those specified in clause (ii). 
“(ii) SPECIFIED 1rEMs.—The following are specified in 
this clause— 
“(I) the adjustments provided for in subsections 
(b)\(1) and (c\(3) of section 56, and 
“(ID the items of tax preference described in 
paragraphs (1), (5), and (6) of section 57(a). 
In the case of taxable years beginning after 1989, the 
adjustments provided in section 56(g) shall be treated 
as specified in this clause to the extent attributable to 
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items which are excluded from gross income for any 
taxable year for purposes of the regular tax, or are not 
deductible for any taxable year under the adjusted 
earnings and profits method of section 56(g). 

“(2) TENTATIVE MINIMUM TAX.—The term ‘tentative minimum 
tax’ has the meaning given to such term by section 55(b).” 

(c) CrepIts Not ALLOWABLE AGAINST Minimum Tax.— 

(1) PERSONAL CREDITS.— 

(A) IN GENERAL.—Subsection (a) of section 26 (relating to 
limitation based on amount of tax) is amended to read as 
follows: 

“(a) LIMITATION BASED ON AMOUNT OF Tax.—The aggregate 
amount of credits allowed by this subpart for the taxable year shall 
not exceed the excess (if any) of— 

“(1) the taxpayer’s regular tax liability for the taxable year, 
over 

“(2) the tentative minimum tax for the taxable year (deter- 
mined without regard to the alternative minimum tax foreign 
tax credit).” 

(B) REGULAR TAX LIABILITY.—Subsection (b) of section 26 
(as amended by title II) is amended— 

(i) by striking out “this section” in the matter preced- 
ing paragraph (1) and inserting in lieu thereof ‘this 
part’, 

(ii) by striking out “tax liability” in paragraph (1) 
and inserting in lieu thereof “regular tax liability’, 

(iii) by striking out subparagraph (A) of paragraph (2) 
and inserting in lieu thereof the following: 

“(A) section 55 (relating to minimum tax),”, 

(iv) by striking out “and” at the end of paragraph 
(2H), by striking out the period at the end of para- 
graph (2\T) and inserting in lieu thereof “, and’’, and by 
adding at the end of paragraph (2) the following new 
subparagraph: 

“(J) sections 871(a) and 881 (relating to certain income of 
nonresident aliens and foreign corporations,”’, and 

(v) by striking out “Tax LiaBiuity” in the subsection 
heading and inserting in lieu thereof “RecuLtar Tax 
LIABILITY’. 

(C) TENTATIVE MINIMUM TAX.—Subsection (c) of section 26 
is amended to read as follows: 

“(c) TENTATIVE Minimum Tax.—For purposes of this part, the 
term ‘tentative minimum tax’ means the amount determined under 
section 55(b)(1).” 

(2) CREDIT FOR CLINICAL TESTING EXPENSES.—Paragraph (2) of 
section 28(d) is amended to read as follows: 

“(2) LIMITATION BASED ON AMOUNT OF TAX.—The credit al- 
lowed by this section for any taxable year shall not exceed the 
excess (if any) of— 

“(A) the regular tax (reduced by the sum of the credits 
allowable under subpart A and section 27), over 

“(B) the tentative minimum tax for the taxable year.” 

(3) CREDIT FOR PRODUCTION OF FUEL FROM NONCONVENTIONAL 
ee (5) of section 29(b) is amended to read as 

ollows: 
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‘(5) APPLICATION WITH OTHER CREDITS.—The credit allowed by 
<a (a) for any taxable year shall not exceed the excess (if 
any) of— 

“(A) the regular tax for the taxable year reduced by the 
sum of the credits allowable under subpart A and sections 
27 and 28, over 

“(B) the tentative minimum tax for the taxable year.” 

(4) GENERAL BUSINESS CREDIT.—Subsection (c) of section 38 
(relating to limitation based on amount of tax), as amended by 
section 631(a), is amended by redesignating paragraph (3) as 
paragraph (4), and by striking out paragraphs (1) and (2) and 
inserting in lieu thereof the following: 

“(1) IN GENERAL.—The credit allowed under subsection (a) for 
any taxable year shall not exceed the lesser of— 

“(A) the allowable portion of the taxpayer’s net regular 
tax liability for the taxable year, or 

‘“(B) the excess (if any) of the taxpayer’s net regular tax 
liability for the taxable year over the tentative minimum 
tax for the taxable year. 

‘(2) ALLOWABLE PORTION OF NET REGULAR TAX LIABILITY.—For 
purposes of this subsection, the allowable portion of the tax- 
mere net regular tax liability for the taxable year is the sum 
oO — 


“(A) so much of the taxpayer’s net regular tax liability for 
the taxable year as does not exceed $25,000, plus 
“(B) 75 percent of so much of the taxpayer’s net regular 
tax liability for the taxable year as exceeds $25,000. 
For purposes of the preceding sentence, the term ‘net regular 


tax liability’ means the regular tax liability reduced by the sum 
of the credits allowable under subparts A and B of this part. 
“(3) REGULAR INVESTMENT TAX CREDIT MAY OFFSET 25 PERCENT 
OF MINIMUM TAX.—In the case of any C corporation, to the 
extent the credit under subsection (a) is attributable to the 
application of the regular percentage under section 46, the 
limitation of paragraph (1) shall be the greater of— 
“(A) the lesser of— 
“(i) the allowable portion of the taxpayer’s net regu- 
lar tax liability for the taxable year, or 
“(ii) the excess (if any) of the taxpayer’s net regular 
tax liability for the taxable year over 75 percent of the 
tentative minimum tax for the taxable year, or 
“(B) 25 percent of the taxpayer’s tentative minimum tax 
for the year.” 
In no event shall this paragraph permit the allowance of a 
credit which (in combination with the alternative tax net 
operating loss deduction and the alternative minimum tax for- 
eign tax credit) would reduce the tax payable under section 55 
below an amount equal to 10 percent of the amount which 
would be determined under section 55(b) without regard to the 
alternative tax net operating loss deduction and the alternative 
minimum tax foreign tax credit.” 
(d) EstrmaTED Tax Provisions To Appty TO CORPORATE MINIMUM 
Tax.— 
(1) Paragraph (1) of section 6154(c) is amended to read as 
follows: 
“(1) The amount which the corporation estimates as the sum 
of— 
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“(A) the income tax imposed by section 11 or 1201(a), or 
subchapter L of chapter 1, whichever applies, and 

“(B) the minimum tax imposed by section 55, over” 

(2) Subparagraph (A) of section 6425(c\(1) is amended to read 
as follows: 

“(A) The sum of— 

“(i) the tax imposed by section 11 or 1201(a), or 
subchapter L of chapter 1, whichever is ae plus 
“(ii) the tax imposed by section 55, over 

(3) Paragraph (1) of section 6655(f) is amended to read as 
follows: 

“(1) the sum of— 

“(A) the tax imposed by section 11 or 1201(a), or sub- 
chapter L of chapter 1, whichever is applicable, plus 

“(B) the tax imposed by section 55, over”. 

(e) TECHNICAL AMENDMENTS.— 

(1) APPLICATION OF SECTION 381.—Subsection (c) of section 381 
is amended by adding at the end thereof the following new 
paragraph: 

“(27) CREDIT UNDER SECTION 53.—The acquiring corporation 
shall take into account (to the extent proper to carry out the 
purposes of this section and section 53, and under such regula- 
tions as may be prescribed by the Secretary) the items required 
to be taken into account for purposes of section 53 in respect of 
the distributor or transferor corporation.” 

(2) LIMITATION IN CASE OF CONTROLLED CORPORATIONS.— 
Subsection (a) of section 1561 (relating to limitations on certain 
multiple tax benefits in the case of certain controlled corpora- 
tions) is amended— 

(A) by striking out ‘‘and” at the end of paragraph (1), by 
striking out the period at the end of paragraph (2) and 
inserting in lieu thereof “, and” and by inserting after 
paragraph (2) the following new paragraph: 

“(3) one $40,000 exemption amount for purposes of computing 
the amount of the minimum tax.” 

(B) by striking out ‘ ‘amounts specified in paragraph (1)” 
and inserting in lieu thereof “amounts specified in para- 
graph (1) (and the amount specified in paragraph (3))”, and 

(C) by adding at the end thereof the following new sen- 
tence: “In applying section 55(d\3), the alternative mini- 
mum taxable income of all component members shall be 
taken into account and any decrease in the exemption 
amount shall be allocated to the component members in the 
same manner as under paragraph (3).” 

(3) TREATMENT OF SHORT TAXABLE YEARS.—Subsection (d) of 
section 443 (relating to adjustment in computing minimum tax 
for tax preference) is amended to read as follows: 

“(d) ADJUSTMENT IN CoMPUTING MINIMUM TAX AND Tax PREF- 
ERENCES.—If a return is made for a short period by reason of 
subsection (a)— 

“(1) the alternative minimum taxable income for the short 
period shall be placed on an annual basis by multiplying such 
amount by 12 and dividing the result by the number of months 
in the short period, and 

“(2) the amount computed under paragraph (1) of section 55(a) 
shall bear the same relation to the tax computed on the annual 
basis as the number of months in the short period bears to 12.”’ 
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(4) CONFORMING AMENDMENTS.— 


(A) Paragraph (4) of section 5(a) is amended to read as 
follows: 


“(4) For alternative minimum tax, see section 55.” 


(B) Paragraph (7) of section 12 is amended to read as 
follows: 


“(7) For alternative minimum tax, see section 55.” 


(C) Subparagraph (D) of section 48(d\4) is amended by 
striking out “section 57(cX1\B)” and inserting in lieu 
thereof “section 57(c\1\B) (as in effect on the day before the 
date of the enactment of the Tax Reform Act of 1986)”. 

(D) Section 173(b), 174(eX2), 263(c), and 1016(aX24) (as 
redesignated by section 634(b\2)) are each amended by 
striking out “section 58(i)” and inserting in lieu thereof 
“section 59(d)”. 

(E) Subsection (b) of section 703 (relating to elections of 
the partnership), as amended by title V, is amended by 
striking out paragraph (1) and by redesignating paragraphs 
(2) through (4) as paragraphs (1) through (3), respectively. 

(F) Paragraph (1) of section 882(a) (relating to imposition 
of tax on income of foreign corporations connected with 
United States business) is amended by striking out “or 
1201(a)” and inserting in lieu thereof “, 55, or 1201(a)”. 

(G) So much of section 897(aX2) as precedes subparagraph 
(B) thereof is amended to read as follows: 

“(2) 21-PERCENT MINIMUM TAX ON NONRESIDENT ALIEN INDIVID- 
UALS.— 

“(A) IN GENERAL.—In the case of any nonresident alien 
individual, the amount determined under section 55(b\1)(A) 
shall not be less than 21 percent of the lesser of— 

“(i) the individual’s alternative minimum taxable 
income (as defined in section 55(b\(2)) for the taxable 
year, or 

“(ii) the individual’s net United States real property 
gain for the taxable year.” 

(H) Paragraph (2) of section 904(i) (relating to cross ref- 
erences) is amended by striking out “by an individual” and 
all that follows and inserting in lieu thereof “against the 
alternative minimum tax, see section 59(a).” 

(I) Paragraph (3) of section 936(a) is amended by striking 
out subparagraph (A) and by redesignating subparagraphs 
(B), Ni and (E) as subparagraphs (A), (B), and (C), respec- 
tively. 

(J) Subsection (a) of section 1363 is amended by striking 
out “and in section 58(d)’. 

(K) Paragraph (2) of section 1366(f) (relating to reduction 
in pass-thru for tax imposed on capital gain) is amended by 
striking out “56 or”. 

(f) EFFECTIVE DATES.— 

(1) IN GENERAL.—Except as otherwise provided in this subsec- 
tion, the amendments made by this section shall apply to 
taxable years beginning after December 31, 1986. 

(2) ADJUSTMENT OF NET OPERATING LOSS.— 

(A) INpIviDUALS.—In the case of a net operating loss of an 
individual for a taxable year beginning after December 31, 
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1982, and before January 1, 1987, for purposes of determin- 
ing the amount of such loss which may be carried to a 
taxable year beginning after December 31, 1986, for pur- 
poses of the minimum tax, such loss shall be adjusted in the 
manner provided in section 55(d\(2) of the Internal Revenue 
Code of 1954 as in effect on the day before the date of the 
enactment of this Act. 

(B) Corporations.—If the minimum tax of a corporation 
was deferred under section 56(b) of the Internal Revenue 
Code of 1954 (as in effect on the day before the date of the 
enactment of this Act) for any taxable year beginning 
before January 1, 1987, and the amount of such tax has not 
been paid for any taxable year beginning before January 1, 
1987, the amount of the net operating loss carryovers of 
such corporation which may be carried to taxable years 
beginning after December 31, 1986, for purposes of the 
minimum tax shall be reduced by the amount of tax pref- 
erences a tax on which was so deferred. 

(3) INSTALLMENT SALES.—Section 56(a)(6) of the Internal Reve- 
nue Code of 1986 (as amended by this section) shall not apply to 
any disposition to which the amendments made by section 811 
of this Act (relating to allocation of dealer’s indebtedness to 
installment obligations) do not apply by reason of section 
811(c\(2) of this Act. 

(4) EXCEPTION FOR CHARITABLE CONTRIBUTIONS BEFORE 
AUGUST 16, 1986.—Section 57(aX6) of the Internal Revenue Code 
of 1986 (as amended by this section) shall not apply to an 
— attributable to contributions made before August 16, 
1986. 

(5) Book INCOME.— 

(A) IN GENERAL.—In the case of a corporation to which 
this paragraph applies, the amount of any increase for any 
taxable year under section 56(c\1\A) of the Internal Reve- 
nue Code of 1986 (as added by this section) shall be reduced 
(but not below zero) by the excess (if any) of— 

(i) 50 percent of the excess of taxable income for the 
5-taxable year period ending with the taxable year 
preceding the lst taxable year to which such section 
applies over the adjusted net book income for such 
period, over 

(ii) the aggregate amounts taken into account under 
this paragraph for preceding taxable years. 

(B) TAXPAYER TO WHOM PARAGRAPH APPLIES.—This para- 
graph applies to a taxpayer which was incorporated in 
Delaware on May 31, 1912. 

(C) Terms.—Any term used in this paragraph which is 
used in section 56 of such Code (as so added) shall have the 
same meaning as when used in such section. 

(6) CERTAIN PUBLIC UTILITY.— 

(A) In the case of investment tax credits described in 
subparagraph (B) or (C), subsection 38(c\3AXii) of the In- 
ternal Revenue Code of 1986 shall be applied by substitut- 
ing “25 percent” for “75 percent”, and section 38(cX3)\B) of 
the Internal Revenue Code of 1986 shall be applied by 
substituting ‘75 percent” for “25 percent”. 

(B) If, on September 25, 1985, a regulated electric utility 
owned an undivided interest, within the range of 1,111 and 
1,149, in the “maximum dependable capacity, net, 
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megawatts electric” of an electric generating unit located 
in Illinois or Mississippi for which a binding written con- 
tract was in effect on Doceubiat 31, 1980, then any invest- 
ment tax credit with respect to such unit shall be described 
in this subparagraph. The aggregate amount of investment 
tax credits with respect to such unit shall be described in 
this subparagraph. 

(C) If, on September 25, 1985, a regulated electric utility 
owned an undivided interest, within the range of 1,104 and 
1,111, in the “maximum dependable capacity, net, 
megawatts electric” of an electric generating unit located 
in Louisiana for which a binding written contract was in 
effect on December 31, 1980, then any investment tax credit 
of such electric utility shall be described in this subpara- 
graph. The aggregate amount of investment tax credits 
allowed solely by reason of being described by this subpara- 
graph shall not exceed $20,000,000. 


SEC. 702. STUDY OF BOOK AND EARNINGS AND PROFITS ADJUSTMENTS. 


The Secretary of the Treasury or his delegate shall conduct a 
study of the operation and effect of the provisions of sections 56(f) 
and 56(g) of the Internal Revenue Code of 1986. 


TITLE VIII—ACCOUNTING PROVISIONS 


Subtitle A—General Provisions 


SEC. 801. LIMITATION ON USE OF CASH METHOD OF ACCOUNTING. 


(a) GENERAL RuLe.—Subpart A of part II of subchapter E of 
chapter 1 (relating to methods of accounting) is amended by adding 
at the end thereof the following new section: 


“SEC. 448. LIMITATION ON USE OF CASH METHOD OF ACCOUNTING. 


“(a) GENERAL RuLE.—Except as otherwise provided in this section, 
in the case of a— 

“(1) C corporation, 

“(2) partnership which has a C corporation as a partner, or 

“(3) tax shelter, 

taxable income shall not be computed under the cash receipts and 
disbursements method of accounting. 
“(b) EXCEPTIONS.— 

“(1) FARMING BUSINESS.—Paragraphs (1) and (2) of subsection 
(a) shall not apply to any farming business. 

“(2) QUALIFIED PERSONAL SERVICE CORPORATIONS.— Paragraphs 
(1) and (2) of subsection (a) shall not apply to a qualified 
personal service corporation, and such a corporation shall be 
treated as an individual for purposes of determining whether 
paragraph (2) of subsection (a) applies to any partnership. 

“(3) ENTITIES WITH GROSS RECEIPTS OF NOT MORE THAN 
$5,000,000.—Paragraphs (1) and (2) of subsection (a) shall not 
apply to any corporation or partnership for any taxable year if, 
for all prior taxable years beginning after December 31, 1985, 
such entity (or any predecessor) met the $5,000,000 gross re- 
ceipts test of subsection (c). 

“(c) $5,000,000 Gross Receipts Test.—For purposes of this 
section— 
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“(1) IN GENERAL.—A corporation or partnership meets the 
$5,000,000 gross receipts test of this subsection for any prior 
taxable year if the average annual gross receipts of such entity 
for the 3-taxable-year oe ending with such prior taxable 
year does not exceed $5,000,000. 

“(2) AGGREGATION RULES.—All persons treated as a single 
employer under subsection (a) or (b) of section 52 or subsection 
(m) or (0) of section 414 shall be treated as one person for 
purposes of paragraph (1). 

“(3) SPECIAL RULES.—For purposes of this subsection— 

“(A) Nor IN EXISTENCE FOR ENTIRE 3-YEAR PERIOD.—If the 
entity was not in existence for the entire 3-year period 
referred to in paragraph (1), such paragraph shall be ap- 
plied on the basis of the period during which such entity (or 
trade or business) was in existence. 

“(B) SHORT TAXABLE YEARS.—Gross receipts for any tax- 
able year of less than 12 months shall be annualized by 
multiplying the gross receipts for the short period by 12 and 
a the result by the number of months in the short 
period. 

“(C) Gross RECEIPTS.—Gross receipts for any taxable year 
shall be reduced by returns and allowances made during 
such year. 

“(d) DEFINITIONS AND SpeciAL Ruies.—For purposes of this 
section— 

“(1) FARMING BUSINESS.— 

“(A) IN GENERAL.—The term ‘farming business’ means 
the trade or business of farming (within the meaning of 
section 263A(e)(4)). 

“(B) TIMBER AND ORNAMENTAL TREES.—The term ‘farming 
business’ includes the raising, harvesting, or growing of 
trees to which section 263A(c\5) applies. 

“(2) QUALIFIED PERSONAL SERVICE CORPORATION.—The term 
‘qualified personal service corporation’ means any corpora- 
tion— 

(A) substantially all of the activities of which involve the 
performance of services in the fields of health, law, 
engineering, architecture, accounting, actuarial science, 
performing arts, or consulting, and 

“(B) substantially all of the stock of which (by value) is 
held directly or indirectly by— 

“(i) employees performing services for such corpora- 
tion in connection with the activities involving a field 
referred to in subparagraph (A), 

“(ii) retired employees who had performed such serv- 
ices for such corporation, 

“(iii) the estate of any individual described in clause 
(i) or (ii), or 

“(iv) any other person who acquired such stock by 
reason of the death of an individuai described in clause 
(i) or (ii) (but only for the 2-year period beginning on 
the date of the death of such individual). 

“(3) TAX SHELTER DEFINED.—The term ‘tax shelter’ has the 
meaning given such term by section 461(iX3) (determined after 
application of paragraph (4) thereof). 

‘(4) SPECIAL RULES FOR APPLICATION OF PARAGRAPH (2).—For 
purposes of paragraph (2)— 
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“(A) community property laws shall be disregarded, 

“(B) stock held by a plan described in section 401(a) which 
is exempt from tax under section 501(a) shall be treated as 
held by an employee described in paragraph (2\B\Xi), and 

“(C) at the election of the common parent of an affiliated 
group (within the meaning of section 1504(a)), all members 
of such group may be treated as 1 taxpayer for purposes of 
paragraph (2)(B) if substantially all of the activities of all 
such members involve the performance of services in the 
same field described in paragraph (2)(A). 

‘“(5) SPECIAL RULE FOR SERVICES.—In the case of any person 
using an accrual method of accounting with respect to amounts 
to be received for the performance of services by such person, 
such person shall not be required to accrue any portion of such 
amounts which (on the basis of experience) will not be collected. 
This paragraph shall not apply to any amount if interest is 
required to be paid on such amount or there is any penalty for 
failure to timely pay such amount. 

“(6) TREATMENT OF CERTAIN TRUSTS SUBJECT TO TAX ON UNRE- 
LATED BUSINESS INCOME.—For purposes of this section, a trust 
subject to tax under section 511(b) shall be treated as a C 
corporation with respect to its activities constituting an unre- 
lated trade or business. 

“(7) COORDINATION WITH SECTION 481.—In the case of any 
taxpayer required by this section to change its method of 
accounting for any taxable year— 

“(A) such change shall be treated as initiated by the 
taxpayer, 

“(B) such change shall be treated as made with the 
consent of the Secretary, and 

“(C) the period for taking into account the adjustments 
under section 481 by reason of such change— 

“(i) except as provided in clause (ii), shall not exceed 
4 years, and 
“(ii) in the case of a hospital, shall be 10 years.” 

(b) COORDINATION WITH APPLICATION OF ECONOMIC PERFORMANCE 
RuLes TO Tax SHELTERS.— 

(1) IN GENERAL.—So much of section 461(i) as precedes para- 
graph (8) thereof is amended to read as follows: 

“(i) SPECIAL RULEs For TAX SHELTERS.— 

“(1) RECURRING ITEM EXCEPTION NOT TO APPLY.—In the case of 
a tax shelter, economic performance shall be determined with- 
out regard to paragraph (3) of subsection (h). 

“(2) SPECIAL RULE FOR SPUDDING OF OIL OR GAS WELLS.—In the 
case of a tax shelter, economic performance with respect to the 
act of drilling an oil or gas well shall be treated as having 
occurred within a taxable year if drilling of the well commences 
before the close of the 90th day after the close of the taxable 
year. 

(2) CONFORMING AMENDMENT.—Paragraph (4) of section 461(i) 
is amended to read as follows: 

“(4) SPECIAL RULES FOR FARMING.—In the case of the trade or 
business of farming (as defined in section 464(e)), in determining 
whether an entity is a tax shelter, the definition of farming 
syndicate in section 464(c) shall be substituted for subpara- 
graphs (A) and (B) of paragraph (3).” 
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(c) CLERICAL AMENDMENT.—The table of sections for subpart A of 
part II of subchapter E of chapter 1 is amended by adding at the end 
thereof the following new item: 


“Sec. 448. Limitation on use of cash method of accounting.” 


(d) EFFECTIVE DaTE.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall apply to taxable years 
beginning after December 31, 1986. 

(2) ELECTION TO RETAIN CASH METHOD FOR CERTAIN TRANS- 
ACTIONS.—A taxpayer may elect not to have the amendments 
made by this section apply to any loan or lease, or any trans- 
action with a related party (within the meaning of section 267(b) 
of the Internal Revenue Code of 1954, as in effect before the 
enactment of this Act), entered into on or before September 25, 
1985. Any election under the preceding sentence may be made 
separately with respect to each transaction. 

(3) CERTAIN CONTRACTS.—The amendments made by this sec- 
tion shall not apply to— 

(A) contracts for the acquisition or transfer of real prop- 
erty, and 
(B) contracts for services related to the acquisition or 
development of real property, 
but only if such contracts were entered into before September 
25, 1985, and the sole element of the contract which has not 
been performed as of September 25, 1985, is payment for such 
property or services. 

(4) TREATMENT OF AFFILIATED GROUP PROVIDING ENGINEERING 
SERVICES.—Each member of an affiliated group of corporations 
(within the meaning of section 1504(a) of the Internal Revenue 
Code of 1986) shall be allowed to use the cash receipts and 
disbursements method of accounting for any trade or business of 
providing engineering services with respect to taxable years 
ending after December 31, 1986, if the common parent of such 
group— 

(A) was incorporated in the State of Delaware in 1970, 

(B) was the successor to a corporation that was incor- 
porated in the State of Illinois in 1949, and 

(C) used the completed contract method of accounting for 
a substantial part of its income from the performance of 
engineering services. 


SEC. 802. SIMPLIFIED DOLLAR-VALUE LIFO METHOD FOR CERTAIN 
SMALL BUSINESSES. 


(a) GENERAL RuLE.—Section 474 (relating to election by certain 
small businesses to use one inventory pool) is amended to read as 
follows: 


“SEC. 474. SIMPLIFIED DOLLAR-VALUE LIFO METHOD FOR CERTAIN 
SMALL BUSINESSES. 


“(a) GENERAL RuLE.—An eligible small business may elect to use 
the simplified dollar-value method of pricing inventories for pur- 
poses of the LIFO method. 

“(b) Simpuiriep DoLLAR-VALUE METHOD OF PRICING INVEN- 
TORIES.—For purposes of this section— 
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“(1) IN GENERAL.—The simplified dollar-value method of pric- 
ing inventories is a dollar-value method of pricing inventories 
under which— 

“(A) the taxpayer maintains a separate inventory pool for 
items in each major category in the applicable Government 
price index, and 

“(B) the adjustment for each such separate pool is based 
on the change from the preceding taxable year in the 
component of such index for the major category. 

“(2) APPLICABLE GOVERNMENT PRICE INDEX.—The term ‘ap- 
plicable Government price index’ means— 

“(A) except as provided in subparagraph (B), the Producer 
Price Index published by the Bureau of Labor Statistics, or 

“(B) in the case of a retailer using the retail method, the 
Consumer Price Index published by the Bureau of Labor 
Statistics. 

“(3) MAJOR CATEGORY.—The term ‘major category’ means— 

“(A) in the case of the Producer Price Index, any of the 2- 
digit standard industrial classifications in the Producer 
Prices Data Report, or 

“(B) in the case of the Consumer Price Index, any of the 
general expenditure categories in the Consumer Price 
Index Detailed Report. 

“(c) ELicIBLE SMALL Bustness.—For purposes of this section, a 
taxpayer is an eligible small business for any taxable year if the 
average annual gross receipts of the taxpayer for the 3 preceding 
taxable years do not exceed $5,000,000. For purposes of the preced- 
ing sentence, rules similar to the rules of section 448(cX3) shall 
apply. 

“(d) Spec1AL RuLEs.—For purposes of this section— 
“(1) CONTROLLED GROUPS.— 

“(A) IN GENERAL.—In the case of a taxpayer which is a 
member of a controlled group, all persons which are compo- 
nent members of such group shall be treated as 1 taxpayer 
for purposes of determining the gross receipts of the tax- 
payer. 

“(B) CONTROLLED GROUP DEFINED.—For purposes of 
subparagraph (A), persons shall be treated as being compo- 
nent members of a controlled group if such persons would 
be treated as a single employer under section 52. 

(2) ELECTION.— 

“(A) IN GENERAL.—The election under this section may be 
made without the consent of the Secretary. 

‘“(B) PERIOD TO WHICH ELECTION APPLIES.—The election 
under this section shall apply— 

“(i) to the taxable year for which it is made, and 
“(ii) to all subsequent taxable years for which the 
taxpayer is an eligible small business, 

unless the taxpayer secures the consent of the Secretary to 

the revocation of such election. 

‘(3) LIFO mMetHop.—The term ‘LIFO method’ means the 

method provided by section 472(b). 

“(4) TRANSITIONAL RULES.— 

“(A) IN GENERAL.—In the case of a year of change under 
this section— 

“(j) the inventory pools shall— 
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“(I in the case of the 1st taxable year to which 
such an election applies, be established in accord- 
ance with the major categories in the applicable 
Government price index, or 

“(II in the case of the Ist taxable year after such 
election ceases to apply, be established in the 
manner provided by regulations under section 472; 

“(ii) the aggregate dollar amount of the taxpayer’s 
inventory as of the beginning of the year of change 
shall be the same as the aggregate dollar value as of 
the close of the taxable year preceding the year of 
change, an 

“(iii) the year of change shall be treated as a new 
base year in accordance with procedures provided by 
regulations under section 472. 

“(B) YEAR OF CHANGE.—For purposes of this paragraph, 
the year of change under this section is— 

“(i) the 1st taxable year to which an election under 
this section applies, or 

“(ii) in the case of a cessation of such an election, the 
lst taxable year after such election ceases to apply.” 

(b) CLERICAL AMENDMENT.—The table of sections for subpart D of 
part II of subchapter E of chapter 1 is amended by striking out the 
item relating to section 474 and inserting in lieu thereof the 
following: 

“Sec. 474. Simplified dollar-value LIFO method for certain small busi- 

nesses. 
(c) ErFectiveE DATEs.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 

(2) TREATMENT OF TAXPAYERS WHO MADE ELECTIONS UNDER 
EXISTING SECTION 474.—The amendments made by this section 
shall not apply to any taxpayer who made an election under 
section 474 of the Internal Revenue Code of 1954 (as in effect on 
the day before the date of the enactment of this Act) for any 
period during which such election is in effect. Notwithstanding 
any provision of such section 474 (as so in effect), an election 
under such section may be revoked without the consent of the 
Secretary. 


SEC. 803. CAPITALIZATION AND INCLUSION IN INVENTORY COSTS OF 
CERTAIN EXPENSES. 


(a) GENERAL Rute.—Part IX of subchapter B of chapter 1 (relating 
to items not deductible) is amended by inserting after section 263 
the following new section: 


“SEC. 263A. CAPITALIZATION AND INCLUSION IN INVENTORY COSTS OF 
CERTAIN EXPENSES. 


“(a) NONDEDUCTIBILITY OF CERTAIN DiRECT AND INDIRECT CosTs.— 
“(1) IN GENERAL.—In the case of any property to which this 
section applies, any costs described in paragraph (2)— 
“(A) in the case of property which is inventory in the 
— of the taxpayer, shall be included in inventory costs, 
an 
wr in the case of any other property, shall be capital- 
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“(2) ALLOCABLE costs.—The costs described in this paragraph 
with respect to any property are— 

“(A) the direct costs of such property, and 

“(B) such property’s proper share of those indirect costs 
(including taxes) part or all of which are allocable to such 
property. 

“(b) Property TO Wuicu Section Appiies.—Except as otherwise 
provided in this section, this section shall apply to— 

“(1) PROPERTY PRODUCED BY TAXPAYER.—Real or tangible per- 
sonal property produced by the taxpayer. 

“(2) PROPERTY ACQUIRED FOR RESALE.— 

“(A) IN GENERAL.—Real or personal property described in 
section 1221(1) which is acquired by the taxpayer for resale. 

“(B) EXCEPTION FOR TAXPAYER WITH GROSS RECEIPTS OF 
$10,000,000 OR LEsS.—Subparagraph (A) shall not apply to 
any personal property acquired during any taxable year by 
the taxpayer for resale if the average annual gross receipts 
of the taxpayer (or any predecessor) for the 3-taxable year 
period ending with the taxable year preceding such taxable 
year do not exceed $10,000,000. 

“(C) AGGREGATION RULES, ETC.—For purposes of subpara- 
graph (B), rules similar to the rules of paragraphs (2) and (3) 
of section 448(c) shall apply. 

For purposes of paragraph (1), the term ‘tangible personal property’ 
shall include a film, sound recording, video tape, book, or similar 
property. 

“(c) GENERAL EXCEPTIONS.— 

“(1) PERSONAL USE PROPERTY.—This section shall not apply to 
any property produced by the taxpayer for use by the taxpayer 
— than in a trade or business or an activity conducted for 
profit. 

“(2) RESEARCH AND EXPERIMENTAL EXPENDITURES.—This sec- 
tion shall not apply to any amount allowable as a deduction 
under section 174. 

“(3) CERTAIN DEVELOPMENT AND OTHER COSTS OF OIL AND GAS 
WELLS OR OTHER MINERAL PROPERTY.—This section shall not 
apply to any cost allowable as a deduction under section 263(c), 
616(a), or 617(a). 

“(4) COORDINATION WITH LONG-TERM CONTRACT RULES.—This 
section shall not apply to any property produced by the tax- 
payer pursuant to a long-term contract. 

(5) TimBER AND CERTAIN ORNAMENTAL TREES.—This section 
shall not apply to— 

“(A) trees raised, harvested, or grown by the taxpayer 
other than trees described in clause (ii) of subsection 
(eX4XB) (after application of the last sentence thereof), and 

“(B) any real property underlying such trees. 

“(d) EXCEPTION FOR FARMING BUSINESSES.— 

“(1) SECTION TO APPLY ONLY IF PREPRODUCTIVE PERIOD IS MORE 
THAN 2 YEARS.— 

“(A) IN GENERAL.—This section shall not apply to any 
plant or animal which is produced by the taxpayer in a 
farming business and which has a preproductive period of 2 
years or less. 

“(B) EXCEPTION FOR TAXPAYERS REQUIRED TO USE ACCRUAL 
METHOD.—Subparagraph (A) shall not apply to any corpora- 
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tion, partnership, or tax shelter required to use an accrual 
method of accounting under section 447 or 448(aX3). 
“(2) TREATMENT OF CERTAIN PLANTS LOST BY REASON OF 
CASUALTY.— 

“(A) IN GENERAL.—If plants bearing an edible crop for 
human consumption were lost or damaged (while in the 
hands of the taxpayer) by reason of freezing temperatures, 
disease, drought, pests, or casualty, this section shall not 
apply to any costs of the taxpayer of replanting plants 
bearing the same type of crop (whether on the same parcel 
of land on which such lost or damaged plants were located 
or any other parcel of land of the same acreage in the 
United States). 

“(B) SPECIAL RULE FOR PERSON WITH MINORITY INTEREST 
WHO MATERIALLY PARTICIPATES.—Subparagraph (A) shall 
apply to amounts paid or incurred by a person (other than 
the taxpayer described in subparagraph (A)) if— 

“(i) the taxpayer described in roan (A) has 
an equity interest of more than percent in such 
grove, orchard, or vineyard, and 

“(ii) such other person holds any part of the remain- 
ing equity interest and materially participates in the 
planting, maintenance, cultivation, or development of 
such grove, orchard, or vineyard during the 4-taxable 
year period beginning with the taxable year in which 
the grove, orchard or vineyard was lost or damaged. 

The determination of whether an individual materially partici- 
pates in any activity shall be made in a manner similar to the 
manner in which such determination is made under section 
2032A(eX6). 

(3) ELECTION TO HAVE THIS SECTION NOT APPLY.— 

“(A) IN GENERAL.—If a taxpayer makes an election under 
this paragraph, this section shall not apply to any a or 
animal produced in any farming business carried on by 
such taxpayer. 

“(B) CERTAIN PERSONS NOT ELIGIBLE.—No election may be 
made under this paragraph— 

“(i) by a corporation, partnership, or tax shelter, if 
such corporation, partnership, or tax shelter is re- 
quired to use an accrual method of accounting under 
section 447 or 448(aX3), or 

“(ii) with respect to the planting, cultivation, mainte- 
nance, or development of pistachio trees. 

“(C) SPECIAL RULE FOR CITRUS AND ALMOND GROWERS.—An 
election under this paragraph shall not apply with respect 
to any item which is attributable to the planting, cultiva- 
tion, maintenance, or development of any citrus or almond 
grove (or part thereof) and which is incurred before the 
close of the 4th taxable year beginning with the taxable 
year in which the trees were planted. For purposes of the 
preceding sentence, the portion of a citrus or almond grove 
planted in 1 taxable year shall be treated separately from 
the portion of such grove planted in another taxable year. 

“(D) ELection.— Unless the Secretary otherwise consents, 
an election under this paragraph may be made only for the 
taxpayer’s lst taxable year which begins after December 31, 
1986, and during which the taxpayer engages in a farming 
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business. Any such election, once made, may be revoked 
only with the consent of the Secretary. 
‘ “(e) DEFINITIONS AND SPECIAL RULES FOR PURPOSES OF SUBSECTION 
(d).— 
“(1) RECAPTURE OF EXPENSED AMOUNTS ON DISPOSITION.— 

“(A) IN GENERAL.—In the case of any plant or animal 
with respect to which amounts would have been capitalized 
a. subsection (a) but for an election under subsection 
( 

“(i) such plant or animal (if not otherwise section 
— property) shall be treated as section 1245 property, 
an 

“(ii) for purposes of section 1245, the recapture 
amount shall be treated as a deduction allowed for 
depreciation with respect to such property. 

“(B) RECAPTURE AMOUNT.—For purposes of subparagraph 
(A), the term ‘recapture amount’ means any amount allow- 
able as a deduction to the taxpayer which, but for an 
election under subsection (d\(3), would have been capitalized 
with respect to the plant or animal. 

“(2) EFFECTS OF ELECTION ON DEPRECIATION.— 

“(A) IN GENERAL.—If the taxpayer (or any related person) 
makes an election under subsection (d\3), the provisions of 
section 168(g)(2) (relating to alternative depreciation) shall 
apply to all property of the taxpayer used predominantly in 
the farming business and placed in service in any taxable 
year during which any such election is in effect. 

“(B) RELATED PERSON.—For purposes of subparagraph (A), 
the term ‘related person’ means— 

“(i) the taxpayer and members of the taxpayer’s 
family, 

“(ii) any corporation (including an S corporation) if 
50 percent or more (in value) of the stock of such 
corporation is owned (directly or through the applica- 
tion of section 318) by the taxpayer or members of the 
taxpayer’s family, 

“(iii) a corporation and any other corporation which 
is a member of the same controlled group described in 
section 1563(a\(1), and 

“(iv) any partnership if 50 percent or more (in value) 
of the interests in such partnership is owned directly or 
indirectly by the taxpayer or members of the tax- 
payer’s family. 

“(C) MEMBERS OF FAMILY.—For purposes of this para- 
graph, the term ‘family’ means the taxpayer, the spouse of 
the taxpayer, and any of their children who have not 
attained age 18 before the close of the taxable year. 

“(3) PREPRODUCTIVE PERIOD.— 

“(A) IN GENERAL.—For purposes of this section, the term 
‘preproductive period’ means— 

“(i) in the case of a plant or animal which will have 
more than 1 crop or yield, the period before the 1st 
marketable crop or yield from such plant or animal, or 

“(ii) in the case of any other plant or animal, the 
period before such plant or animal is reasonably ex- 
pected to be disposed of. 
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For purposes of this subparagraph, use by the taxpayer in a 
farming business of any supply produced in such business 
shall be treated as a disposition. 

“(B) RULE FOR DETERMINING PERIOD.—In the case of a 
plant grown in commercial quantities in the United States, 
the preproductive period for such plant if grown in the 
United States shall be based on the nationwide weighted 
average preproductive period for such plant. 

“(4) FARMING BUSINESS.—For purposes of this section— 

“(A) IN GENERAL.—The term ‘farming business’ means 
the trade or business of farming. 

“(B) CERTAIN TRADES AND BUSINESSES INCLUDED.—The 
term ‘farming business’ shall include the trade or business 
of— 

(i) operating a nursery or sod farm, or 

“(ii) the raising or harvesting of trees bearing fruit, 
nuts, or other crops, or ornamental trees. 

For purposes of clause (ii), an evergreen tree which is more than 
6 years old at the time severed from the roots shall not be 
treated as an ornamental tree. 

“(5) CERTAIN INVENTORY VALUATION METHODS PERMITTED.— 
The Secretary shall by regulations permit the taxpayer to use 
reasonable inventory valuation methods to compute the amount 
required to be capitalized under subsection (a) in the case of any 
plant or animal. 

“(f) SpeciaL RULES FoR ALLOCATION OF INTEREST TO PROPERTY 
PRODUCED BY THE TAXPAYER.— 

“(1) INTEREST CAPITALIZED ONLY IN CERTAIN CASES.—Subsec- 
tion (a) shall only apply to interest costs which are— 

“(A) paid or incurred during the production period, and 

“(B) allocable to property which is described in subsection 
(bX1) and which has— 

“(i) a long useful life, 

“(ii) an estimated production period exceeding 2 
years, or 

“(iii) an estimated production period exceeding 1 year 
and a cost exceeding $1,000,000. 

“(2) ALLOCATION RULES.— 

“(A) IN GENERAL.—In determining the amount of interest 
required to be capitalized under subsection (a) with respect 
to any property— 

“(i) interest on any indebtedness directly attributable 
to production expenditures with respect to such prop- 
erty shall be assigned to such property, and 

“(ii) interest on any other indebtedness shall be as- 
signed to such property to the extent that the tax- 
payer’s interest costs could have been reduced if 
production expenditures (not attributable to indebted- 
ness described in clause (i)) had not been incurred. 

“(B) EXCEPTION FOR QUALIFIED RESIDENCE INTEREST.— 
Subparagraph (A) shall not apply to any qualified residence 
interest (within the meaning of section 163(h)). 

“(C) SPECIAL RULE FOR FLOW-THROUGH ENTITIES.—Except 
as provided in regulations, in the case of any flow-through 
entity, this paragraph shall be applied first at the entity 
level and then at the beneficiary level. 
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“(3) INTEREST RELATING TO PROPERTY USED TO PRODUCE PROP- 
ERTY.—This subsection shall apply to any interest on indebted- 
ness incurred or continued in connection with property used to 
produce property to which this subsection applies to the extent 
such interest is allocable to the produced property. 

“(4) DEFINITIONS.—For purposes of this subsection— 

“(A) LONG USEFUL LIFE.—Property has a long useful life if 
such property is— 

“(i) real property, or 
“(ii) property with a class life of 20 years or more (as 
determined under section 168). 

“(B) PropuCTION PERIOD.—The term ‘production period’ 
—- when used with respect to any property, the 
period— 

“(i) beginning on the date on which production of the 
property begins, and 

“(ii) ending on the date on which the property is 
ready to be placed in service or is ready to be held for 
sale. 

“(C) PRODUCTION EXPENDITURES.—The term ‘production 
expenditures’ means the costs (whether or not incurred 
during the production period) required to be capitalized 
under subsection (a) with respect to the property. 

“(g) PropucTion.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘produce’ includes construct, 
build, install, manufacture, develop, or improve. 

“(2) TREATMENT OF PROPERTY PRODUCED UNDER CONTRACT FOR 
THE TAXPAYER.—The taxpayer shall be treated as producing any 
property produced for the taxpayer under a contract with the 
taxpayer; except that only costs paid or incurred by the tax- 
payer (whether under such contract or otherwise) shall be taken 
into account in applying subsection (a) to the taxpayer. 

“(h) ReGuLaTIONS.—The Secretary shall prescribe such regula- 
tions as may be necessary or appropriate to carry out the purposes 
of this section, including— 

“(1) regulations to prevent the use of related parties, pass- 
thru entities, or intermediaries to avoid the application of this 
section, and 

“(2) regulations providing for simplified procedures for the 
application of this section in the case of property described in 
subsection (b\2).” 

(b) TECHNICAL AMENDMENTS.— 

(1) Section 189 is hereby repealed. 

(2A) Section 280 is hereby repealed. 

(B) Paragraph (5) of section 48(r) (defining sound recording) is 
amended to read as follows: 

“(5) SOUND RECORDING.—For purposes of this subsection, the 
term ‘sound recording’ means works which result from the 
fixation of a series of musical, spoken, or other sounds, regard- 
less of the nature of the material objects (such as discs, tapes, or 
other phonorecordings) in which such sounds are embodied.” 

(3) Section 312(n\(1) is amended— 

(A) by striking out “(determined without regard to section 
189) in subparagraph (B)”, and 

Ba a striking out subparagraph (C) and inserting in lieu 
thereof: 
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“(C) CONSTRUCTION PERIOD.—The term ‘construction 
period’ has the meaning given the term production period 
under section 263A(f4\B).” 

(4) Section 471 (relating to general rule for inventories) is 
amended— 

(A) by striking out “Whenever” and inserting in lieu 
thereof ‘(a) GENERAL RULE.—Whenever’”’, and 

_ (B) by adding at the end thereof the following new subsec- 


tion: 
“(b) Cross REFERENCE.— 


“For rules relating to capitalization of direct and indirect costs of prop- 
erty, see section 263A.” s 


(5) Section 267(eX5\D) is amended— 

(A) by striking out “low-income housing (as defined in 
paragraph (5) of section 18%e))” and inserting “property 
described in clause (i), (ii), (iii), or (iv) of section 
1250(aX 1B)”, and 

(B) by striking out “low-income housing (as so defined)” 
and inserting “such property”. 

(6) Section 278 is hereby repealed. 

‘ co Subsection (b) of section 447 is amended to read as 
ollows: 
“(b) PREPRODUCTIVE PERIOD OF EXPENSES.— 
“For rules requiring capitalization of certain preproductive period of 
expenses, see section 263A.” 

(B) Subsection (a) of section 447 is amended by striking out 
“and with the capitalization of preproductive period of expenses 
described in subsection (b)’’. 

(C) Section 447(gX1) is amended by striking out “If’ and 
inserting in lieu thereof “Notwithstanding subsection (a) or 
section 263A, if’. 

(8) Subsection (d) of section 464 is amended to read as follows: 

“(d) Exception.—Subsection (a) shall not apply to any amount 
paid for supplies which are on hand at the close of the taxable year 
on account of fire, storm, or other casualty, or on account of disease 
or drought.” 

(c) CLERICAL AMENDMENTS.— 

(1) The table of sections for ae IX of subchapter B of chapter 
1 is amended by striking out the item relating to section 278 and 
by inserting after the item relating to section 263 the following: 

“Sec. 263A. Capitalization and inclusion in inventory costs of certain 
expenses.” 

(2) The table of sections for part VI of subchapter B of chapter 
1 is amended by striking out the item relating to section 189. 

(3) The table of sections for part IX of subchapter B of chapter 
1 is amended by striking out the item relating to section 280. 

(d) EFFEcTIVE DATE.— 

(1) IN GENERAL.—Except as provided in this subsection, the 
amendments made by this section shall apply to costs incurred 
= December 31, 1986, in taxable years ending after such 

ate. 

(2) SPECIAL RULE FOR INVENTORY PROPERTY.—In the case of any 
property which is inventory in the hands of the taxpayer— 

(A) IN GENERAL.—The amendments made by this section 
ao apply to taxable years beginning after mber 31, 
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(B) CHANGE IN METHOD OF ACCOUNTING.—If the taxpayer 
is required by the amendments made by this section to 
change its method of accounting with respect to such prop- 
erty for any taxable year— 

(i) such change shall be treated as initiated by the 
taxpayer, 

(ii) such change shall be treated as made with the 
consent of the Secretary, and 

(iii) the period for taking into account the adjust- 
ments under section 481 by reason of such change shall 
not exceed 4 years. 

(3) SPECIAL RULE FOR SELF-CONSTRUCTED PROPERTY.—The 
amendments made by this section shall not apply to any prop- 
erty which is produced by the taxpayer for use by the taxpayer 
if substantial construction had occurred before March 1, 1986. 

(4) TRANSITIONAL RULE FOR CAPITALIZATION OF INTEREST AND 
TAXES.— 

(A) TRANSITION PROPERTY EXEMPTED FROM INTEREST 
CAPITALIZATION.—Section 263A(f) of the Internal Revenue 
Code of 1986 (as added by this section) and the amendment 
made by subsection (bX1) shall not apply to any property— 

(i) to which the amendments Sade by section 201 do 
not apply by reason of sections 203(aX1\(D) and (E) and 
203(aX5XA), and 

(ii) to which the amendments made by section 251 do 
not apply by reason of section 251(d\3)(M). 

(B) INTEREST AND TAXES.—Section 263A of such Code shall 
not apply to property described in the matter following 
subparagraph (B) of section 207(eX2) of the Tax Equity and 
Fiscal Responsibility Act of 1982 to the extent it would 
require the capitalization of interest and taxes paid or 
incurred in connection with such property which are not 
required to be capitalized under section 189 of such Code (as 
in effect before the amendment made by subsection (bX1)). 

(5) TRANSITION RULE CONCERNING CAPITALIZATION OF INVEN- 
TORY RULES.—In the case of a corporation which on the date of 
the enactment of this Act was a member of an affiliated group 
of corporations (within the meaning of section 1504(a) of the 
Internal Revenue Code of 1986), the parent of which— 

(A) was incorporated in California on April 15, 1925, 

(B) adopted LIFO accounting as of the close of the taxable 
year ended December 31, 1950, and 

(C) was, on May 22, 1986, merged into a Delaware cor- 
poration incorporated on March 12, 1986, 

the amendments made by this section shall apply under a cut- 
off method whereby the uniform capitalization rules are applied 
only in costing layers of inventory acquired during taxable 
years beginning on or after January 1, 1987 

(6) TREATMENT OF CERTAIN REHABILITATION PROJECT.—The 
amendments made by this section shall not apply to interest 
and taxes paid or incurred with respect to the rehabilitation 
and conversion of a certified historic building which was for- 
merly a factory into an apartment project with 155 units, 39 
units of which are for low-income families, if the project was 
approved for annual interest assistance on June 10, 1986, by the 
housing authority of the State in which the project is located. 
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(7) SPECIAL RULE FOR CASUALTY LOSSES.—Section 263A(d)(2) of 
the Internal Revenue Code of 1986 (as added by this section) 
shall apply to expenses incurred on or after the date of the 
enactment of this Act. 


SEC. 804. MODIFICATIONS OF METHOD OF ACCOUNTING FOR LONG-TERM 
CONTRACT. 


(a) GENERAL RuLe.—Subpart B of part II of subchapter E of 
chapter 1 is amended by adding at the end thereof the following new 
section: 


“SEC. 460. SPECIAL RULES FOR LONG-TERM CONTRACTS. 


“(a) PERCENTAGE OF COMPLETION-CAPITALIZED Cost METHOD.— 

“(1) IN GENERAL.—In the case of any long-term contract— 

“(A) 40 percent of the items with respect to such contract 
shall be taken into account under the percentage of comple- 
tion method (as modified by subsection (b)), and 

“(B) 60 percent of the items with respect to such contract 
shall be taken into account under the taxpayer’s normal 
method of accounting. 

“(2) 40 PERCENT LOOK-BACK METHOD TO APPLY.—Upon comple- 
tion of any long-term contract, the taxpayer —— pay (or shall 
be entitled to receive) interest determined by app — the look- 
back method of subsection (b\(3) to 40 percent of the items with 
respect to the contract. 

“(b) PERCENTAGE OF COMPLETION METHOD.— 

“(1) SuBsection (a) Not to Appty WHERE PERCENTAGE OF 
CoMPLETION MeEtHop Usep.—Subsection (a) shall not apply to 
any long-term contract with respect to which amounts includ- 
ible in gross income are determined under the percentage of 
completion method. 

“(2) REQUIREMENTS OF PERCENTAGE OF COMPLETION METHOD.— 
In the case of any long-term contract with respect to which the 
percentage of completion method is used— 

“(A) the percentage of completion shall be determined by 
comparing costs allocated to the contract under subsection 
(c) and incurred before the close of the taxable year with 
the estimated total contract costs, and 

“(B) upon completion of the contract, the taxpayer shall 
pay (or shall be entitled to receive) interest computed under 
the look-back method of paragraph (3). 

“(3) LOOK-BACK METHOD.—The interest computed under the 
—, method of this subparagraph shall be determined 
_ 

“(A) first allocating income under the contract among 
taxable years before the year in which the contract is 
completed on the basis of the actual contract price and costs 
instead of the estimated contract price and costs, 

“(B) second, determining (solely for purposes of comput- 
ing such interest) the overpayment or underpayment of tax 
for each taxable year referred to in paragraph (1) which 
— result solely from the application of paragraph (1), 
an 

“(C) then using the overpayment rate established by 
section 6621, compounded daily, on the overpayment or 
underpayment determined under _— (1). 

“(c) ALLOCATION OF Costs TO CONTRACT 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2359 


“(1) DirRECT AND CERTAIN INDIRECT costs.—In the case of a 
long-term contract, all costs (including research and experi- 
mental costs) which directly benefit, or are incurred by reason 
of, the long-term contract activities of the taxpayer shall be 
allocated to such contract in the same manner as costs are 
allocated to extended period long-term contracts under section 
451 and the regulations thereunder. 

“(2) CosTS IDENTIFIED UNDER COST-PLUS AND CERTAIN FEDERAL 
CONTRACTS.—In the case of a cost-plus long-term contract or a 
Federal long-term contract, any cost not allocated to such con- 
tract under paragraph (1) shall be allocated to such contract if 
such cost is identified by the taxpayer (or a related person), 
pursuant to the contract or Federal, State, or local law or 
regulation, as being attributable to such contract. 

‘(3) ALLOCATION OF PRODUCTION PERIOD INTEREST TO CON- 

“(A) In ee as provided in subparagraphs 
(B) and (C), in the case of a long-term contract, interest costs 
shall be allocated to the contract in the same manner as 
interest costs are allocated to property produced by the 
taxpayer under section 263A(f). 

“(B) PRoDUCTION PERIOD.—In applying section 263A(f) for 
pur of subparagraph (A), the production period shall 
be the period— 

‘(i) beginning on the later of— 
“(D the contract commencement date, or 
“(II) in the case of a taxpayer who uses an 
accrual method with respect to long-term con- 
tracts, the date by which at least 5 percent of the 
total estimated costs (including design and plan- 
ning costs) under the contract have been incurred, 


an 
“(ii) ending on the contract completion date. 
“(C) APPLICATION OF DE MINIMIS RULE.—In applying sec- 
tion 263A(f) for purposes of eres (A), paragraph 
pli 


(1XB\iii) of such section shall be a on a contract-by- 
contract basis; except that, in the case of a taxpayer 
described in subparagraph (BXiXID of this paragraph, 
paragraph (1)(B\iii) of section 263A(f) shall be applied on a 
property-by-property basis. 

“(4) CERTAIN COSTS NOT INCLUDED.—This subsection shall not 
apply to any— 

“(A) independent research and development expenses, 

“(B) expenses for unsuccessful bids and pro: s, and 

“(C) marketing, selling, and advertising expenses. 

“(5) INDEPENDENT RESEARCH AND DEVELOPMENT EXPENSES.— 
For purposes of paragraph (4), the term ‘independent research 
and development expenses’ means any expenses incurred in the 
performance of research or development, except that such term 
shall not include— 

“(A) any expenses which are directly attributable to a 
long-term contract in existence when such expenses are 
incurred, or 

“(B) any expenses under an agreement to perform re- 
search or development. 

“(d) FepeRAL Lonc-Term Contract.—For purposes of this sec- 
tion— 
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“(1) IN GENERAL.—The term ‘Federal long-term contract’ 
means any long-term contract— 
“(A) to which the United States (or any agency or 
instrumentality thereof) is a party, or 
“(B) which is a subcontract under a contract described in 
subparagraph (A). 
“(2) SPECIAL RULES FOR CERTAIN TAXABLE ENTITIES.—For pur- 
poses of paragraph (1), the rules of section 168(h\2XD) (relating 
to certain taxable entities not treated as instrumentalities) shall 


apply. 
“(e) EXCEPTION FOR CERTAIN CONSTRUCTION CONTRACTS.— 

“(1) IN GENERAL.—Subsections (a), (b), and (cX1) and (2) shall 
not apply to any construction contract entered into by a tax- 
payer— 

“(A) who estimates (at the time such contract is entered 
into) that such contract will be completed within the 2-year 
period beginning on the contract commencement date of 
such contract, and 

“(B) whose average annual gross receipts for the 3 taxable 
years preceding the taxable year in which such contract is 
entered into do not exceed $10,000,000. 

“(2) DETERMINATION OF TAXPAYER’S GROSS RECEIPTS.—For pur- 
poses of paragraph (1), the gross receipts of— 

“(A) all trades or businesses (whether or not incor- 
porated) which are under common control with the tax- 
payer (within the meaning of section 52(b)), and 

‘(B) all members of any controlled group of corporations 
of which the taxpayer is a member, 

for the 3 taxable years of such =e preceding the taxable 
year in which the contract described in peteneh (1) is entered 
into shall be included in the gross receipts of the taxpayer for 
the period described in paragraph (1B). The Secretary shall 
prescribe regulations which provide attribution rules that take 
into account, in addition to the persons and entities described 
in the preceding sentence, taxpayers who engage in construc- 
tion contracts through partnerships, joint ventures, and 
corporations. 

“(3) CONTROLLED GROUP OF CORPORATIONS.—For purposes of 
this subsection, the term ‘controlled group of corporations’ has 
the meaning given to such term by section 1563(a), except that— 

“(A) ‘more than 50 percent’ shall be substituted for ‘at 
a 80 percent’ each place it appears in section 1563(a\1), 
an 


“(B) the determination shall be made without regard to 
subsections (a4) and (eX3XC) of section 1563. 

“(4) CONSTRUCTION CONTRACT.—For purposes of this subsec- 
tion, the term ‘construction contract’ means any contract for 
the building, construction, reconstruction, or rehabilitation of, 
or the installation of any integral component to, or improve- 
ments of, real property. 

“(f) Lonc-Term Contract.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘long-term contract’ means any 
contract for the manufacture, building, installation, or construc- 
tion of property if such contract is not completed within the 
taxable year in which such contract is entered into. 

“(2) SPECIAL RULE FOR MANUFACTURING CONTRACTS.—A con- 
tract for the manufacture of property shall not be treated as a 
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lente contract unless such contract involves the manufac- 
ture of— 
“(A) any calaee So item of a type which is not normally 
included in the ed goods inventory of the taxpayer, or 
“(B) any item which normally requires more than 12 
calendar months to complete (without regard to the period 
of the contract). 
“(3) AGGREGATION, ETC.—For purposes of this subsection, 
under regulations prescribed by the Secretary— 
“(A) 2 or more contracts which are interdependent (by 
a of pricing or otherwise) may be treated as 1 contract, 
an 
“(B) a contract which is pro perly treated as an aggrega- 
tion of separate contracts may be so treated 

“(g) ConTRACT COMMENCEMENT DaTE.—For purposes of this sec- 
tion, the term ‘contract commencement date’ means, with respect to 
any contract, the first date on which any costs (other than bidding 
expenses or expenses incurred in connection with negotiating the 
contract) allocable to such contract are incurred.” 

(b) CHANGE IN REGULATIONS.—The Secretary of the Treasury or 
his delegate shall modify the income tax regulations relating to 
accounting for long-term contracts to carry out the provisions of 
section 460 of the Internal Revenue Code of 1986 (as added by 
subsection (a)). 

(c) CONFORMING AMENDMENT.—The table of sections for subpart B 
of part II of subchapter E of chapter 1 is amended by adding at the 
end thereof the following new item: 


“Sec. 460. Special rules for long-term contracts.” 
(d) Errective Date.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to any contract entered into after February 28, 1986. 
(2) CLARIFICATION OF TREATMENT OF INDEPENDENT RESEARCH 

AND DEVELOPMENT EXPENSES.— 
(A) IN GENERAL.—For periods before, on, or after the date 

of enactment of this Act— 

(i) any independent research and development ex- 
penses taken into account in determining the total 
= price shall not be severable from the contract, 
an 

(ii) any independent research and development ex- 
penses shall not be treated as amounts chargeable to 
capital account. 

(B) INDEPENDENT RESEARCH AND DEVELOPMENT EX- 
PENSES. —For purposes of subparagraph (A), the term 
“independent research and development expenses” has the 
— _ to such term by section 263A(cX5) of the 
Intern venue Code of 1986, as added by this section. 


SEC. 805. REPEAL OF RESERVE FOR BAD DEBTS OF TAXPAYERS OTHER 
THAN FINANCIAL INSTITUTIONS. 


(a) GENERAL Ru e.—Subsection (c) of section 166 (relating to 
reserve for bad debts) is hereby repealed. 

(b) REPEAL OF RESERVE FOR CERTAIN GUARANTEED Dest OBLIGA- 
TIoNs.—Section 166 is amended by striking out subsection (f) and by 
redesignating subsection (g) as subsection (f). 

(c) TECHNICAL AMENDMENTS.— 
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(1XA) Section 81 (relating to certain increases in suspense 
accounts) is amended to read as follows: 


“SEC. 81. INCREASE IN VACATION PAY SUSPENSE ACCOUNT. 


“There shall be included in gross income for the taxable year the 
amount of any increase in any suspense account for such taxable 
year required by paragraph (2B) of section 463(c) (relating to 
accrual of vacation pay). 

(B) The table of sections for part II of subchapter B of chapter 
1 is amended by striking out the item relating to section 81 and 
inserting in lieu thereof the following: 


“Sec. 81. Increase in vacation pay suspense account.” 


(2) Clause (ii) of section 108(e\(7A) is amended by striking out 
“subsection (a), (b), or (c) of section 166” and inserting in lieu 
thereof “subsection (a) or (b) of section 166”. 

(3) Paragraph (7) of section 108(e) is amended by striking out 
subparagraph (B) and by redesignating subparagraphs (C), (D), 
(E), and (F) as subparagraphs (B), (C), (D), and (E), respectively. 

(4) Subparagraph (E) of section 108(e(7) (as so redesignated) is 
amended by striking out “subparagraphs (A), (B), (C), (D), 
and (E)’ and inserting in lieu thereof “the foregoing 
subparagraphs”. 

(5) Paragraph (5) of section 461(h) is amended by striking out 
subparagraph (A) and by redesignating subparagraphs (B), (C), 
and (D) as subparagraphs (A), (B), and (C), respectively. 

(6) Subsection (b) of section 805 is amended by striking out 
paragraph (2) and by redesignating paragraphs (3), (4), (5), and 
(6) as paragraphs (2), (3), (4), and (5), respectively. 

(d) ErFectIvE DaTE.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 

(2) CHANGE IN METHOD OF ACCOUNTING.—In the case of any 
taxpayer who maintained a reserve for bad debts for such 
taxpayer’s last taxable year beginning before January 1, 1987, 
and who is required by the amendments made by this section to 
change its method of accounting for any taxable year— 

(A) such change shall be treated as initiated by the 
taxpayer, 

(B) such change shall be treated as made with the consent 
of the Secretary, and 

(C) the net amount of adjustments required by section 481 
of the Internal Revenue Code of 1986 to be taken into 
account by the taxpayer shall— 

(i) in the case of a taxpayer maintaining a reserve 
under section 166(f), be reduced by the balance in the 
suspense account under section 166(f)(4) of such Code as 
of the close of such last taxable year, and 

(ii) be taken into account ratably in each of the first 4 
taxable years beginning after December 31, 1986. 


SEC. 806. TAXABLE YEARS OF CERTAIN ENTITIES. 
(a) PARTNERSHIPS.— 
(1) IN GENERAL.—Paragraph (1) of section 706(b) (relating to 


partnership’s taxable year) is amended to read as follows: 
(1) PARTNERSHIP’S TAXABLE YEAR.— 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2363 


“(A) PARTNERSHIP TREATED AS TAXPAYER.—The taxable 
year of a partnership shall be determined as though the 
partnership were a taxpayer. 

“(B) TAXABLE YEAR DETERMINED BY REFERENCE TO PART- 
NERS.—Except as provided in subparagraph (C), a partner- 
ship shall not have a taxable year other than— 

“(i) the taxable year of 1 or more of its partners who 
have an aggregate interest in partnership profits and 
capital of greater than 50 percent, 

“(ii) if there is no taxable year described in clause (i), 
the taxable year of all the principal partners of the 
partnership, or 

“(iii) if there is no taxable year described in clause (i) 
or (ii), the calendar year or such other period as the 
Secretary may prescribe in regulations. 

“(C) BusINEss PURPOSE.—A partnership may have a tax- 
able year not described in subparagraph (B) if it establishes, 
to the satisfaction of the Secretary, a business purpose 
therefor. For purposes of this subparagraph, any deferral of 
income to partners shall not be treated as a business pur- 


(2) DETERMINATION OF MAJORITY INTEREST.—Section 706(b) is 
pr by adding at the end thereof the following new para- 
graph: 

“(4) APPLICATION OF MAJORITY INTEREST RULE.—Clause (i) of 
paragraph (1B) shall not apply to any taxable year of a part- 
nership unless the period which constitutes the taxable year of 
1 or more of its partners who have an aggregate interest in 
partnership profits and capital of greater than 50 percent has 
been the same for— 

“(A) the 3-taxable year period of such partner or partners 
ending on or before the beginning of such taxable year of 
the partnership, or 

“(B) if the partnership has not been in existence during 
all of such 3-taxable year period, the taxable years of such 
partner or partners ending with or within the period of 
existence. 

This paragraph shall apply without regard to whether the same 
partners or interests are taken into account in determining the 
50 percent interest during any period.” 

(3) CONFORMING AMENDMENT.—The heading for section 706(b) 

is amended by striking out “ADOPTION OF”. 
(b) S CorPoRATION.— 

(1) IN GENERAL.—Section 1378(a) (relating to taxable year of S 
corporation) is amended to read as follows: 

“(a) GENERAL Rute.—For purposes of this subtitle, the taxable 
year of an S corporation shall be a permitted year.” 

(2) BUSINESS PURPOSE.—Section 1378(b) (defining permitted 
year) is amended by adding at the end thereof the following new 
flush sentence: 

“For purposes of paragraph (2), any deferral of i income to sharehold- 
ers shall not be treated as a business pu 

(3) CONFORMING AMENDMENT.—Section 1378 is amended by 
striking out subsection (c). 

(c) PERSONAL SERVICE CORPORATION.— 
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(1) IN GENERAL.—Section 441 (relating to period for computa- 
tion of taxable income) is amended by adding at the end thereof 
the following new subsection: 

“(ij) TAXABLE YEAR OF PERSONAL SERVICE CORPORATIONS.— 

“(1) IN GENERAL.—For purposes of this subtitle, the taxable 
year of any personal service corporation shall be the calendar 
year unless the corporation establishes, to the satisfaction of the 
Secretary, a business purpose for having a different period for 
its taxable year. For purposes of this paragraph, any deferral of 
income to shareholders shall not be treated as a business pur- 


“(2) PERSONAL SERVICE CORPORATION.—For purposes of this 
subsection, the term ‘personal service corporation’ has the 
meaning given such term by section 269A(b\(1), except that 
section 269A(b\(2) shall be applied— 

“(A) by substituting ‘any’ for ‘more than 10 percent’, and 
“(B) by substituting ‘any’ for ‘50 percent or more in value’ 
in section 318(a\(2)(C).” 

(2) CONFORMING AMENDMENT.—Section 267(a) (relating to 
matching of deduction and payee income in the case of expenses 
and interest) is amended by adding at the end thereof the 
following new sentence: ‘For purposes of this paragraph, in the 
case of a personal service corporation (within the meaning of 
section 441(iX2)), such corporation and any employee-owner 
(within the meaning of section 269A(b\2), as modified by section 
441(iX2)) shall be treated as persons specified in subsection (b).” 

(d) CoorDINATION WiTH 52-53 WeEk Periop.—Section 441(f) (relat- 
ing to election of year consisting of 52-53 weeks) is amended by 
redesignating paragraph (3) as paragraph (4) and by inserting after 
paragraph (2) the following new paragraph: 

“(3) SPECIAL RULE FOR PARTNERSHIPS, S CORPORATIONS, AND 
PERSONAL SERVICE CORPORATIONS.—The Secretary may by regu- 
lation provide terms and conditions for the application of this 
subsection to a partnership, S corporation, or personal service 
corporation (within the meaning of section 441(i\(2)).” 

(e) EFFECTIVE DATE.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 

(2) CHANGE IN ACCOUNTING PERIOD.—In the case of any tax- 
payer required by the amendments made by this section to 
change its accounting period for any taxable year— 

(A) such change shall be treated as initiated by the 
taxpayer, 

(B) such change shall be treated as having been made 
with the consent of the Secretary, and 

(C) with respect to any partner or shareholder of an S 
corporation which is required to include the items from 
more than 1 taxable year of the partnership or S corpora- 
tion in any 1 taxable year, income in excess of expenses of 
such partnership or corporation for the short taxable year 
required by such amendments shall be taken into account 
ratably in each of the first 4 taxable years (including such 
short taxable year) beginning after December 31, 1986, 
unless such partner or shareholder elects to include all 
such income in the short taxable year. 
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Subparagraph (C) shall apply to a shareholder of an S corpora- 
tion only if such corporation was an S corporation for a taxable 
year beginning in 1986. 


Subtitle B—Treatment of Installment 
Obligations 


SEC. 811. ALLOCATION OF INDEBTEDNESS AS PAYMENT ON INSTALL- 
MENT OBLIGATION. 


(a) In GENERAL.—Subpart B of part II of subchapter E of chapter 1 
(relating to taxab: : year for which item of gross income included) is 
amended by inserting after section 453B the following new section: 


“SEC. 453C. CERTAIN INDEBTEDNESS TREATED AS PAYMENT ON 
INSTALLMENT OBLIGATIONS. 


“(a) GENERAL RuLE.—For purposes of sections 453 and 453A, if a 
taxpayer has allocable installment indebtedness for any taxable 
year, such indebtedness— 

“(1) shall be allocated on a pro rata basis to any applicable 
installment obligation of the taxpayer which— 
“(A) arises in such taxable year, and 
“(B) is outstanding as of the close of such taxable year, 


an 

“(2) shall be treated as a payment received on such obligation 
as of the close of such taxable year. 

“(b) ALLOCABLE INSTALLMENT INDEBTEDNESS.—For purposes of this 
section— 

“(1) IN GENERAL.—The term ‘allocable installment indebted- 
ag means, with respect to any taxable year, the excess (if any) 
0 — 

“(A) the installment percentage of the taxpayer’s average 
quarterly indebtedness for such taxable year, over 

“(B) the aggregate amount treated as allocable install- 
ment indebtedness with respect to applicable installment 
obligations which— 

“(i) are outstanding as of the close of such taxable 
year, but 

“(ii) did not arise during such taxable year. 

“(2) INSTALLMENT PERCENTAGE.—The term ‘installment 
percentage’ means the percentage (not in excess of 100 percent) 
determined by dividing— 

“(A) the face amount of all applicable installment obliga- 
tions of the taxpayer outstanding as of the close of the 
taxable year, by 

“(B) the sum of— 

“(i) the aggregate adjusted bases of all assets not 
described in clause (ii) held as of the close of the taxable 
year, and 

“(ii) the face amount of all installment obligations 
outstanding as of such time. 

For purposes of subparagraph (Bi), a taxpayer may elect to 
compute the aggregate adjusted bases of all assets using the 
deduction for depreciation which is used in computing earnings 
and profits under section 312(k). 
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‘“(3) SPECIAL RULES FOR PERSONAL USE PROPERTY.—For pur- 
poses of this subsection— 

“(A) for purposes of paragraph (2B), there shall not be 
taken into account any personal use property (within the 
meaning of section 1275(bX3)) held by an individual or any 
installment obligation arising from the sale of such prop- 
erty, and 

“(B) for purposes of computing the taxpayer’s average 
quarterly indebtedness under paragraph (1)(A), there shall 
not be taken into account any indebtedness with respect to 
which substantially all of the property securing such 
indebtedness is property described in subparagraph (A). 

“(4) SPECIAL RULE FOR CASUAL SALES.—If the taxpayer has no 
applicable installment obligations described in subclause (I) or 
(ID of subsection (eX1AXi) outstanding at any time during the 
taxable year, then the taxpayer’s allocable installment indebt- 
edness for such taxable year shall be computed by using the 
taxpayer’s indebtedness as of the close of such taxable year in 
lieu of the taxpayer’s average quarterly indebtedness. 

“(c) TREATMENT OF SUBSEQUENT PAYMENTS.— 

“(1) PAYMENTS TREATED AS RECEIPT OF TAX PAID AMOUNTS.—If 
any amount is treated as received under subsection (a) (after 
application of subsection (dX2)) with respect to any applicable 
installment obligation, subsequent payments received on such 
obligation shall not be taken into account for purposes of sec- 
tions 453 and 453A to the extent that the aggregate amount of 
such subsequent payments does not exceed the aggregate 
ee treated as received on such obligation under subsection 
a). 

“(2) REDUCTION OF ALLOCABLE INSTALLMENT INDEBTEDNESS.— 
For purposes of applying subsection (b\1B) for the taxable year 
in which any payment to which paragraph (1) of this subsection 
applies was received (and for any subsequent taxable year), the 
allocable installment indebtedness with respect to the ap- 
plicable installment obligation shall be reduced (but not below 
zero) by the amount of such payment not taken into account by 
reason of paragraph (1). 

“(d) Limitation BasED ON Tota ConTRACT PRICE.— 

“(1) IN GENERAL.—The amount treated as received under 
subsection (a) (after application of paragraph (2)) with respect to 
any applicable installment obligation for any taxable year shall 
not exceed the excess (if any) of— 

“(A) the total contract price, over 

“(B) any portion of the total contract price received under 
the contract before the close of such taxable year— 

“(i) including amounts so treated under subsection (a) 
for all preceding taxable years (after application of 
paragraph (2)), but 

“(ii) not including amounts not taken into account by 
reason of subsection (c). 

“(2) EXCESS ALLOCABLE INSTALLMENT INDEBTEDNESS.—If, after 
application of paragraph (1), the allocable installment indebted- 
ness for any taxable year exceeds the amount which may be 
allocated to applicable installment obligations arising in (and 
ene as of the close of) such taxable year, such excess 
8 —_ 
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“(A) subject to the limitations of paragraph (1), be allo- 
cated to applicable installment obligations outstanding as 
of the close of such taxable year which arose in setting 
taxable years, beginning with applicable poe obliga- 
tions arising in the earliest preceding taxable year, and 

‘“(B) be treated as a payment under subsection (a\2). 

“(e) DEFINITIONS AND SPECIAL RuLes.—For purposes of this sec- 
tion— 
“(1) APPLICABLE INSTALLMENT OBLIGATION.— 

“(A) IN GENERAL.—The term ‘applicable installment 
obligation’ means any obligation— 

“(i) which arises from the disposition— 

“(D) after February 28, 1986, of personal property 
under the installment method by a person who 
regularly sells or otherwise disposes of personal 
property of the same type on the installment plan, 

“(II) after February 28, 1986, of real property 
under the installment method which is held by the 

' taxpayer for sale to customers in the ordinary 
course of the taxpayer’s trade or business, or 

“(III) after August 16, 1986, of real property 
under the installment method which is property 
used in the taxpayer’s trade or business or prop- 
erty held for the production of rental income, but 
only if the sales price of such property exceeds 
$150,000 (determined after application of the rule 
= the last sentence of section 1274(cX3XAXii)), 


an 
“(ii) which is held by the seller or a member of the 
same affiliated group (within the meaning of section 
a but without regard to section 1504(b)) as the 

seller. 

“(B) EXCEPTION FOR PERSONAL USE AND FARM PROPERTY.— 
The term ‘applicable installment obligation’ shall not in- 
clude any obligation which arises from the disposition— 

“(i) by an individual of personal use property (within 
the meaning of section 1275(bX3)), or 

“(ii) of any property used or produced in the trade or 
business of farming (within the meaning of section 
2032A(e) (4) or (5)). 

“(2) AGGREGATION RULES.—For purposes of this section, all 
persons treated as a single employer under section 52 shall be 
treated as 1 taxpayer. The Secretary shall prescribe regulations 
for the treatment under this section of transactions between 
such persons. 

“(3) AGGREGATION OF OBLIGATIONS.—The Secretary may by 
regulations provide that all (or any portion of) applicable 
installment obligations of a taxpayer may be treated as 1 
obligation. 

“(4) EXCEPTION FOR SALES OF TIMESHARES AND RESIDENTIAL 

“(A) IN GENERAL.—If a taxpayer elects the application of 
this paragraph, this section shall not apply to any install- 
ment obligation which— 

“(i) arises from a sale in the ordinary course of the 
taxpayer’s trade or business to an individual of— 
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“(I) a timeshare right to use or a timeshare 
ownership interest in residential real property for 
not more than 6 weeks, or a right to use specified 
campgrounds for recreational purposes, or 

“(II) any residential lot but only if the taxpayer 
(or any related person) is not to make any improve- 
ments with respect to such lot, and 

“(ii) which is not guaranteed by any person other 
than an individual. 
For purposes of clause (iXI), a timeshare right to use (or 
timeshare ownership interest in) property held by the 
spouse, children, grandchildren, or parents of an individual 
shall be treated as held by such individual. 

“(B) INTEREST ON DEFERRED TAX.—If subparagraph (A) 
applies to any installment obligation, interest shall be paid 
on the portion of any tax for any taxable year (determined 
without regard to any deduction allowable for such interest) 
which is attributable to the receipt of payments on such 
obligation in such year (other than payments received in 
the taxable year of the sale). Such interest shall be com- 
puted for the period from the date of the sale to the date on 
which the payment is received using the applicable Federal 
rate under section 1274 (without regard to subsection (d) (2) 
or (3) thereof) in effect at the time of the sale, compounded 
semiannually. 

“(C) TIME FOR PAYMENT.—Any interest payable under this 
paragraph with respect to a payment shall be treated as an 
addition to tax for the taxable year in which the payment is 
received, except that the amount of such interest shall be 
taken into account in computing the amount of any deduc- 
tion allowable to the taxpayer for interest paid or accrued 
during such taxable year. 

“(5) REGULATIONS.—The Secretary shall prescribe regulations 
as may be necessary to carry out the purposes of this section, 
including regulations— 

“(A) disallowing the use of the installment method in 
whole or in part for transactions in which the rules of this 
section otherwise would be avoided through the use of 
related parties, pass-through entities, or intermediaries, 

“(B) providing for the proper treatment of reserves 
(including consistent treatment with assets held in the 
reserves), and 

“(C) providing that subsection (b)\(4) shall not apply where 
necessary to prevent the avoidance of the application of this 
section.” 

(b) CLERICAL AMENDMENT.—The table of sections for subpart B of 
part II of subchapter E of chapter 1 is amended by inserting after 
the item relating to section 453B the following new item: 

“Sec. 453C. Certain indebtedness treated as payments on installment obliga- 

tions.” 

(c) EFFECTIVE DATES.— 

(1) IN GENERAL.—Except as otherwise provided in this section, 
the amendments made by this section shall apply to taxable 
years ending after December 31, 1986, with respect to disposi- 
tions after February 28, 1986. 
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(2) EXCEPTION FOR CERTAIN SALES OF PROPERTY BY A MANUFAC- 
TURER TO A DEALER.— 

(A) IN GENERAL.—The amendments made by this section 
shall not apply to any installment obligation arising from 
the disposition of tangible personal property by a manufac- 
turer (or any affiliate) to a dealer if— 

(i) the dealer is obligated to pay on such obligation 
only when the dealer resells (or rents) the property, 

(ii) the manufacturer has the right to repurchase the 
property at a fixed (or ascertainable) price after no 
later than the 9-month period beginning with the date 
of the sale, and 

(iii) such disposition is in a taxable year with respect 
to which the requirements of subparagraph (B) are met. 

(B) RECEIVABLES MUST BE AT LEAST 50 PERCENT OF TOTAL 
SALES.— 

(i) IN GENERAL.—The requirements of this subpara- 
graph are met with respect to any taxable year if for 
such taxable year and the preceding taxable year the 
aggregate face amount of installment obligations de- 
scribed in subparagraph (A) is at least 50 percent of the 
total sales to dealers giving rise to such obligations. 

(ii) TAXPAYER MUST FAIL FOR 2 CONSECUTIVE YEARS.— 
A taxpayer shall be treated as failing to meet the 
requirements of clause (i) only if the taxpayer fails to 
meet the 50-percent test for both the taxable year and 
the preceding taxable year. 

(C) TRANSITION RULE.—An obligation issued before the 
date of the enactment of this Act shall be treated as de- 
scribed in subparagraph (A) if, within 60 days after such 
date, the taxpayer modifies the terms of such obligation to 
conform to the requirements of subparagraph (A). 

(D) APPLICATION WITH OTHER OBLIGATIONS.—In applying 
section 453C of the Internal Revenue Code of 1986 to any 
installment obligations to which the amendments made by 
this section apply, obligations described in subparagraph 
(A) shall not be treated as applicable installment obliga- 
bone (within the meaning of section 453C(eX1) of such 

le). 

(E) OrHER REQUIREMENTS.—This paragraph shall apply 
only if the taxpayer meets the requirements of subpara- 
graphs (A) and (B) for its first taxable year beginning after 
the date of the enactment of this Act. 

(3) EXCEPTION FOR CERTAIN OBLIGATIONS.—In applying the 
amendments made by this section to any installment obligation 
of a corporation incorporated on January 13, 1928, the following 
indebtedness shall not be taken into account in determining the 
allocable installment indebtedness of such corporation under 
section 453C of the Internal Revenue Code of 1986 (as added by 
this section): 

(A) 12% percent subordinated debentures with a total 
face amount of $175,000,000 issued pursuant to a trust 
indenture dated as of September 1, 1985. 

(B) A revolving credit term loan in the maximum amount 
of $130,000,000 made pursuant to a revolving credit and 
security agreement dated as of September 6, 1985, payable 
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= ee stages with final payment due on August 31, 
1992. 
This paragraph shall also apply to indebtedness which replaces 
indebtedness described in this paragraph if such indebtedness 
does not exceed the amount and maturity of the indebtedness it 
replaces. 

(4) SPECIAL RULE FOR RESIDENTIAL CONDOMINIUM PROJECT.— 
For purposes of applying the amendments made by this section, 
the term applicable installment obligation (within the meaning 
of section 453C(eX1) of the Internal Revenue Code of 1986) shall 
not include any obligation arising in connection with sales from 
a residential condominium project— 

(A) for which a contract to purchase land for the project 
was entered into at least 5 years before the date of the 
enactment of this Act, 

(B) with res to which land for the project was pur- 
chased before September 26, 1985, 

(C) with respect to which building permits for the project 
were obtained, and construction commenced, before 
September 26, 1985, 

(D) in conjunction with which not less than 80 units of 
low-income housing are deeded to a tax-exempt organiza- 
tion designated by a local government, and 

(E) with ee to which at least $1,000,000 of expenses 
were incurred before September 26, 1985. 

(D) the portion of the net adjustment taken into account 
in the Ist taxable year of the taxpayer ending after Decem- 
~~ 31, 1986, shall not exceed 15 percent of such adjustment, 
an 

(E) the remaining portion of such adjustment shall be 
taken into account ratably in the 2nd, 3rd, and 4th years 
ending after December 31, 1986. 

(5) SPECIAL RULE FOR QUALIFIED BUYOUT.—The amendments 
made by this section shall apply for taxable years ending after 
December 31, 1991, to a corporation if— 

(A) such corporation was incorporated on May 25, 1984, 
for the purpose of acquiring all of the stock of another 
corporation, 

(B) such acquisition took place on October 23, 1985, 

(C) in connection with such acquisition, the corporation 
incurred indebtedness of approximately $151,000,000, and 

(D) substantially all of the stock of the corporation is 
owned directly or indirectly by employees of the corpora- 
tion the stock of which was acquired on October 23, 1985. 

(6) SPECIAL RULE FOR SALES OF REAL PROPERTY BY DEALERS.—In 
the case of installment obligations arising from the sale of real 
property in the ordinary course of the trade or business of the 
taxpayer, any gain attributable to allocable installment indebt- 
edness allocated to any such installment obligations which arise 
(or are deemed to arise)— 

(A) in the 1st taxable yee of the taxpayer ending after 
December 31, 1986, shall be taken into account ratably over 
the 3 taxable years beginning with such lst taxable year, 


and 
(B) in the 2nd taxable a of the taxpayer ending after 


December 31, 1986, shall be taken into account ratably over 
the 2 taxable years beginning with such 2nd taxable year. 
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(7) SPECIAL RULE FOR SALES OF PERSONAL PROPERTY BY 
DEALERS.—In the case of installment obligations arising from 
the sale of personal property in the ordinary course of the trade 
or business of the taxpayer, solely for purposes of determining 
the Meee for payment of tax and interest payable with respect to 
such tax— 

(A) any increase in tax imposed by chapter 1 of the 
Internal Revenue Code of 1986 for the lst taxable year of 
the taxpayer ending after December 31, 1986, by reason of 
the amendments made by this section shall be treated as 
imposed ratably over the 3 taxable years beginning with 
such Ist taxable year, an 

(B) any increase in tax imposed by such chapter 1 for the 
2nd taxable year of the taxpayer ending after December 31, 
1986 (determined without regard to subparagraph (A)), by 
reason of the amendments made by this section shall be 
treated as imposed ratably over the 2 taxable years begin- 
ning with such 2nd taxable year. 

(8) TREATMENT OF CERTAIN INSTALLMENT OBLIGATIONS.—Not- 
withstanding the amendments made by subtitle B of title III, 
gain with respect to installment payments received pursuant to 
notes issued in accordance with a note agreement dated as of 
August 29, 1980, where— 

(A) such note agreement was executed pursuant to an 
agreement of purchase and sale dated April 25, 1980, 

(B) more than % of the installment payments of the 
aggregate principal of such notes have been received by 
August 29, 1986, and 

(C) the last installment payment of the principal of such 
notes is due August 29, 1989, 

shall be taxed at a rate of 28 percent. 


SEC. 812. DISALLOWANCE OF USE OF INSTALLMENT METHOD FOR CER- 
TAIN OBLIGATIONS. 


(a) In GENERAL.—Section 453 (relating to installment method) is 
amended by adding at the end thereof the following new subsection: 
“(j) CurrENT INCLUSION IN CasE OF REVOLVING CREDIT PLANS, 
Erc.—In the case of— 
“(1) any disposition of personal property under a revolving 
credit plan, or 
“(2) any installment obligation arising out of a sale of— 
“(A) stock or securities which are traded on an estab- 
lished securities market, or 
“(B) to the extent provided in regulations, property (other 
than stock or securities) of a kind regularly traded on an 
established market, 
subsection (a) and section 453A shall not apply, and, for purposes of 
this title, all payments to be received shall be treated as received in 
the year of disposition. The Secretary may provide for the applica- 
tion of this subsection in whole or in part for transactions in which 
the rules of this subsection otherwise would be avoided through the 
use of related parties, pass-thru entities, or intermediaries.” 
(b) CONFORMING AMENDMENTS.— 
(1) Section 453A(aX2) (relating to installment method for 


dealers in personal property) is amended by striking out the last 
sentence thereof. 
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(2) Section 453A is amended by adding at the end thereof the 

following new subsection: 
“(c) Cross REFERENCE.— 
“For disallowance of use of installment method for certain obligations, 

see section 453(j).” 

(c) EFFECTIVE DATE.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendment made by subsection (a) shall apply to taxable years 
beginning after December 31, 1986. 

(2) CHANGE IN METHOD OF ACCOUNTING.—In the case of any 
taxpayer who made sales under a revolving credit plan and was 
on the installment method under section 453 or 453A of the 
Internal Revenue Code of 1986 for such taxpayer’s last taxable 
year beginning before January 1, 1987, the amendments made 
by this section shall be treated as a change in method of 
ae for its lst taxable year beginning after December 31, 

, and— 

(A) such change shall be treated as initiated by the 
taxpayer, 

(B) such change shall be treated as having been made 
with the consent of the Secretary, and 

(C) the period for taking into account adjustments under 
section 481 of such Code by reason of such change shall not 
exceed 4 years. 


Subtitle C—Other Provisions 


SEC. 821. INCOME ATTRIBUTABLE TO UTILITY SERVICES. 


(a) In GENERAL.—Section 451 (relating to general rule for taxable 
year of inclusion) is amended by adding at the end thereof the 
following new subsection: 

“(f) SPECIAL RULE For UtiLity SERVICES.— 

“(1) IN GENERAL.—In the case of a taxpayer the taxable 
income of which is computed under an accrual method of 
accounting, any income attributable to the sale or furnishing of 
utility services to customers shall be included in gross income 
not later than the taxable year in which such services are 
provided to such customers. 

“(2) DEFINITION AND SPECIAL RULE.—For purposes of this 
subsection— 

“(A) Utiity services.—The term ‘utility services’ in- 
cludes— 
“(i) the providing of electrical energy, water, or 
sewage disposal, 
“(ii) the furnishing of gas or steam through a local 
distribution system, 
“(iii) telephone or other communication services, and 
“(iv) the transporting of gas or steam by pipeline. 
“(B) YEAR IN WHICH SERVICES PROVIDED.—The taxable 
year in which services are treated as provided to customers 
shall not, in any manner, be determined by reference to— 
“(i) the period in which the customers’ meters are 
read, or 
“(ii) the period in which the taxpayer bills (or may 
bill) the customers for such service.’ 
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(b) Errective Date.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 

(2) CHANGE IN METHOD OF ACCOUNTING.—If a taxpayer is 
required by the amendments made by this section to change its 
method of accounting for any taxable year— 

(A) such change shall be treated as initiated by the 
taxpayer, 

(B) such change shall be treated as having been made 
with the consent of the Secretary, and 

(C) the adjustments under section 481 of the Internal 
Revenue e of 1954 by reason of such change shall be 
taken into account ratably over a period no longer than the 
first 4 taxable years beginning after December 31, 1986. 

(3) SPECIAL RULE FOR CERTAIN CYCLE BiLLING.—If a ae 
for any taxable year beginning before August 16, 1986, for 
purposes of chapter 1 of the Internal Revenue Code of 1986 took 
into account income from services described in section 451(f) of 
such Code (as added by subsection (a)) on the basis of the period 
in which the customers’ meters were read, then such treatment 
for such year shall be deemed to be proper. 


SEC. 822. REPEAL OF APPLICATION OF DISCHARGE OF INDEBTEDNESS 
RULES TO QUALIFIED BUSINESS INDEBTEDNESS. 


(a) GENERAL RuLeE.—Paragraph (1) of section 108(a) (relating to 
exclusion from gross income of income from discharge of indebted- 
ness) is amended by striking out a (C), by inserting “or” 
at the end of subparagraph (A), and by striking out “, or” at the end 
of subparagraph (B) and inserting in lieu thereof a period. 

(b) CONFORMING AMENDMENTS.— 

(1) Paragraph (2) of section 108(a) is amended to read as 
follows: 

“(2) COORDINATION OF EXCLUSIONS.—Subparagraph (B) of para- 
- (1) shall not apply to a discharge which occurs in a title 

case. 

(2) Section 108 is amended by striking out subsection (c). 

(3) Section 108(d) is amended— 

(A) by striking out paragraph (4), 

(B) by striking out “subsections (a), (b), and (c)” each place 
it appears in the heading thereof and in the text and 
heading of paragraphs (6) and (7) and inserting in lieu 
thereof ‘‘subsections (a) and (b)”, 

4 by striking out the last sentence of paragraph (7B), 


an 
(D) by striking out “under paragraph (4) of this subsection 
or” in paragraph (9) thereof. 
(4) Section 1017(aX2) is amended by striking out “, (bX5), or 
(cX1)A)” and inserting in lieu thereof “or (b)(5)”. 
= = 1017(bX3XA) is amended by striking out “or 
(cK 1A)”. 
(c) ErrectivE Date.—The amendments made by this section shall 
apply to discharges after December 31, 1986. 


SEC. 823. REPEAL OF DEDUCTION FOR QUALIFIED DISCOUNT COUPONS. 


(a) GENERAL RuLeE.—Section 466 (relating to qualified discount 
coupons redeemed after close of taxable year) is repealed. 
(b) CONFORMING AMENDMENTS.— 
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(1) Paragraph (5) of section 461(h) is amended by striking out 
subparagraph (C) and by redesignating subparagraph (D) as 
subparagraph (C). 

(2) The table of contents for subpart C of part II of subchapter 
E of chapter 1 is amended by striking out the item relating to 
section 466. 

(c) EFFECTIVE DATE.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 

(2) CHANGE IN METHOD OF ACCOUNTING.—In the case of any 
taxpayer who elected to have section 466 of the Internal Reve- 
nue Code of 1954 apply for such a last taxable year 
beginning before January 1, 1987, and is required to —— its 
method of accounting by reason of the amendments made by 
this section for any taxable year— 

(A) such change shall be treated as initiated by the 
taxpayer, 

(B) such change shall be treated as having been made 
with the consent of the Secretary, and 

(C) the net amount of adjustments required by section 481 
of the Internal Revenue Code of 1986 to be taken into 
account by the taxpayer shall— 

(i) be reduced by the balance in the suspense account 
under section 466(e) of such Code as of the close of such 
last taxable year, and 

(ii) be taken into account over a period not longer 
than 4 years. 


SEC. 824. INCLUSION IN GROSS INCOME OF CONTRIBUTIONS IN AID OF 
CONSTRUCTION. 


(a) GENERAL Rute.—Section 118 (relating to contributions to the 
capital of a corporation) is amended by striking out subsections (b) 
and (c), by redesignating subsection (d) as subsection (c), and by 
inserting after subsection (a) the following new subsection: 

“(b) ConTRIBUTIONS IN Arp oF CoNnsTRUCTION, Etc.—For purposes 
of subsection (a), the term ‘contribution to the capital of the tax- 
payer’ does not include any contribution in aid of construction or 
any other contribution as a customer or potential customer.” 

(b) TECHNICAL AMENDMENT.—Subsection (c) of section 362 (relat- 
ing to special rules for certain contributions to capital) is amended 
by striking out paragraph (3). 

(c) EFFECTIVE DaTE.— 

(1) IN GENERAL.—Except as otherwise provided in this subsec- 
tion, the amendments made by this section shall apply to 
amounts received after December 31, 1986, in taxable years 
ending after such date. 

(2) TREATMENT OF CERTAIN WATER SUPPLY PROJECTS.—The 
amendments made by this section shall not apply to amounts 
which are paid by the New Jersey Department of Environ- 
mental Protection for construction of alternative water ~~ 
projects in zones of drinking water contamination and w ich 
are designated by such department as being taken into account 
under this paragraph. Not more than $4,631,000 of such 
amounts may be designated under the preceding sentence. 

(3) TREATMENT OF CERTAIN CONTRIBUTIONS BY TRANSPORTATION 
AUTHORITY.—The amendments made by this section shall not 
apply to contributions in aid of construction by a qualified 
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transportation authority which were clearly identified in a 
master plan in existence on September 13, 1984, and which are 
designated by such authority as being taken into account under 
this paragraph. Not more than $68,000,000 of such contributions 
may be designated under the preceding sentence. For purposes 
of this paragraph, a qualified transportation authority is an 
entity which was created on February 20, 1967, and which was 
established by an interstate compact and consented to by Con- 
gress in Public Law 89-774, 80 Stat. 1324 (1966). 

(4) TREATMENT OF CERTAIN PARTNERSHIPS.—In the case of a 
partnership with a taxable year beginning May 1, 1986, if such 
partnership realized net capital gain during the period begin- 
ning on the Ist day of such taxable year and ending on May 29, 
1986, pursuant to an indemnity agreement dated May 6, 1986, 
then such partnership may elect to treat each asset to which 
such net capital gain relates as having been distributed to the 
partners of such partnership in proportion to their distributive 
share of the capital gain or loss realized by the partnership with 
respect to such asset and to treat each such asset as having been 
sold by each partner on the date of the sale of the asset by the 
partnership. If such an election is made, the consideration 
received by the partnership in connection with the sale of such 
assets shall be treated as having been received by the partners 
in connection with the deemed sale of such assets. In the case of 
a tiered partnership, for purposes of this paragraph each part- 
nership shall be treated as having realized net capital gain 
equal to its proportionate share of the net capital gain of each 
partnership in which it is a partner, and the election provided 
by this paragraph shall apply to each tier. 


TITLE [IX—FINANCIAL INSTITUTIONS 


SEC. 901. LIMITATIONS ON BAD DEBT RESERVES. 


(a) LARGE Banks Nort ELIGIBLE For BAD DEBT RESERVES.— 

(1) IN GENERAL.—Subsection (a) of section 585 (relating to 
reserves for losses on loans of banks) is amended to read as 
follows: 

“(a) RESERVE For Bap Dests.— 

“(1) IN GENERAL.—Except as provided in subsection (c), a bank 
shall be allowed a deduction for a reasonable addition to a 
reserve for bad debts. Such deduction shall be in lieu of any 
deduction under section 166(a). 

“(2) BanK.—For purposes of this section— 

“(A) IN GENERAL.—The term ‘bank’ means any bank (as 
defined in section 581) other than an organization to which 
section 593 applies. 

“(B) BANKING BUSINESS OF UNITED STATES BRANCH OF FOR- 
EIGN CORPORATION.—The term ‘bank’ also includes any cor- 
poration to which subparagraph (A) would apply except for 
the fact that it is a foreign corporation. In the case of any 
such foreign corporation, this section shall apply only with 
respect to loans outstanding the interest on which is effec- 
tively connected with the conduct of a banking business 
within the United States.” 
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(2) RESERVE DEDUCTION NOT AVAILABLE FOR LARGE BANKS.— 
Section 585 is amended by adding at the end thereof the follow- 
ing new subsection: 

“(c) Section Not To Appiy To LARGE BANKS.— 

“(1) IN GENERAL.—In the case of a large bank, this section 
shall not apply (and no deduction shall be allowed under any 
other provision of this subtitle for any addition to a reserve for 
bad debts). 

“(2) LARGE BANKS.—For purposes of this subsection, a bank is 
a large bank if, for the taxable year (or for any preceding 
taxable year beginning after December 31, 1986)— 

“(A) the average adjusted bases of all assets of such bank 
exceeded $500,000,000, or 

“(B) such bank was a member of a parent-subsidiary 
controlled group and the average adjusted bases of all 
assets of such group exceeded $500,000,000 

“(3) 4-YEAR SPREAD OF ADJUSTMENTS.— 

“(A) IN GENERAL.—Except as provided in paragraph (4), in 
the case of any bank which for its last taxable year before 
the disqualification year maintained a reserve for bad 
debts— 

“(i) the provisions of this subsection shall be treated 
as a change in the method of accounting of such bank 
for the disqualification year, 

“(ii) such change shall be treated as having been 
made with the consent of the Secretary, and 

“(iii) the net amount of adjustments required by 
section 481(a) to be taken into account by the taxpayer 
shall be taken into account in each of the 4 taxable 
years beginning with the disqualification year with— 

“(I) the amount taken into account for the 1st of 
such taxable years being the greater of 10 percent 
of such net amount or such greater amount as the 
taxpayer may designate, and 

“(II) the amount taken into account in each of 
the 3 succeeding taxable years being equal to the 
applicable fraction (determined in accordance with 
the following table for the taxable year involved) of 
the portion of such net amount not taken into 
account under subclause (1). 

The applicable 
If the case of the— fraction is— 
1st succeeding year 

2nd succeeding year 

3rd succeeding year 

“(B) SUSPENSION OF RECAPTURE FOR TAXABLE YEAR FOR 
WHICH BANK IS FINANCIALLY TROUBLED.— 

“(i) IN GENERAL.—In the case of a bank which is a 
financially troubled bank for any taxable year— 

“(D) no adjustment shall be taken into account 
under subparagraph (A) for such taxable year, and 

“(II) such taxable year shall be disregarded in 
determining whether any other taxable year is a 
taxable year for which an adjustment is required 
to be taken into account under subparagraph (A) or 
the amount of such adjustment. 
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“(ii) EXCEPTION FOR ELECTIVE RECAPTURE FOR 1ST 
YEAR.—Clause (i) shall not apply to the 1st taxable year 
referred to in subparagraph: (AXiiiX]) if the taxpayer 
designates an amount in accordance with such subpara- 


ph. 

“(iii) FINANCIALLY TROUBLED BANK.—For purposes of 
clause (i), the term ‘financially troubled bank’ means 
any bank if, for the taxable year, the nonperforming 
loan percentage of such bank exceeds 75 percent. 

“(iv) NONPERFORMING LOAN PERCENTAGE.—For pur- 
poses of clause (iii), the term ‘nonperforming loan 
percentage’ means the percentage determined by 
dividing— 

“() the sum of the outstanding balances of 
nonperforming loans of the bank as of the close of 
each quarter of the taxable year, by 

“(II) the sum of the amounts of equity of the 
bank as of the close of each such quarter. 

In the case of a bank which is a member of a parent- 
subsidiary controlled group for the taxable year, the 
preceding sentence shall tbe applied with respect to 
such group. 

“(v) OTHER DEFINITIONS.—For purposes of this 
subparagraph— 

“() |NONPERFORMING LOANS.—The term 
‘nonperforming loan’ means any loan which is 
considered to be nonperforming by the primary 
Hem ga regulatory agency with respect to the 


k. 

“(I Equiry.—The term ‘equity’ means the 
equity of the bank as determined for Federal regu- 
latory purposes. 

“(C) CooRDINATION WITH ESTIMATED TAX PAYMENTS.—For 
purposes of applying section 6655(d\3) with respect to any 
installment, the determination under searcese® (B) of 


whether an adjustment is required to be taken into account 
under subparagraph (A) shall be made as of the last day 
prescribed for payment of such installment. 
“(4) ELECTIVE CUT-OFF METHOD.—If a bank makes an election 
under this paragraph for the disqualification year— 

“(A) the provisions of this subsection shall not be treated 
as a change in the method of accounting of the taxpayer for 
purposes of section 481, 

“(B) the taxpayer shall continue to maintain its reserve 
for loans held by the bank as of the Ist day of the disquali- 
fication year and charge against such reserve any losses 
— from loans held by the bank as of such Ist day, 


an 

“(C) no deduction shall be allowed under this section (or 
any other provision of this subtitle) for any addition to such 
reserve for the disqualification year or any subsequent 
taxable year. 

“(5) DEFINITIONS.—For purposes of this subsection— 

“(A) PARENT-SUBSIDIARY CONTROLLED GROUP.—The term 
‘parent-subsidiary controlled group’ means any controlled 
group of corporations described in section 1563(a\(1). In 
determining the average adjusted bases of assets held by 
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such a group, interests held by one member of such grou 
in another member of such group shall be diemetawted. 

“(B) DISQUALIFICATION YEAR.—The term ‘disqualification 
year’ means, with respect to any bank, the lst taxable year 
beginning after December 31, 1986, for which such bank 
was a large bank if such bank maintained a reserve for bad 
debts for the preceding taxable year.” 

(b) Reserves oF Domestic BUILDING AND LOAN ASSOCIATIONS, 
MuTuAL SAvINGS BANKS, AND COOPERATIVE BANKS.— 

(1) IN GENERAL.—Subsection (a) of section 593 (relating to 
reserves for losses on loans) is amended to read as follows: 

“(a) RESERVE FoR BaD Dests.— 

ae GENERAL.—Except as provided in paragraph (2), in the 
case of— 

“(A) any domestic building and loan association, 

“(B) any mutual savings bank, or 

“(C) any cooperative bank without capital stock organized 
and operated for mutual purposes and without profit, 

there shall be allowed a deduction for a reasonable addition to a 
reserve for bad debts. Such deduction shall be in lieu of any 
deduction under section 166(a). 

“(2) ORGANIZATION MUST MEET 60-PERCENT ASSET TEST OF SEC- 
TION 7701(aX19).—This section shall apply to an association or 
bank referred to in paragraph (1) only if it meets the require- 
ments of section 7701(aX(19XC).” 

(2) LIMITATION ON PERCENTAGE OF TAXABLE INCOME METHOD.— 
Paragraph (2) of section 593(b) (relating to percentage of taxable 
income method) is amended— 

(A) by striking out subparagraphs (A), (B), and (C) and 
inserting in lieu thereof the following: 

“(A) IN GENERAL.—Subject to subparagraphs (B) and (C), 
the amount determined under this paragraph for the tax- 
able year shall be an amount equal to 8 percent of the 
taxable income for such year. 

“(B) REDUCTION FOR AMOUNTS REFERRED TO IN PARAGRAPH 
(1XA).—The amount determined under subparagraph (A) 
shall be reduced (but not below 0) by the amount deter- 
mined under paragraph (1)(A).”, and 

(B) by redesignating subparagraphs (D) and (E) as sub- 
paragraphs (C) and (D), respectively. 

(3) REPEAL OF PERCENTAGE METHOD OF COMPUTING RESERVES 
FOR BAD DEBTS.—Subsection (b) of section 593 (relating to addi- 
tion to reserves for bad debts) is amended by striking out 
paragraphs (3) and (5) and by redesignating paragraph (4) as 
paragraph (3). 

(4) SECTION 593 RESERVES NOT TREATED AS PREFERENCE FOR 
PURPOSES OF SECTION 291.—Subparagraph (A) of section 291(e1) 
(defining financial institution preference item) is amended by 
striking out “or 593”. 

(c) REPEAL OF Section 586.—Section 586 (relating to reserves for 
losses on loans of small business investment companies, etc.) is 
hereby repealed. 

(d) CONFORMING AMENDMENTS.— 

(1) AMENDMENT TO SECTION 585.—Paragraph (1) of section 
585(b) is amended by striking out “section 166(c)” and inserting 
in lieu thereof “subsection (a)’’. 

(2) AMENDMENTS TO SECTION 593.— 
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(A) Paragraph (1) of section 593(b) is amended by striking 
out a. 166(c)” and inserting in lieu thereof “subsec- 
tion (a)” 

(B) Subparagraph (B) of section 593(bX1) is amended— 

(i) by striking out ‘ ragrap h (2), (3), or (4), which- 
ever amount is the largest’ cae inserting in lieu 
a “paragraph (2) or (3), whichever is the larger”, 


(ii) by striking out ‘ poe (4)” " clause (i) and 
inserting in lieu thereof “paragraph (3 
(B) Subparagraph (D) of section BONDI) (as redesignated 
y subsection (bX2)) is amended by striking out “the a 
plicable percentage (determined under subparagraphs (A) 
and (B))” and inserting in lieu thereof “8 percent”. 

(C) Subparagraph (B) of section 593(e\(1) is amended by 
striking out “subsection (b(4)” and inserting in lieu thereof 
“subsection (bX(3)”. 

(3) BoNnDs, ETC., LOSSES AND GAINS OF FINANCIAL INSTITU- 
TIONS.— 

(A) Paragraph (1) of section 582(c) (relating to bonds, etc., 
losses and gains of financial institutions) is amended by 
striking out “a financial institution to which section 585, 
586, or 593 applies” and inserting in lieu thereof “a finan- 
cial institution referred to in paragraph (5)”. 

(B) Subsection (c) of section 582 is amended by adding at 
the end thereof the following new paragraph: 

“(5) FINANCIAL INSTITUTIONS TO WHICH PARAGRAPH (1) 
APPLIES.— 

“(A) IN GENERAL.—For purposes of paragraph (1), the 

financial institutions referred to in this paragraph are— 
“(i) any bank (and any corporation which would be a 

bank except for the fact it is a foreign corporation), 
“(ii) any financial institution referred to in section 


“(iii) any small business investment company operat- 
po 8 under the Small Business Investment Act of 1958, 
an 

“(iv) any business development corporation. 

“(B) BUSINESS DEVELOPMENT CORPORATION.—For purposes 
of subparagraph (A), the term ‘business development cor- 
poration’ means a corporation which was created by or 
pursuant to an act of a State legislature for purposes of 
promoting, maintaining, and assisting the economy and 
industry within such State on a regional or statewide basis 
by making loans to be used in trades and businesses which 
would generally not be made by banks within such region 
or State in the ordinary course of their business (except on 
the basis of a partial participation), and which is operated 
primarily for such purposes. 

“(C) LIMITATIONS ON FOREIGN BANKS.—In the case of a 
foreign corporation referred to in subparagraph (Ai), para- 
graph (1) shall only apply to gains and losses which are 
effectively connected with the conduct of a banking busi- 
ness in the United States.” 

(4) OTHER CONFORMING AMENDMENTS.— 

(A) Subsection (g) of section 166 is amended by striking 

out paragraphs (3) and (4). 
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(B) Subparagraph (F) of section 172(bX1) is amended by 
striking out “to which section 585, 586, or 593 applies” and 
inserting in lieu thereof “referred to in section 582(c)(5)’. 

(C) Clause (i) of section 291(e1)(B) is amended by striking 
out “to which section 585 or 593 applies” and inserting in 
lieu thereof “which is a bank (as defined in section 582(a)(2)) 
or to which section 593 applies’. 

(D) Section 596 is amended by striking out “an amount 
equal to” and all that follows down through the period at 
the end thereof and inserting in lieu thereof “an amount 
equal to 8 percent of such total amount.” 

(E) Paragraph (4) of section 856(a) is amended by striking 
out “to which section 585, 586, or 593 applies” and inserting 
in lieu thereof “referred to in section 582(c)\(5)”. 

(F) Subsection (c) of section 1277 is amended by striking 
out “to which section 585 or 593 applies” and inserting in 
lieu thereof “which is a bank (as defined in section 585(a)(2) 
or to which section 593 applies”. 

(G) Subparagraph (B) of section 1361(b\(2) is amended by 
striking out “to which section 585 or 593 applies” and 
inserting in lieu thereof “which is a bank (as defined in 
section 585(a)(2)) or to which section 593 applies”. 

(H) The table of sections for part I of subchapter H of 
chapter 1 is amended by striking out the item relating to 
section 586. 

(e) ErrectivE Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


SEC. 902. INTEREST INCURRED TO CARRY TAX-EXEMPT BONDS. 


(a) GENERAL Rute.—Section 265 (relating to expenses and interest 
relating to tax-exempt income) is amended by adding at the end 
thereof the following new subsection: 

“(b) Pro Rata ALLOCATION OF INTEREST EXPENSE OF FINANCIAL 
INSTITUTIONS TO TAX-EXEMPT INTEREST.— 

“(1) IN GENERAL.—In the case of a financial institution, no 
deduction shall be allowed for that portion of the taxpayer’s 
interest expense which is allocable to tax-exempt interest. 

“(2) ALLOCATION.—For purposes of paragraph (1), the portion 
of the taxpayer’s interest expense which is allocable to tax- 
exempt interest is an amount which bears the same ratio to 
such interest expense as— 

“(A) the taxpayer’s average adjusted bases (within the 
meaning of section 1016) of tax-exempt obligations acquired 
after August 7, 1986, bears to 

“(B) such average adjusted bases for all assets of the 
taxpayer. 

“(3) EXCEPTION FOR CERTAIN TAX-EXEMPT OBLIGATIONS.— 

“(A) IN GENERAL.—Any qualified tax-exempt obligation 
acquired after August 7, 1986, shall be treated for purposes 
of paragraph (2) and section 291(e)(1\(B) as if it were ac- 
quired on August 7, 1986. 

“(B) QUALIFIED TAX-EXEMPT OBLIGATION.—For purposes of 
subparagraph (A), the term ‘qualified tax-exempt obliga- 
tion’ means a tax-exempt obligation which— 

“(i) is not a private activity bond (as defined in 
section 141), and 
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“(ii) is designated by the issuer for purposes of this 
paragraph. 
For purposes of the preceding sentence and subparagraph 
(C), a qualified 501(c\3) bond (as defined in section 145) shall 
not be treated as a private activity bond. 

“(C) LIMITATION ON ISSUER.—An obligation issued by an 
issuer during any calendar year shall not be treated as a 
qualified tax-exempt obligation unless the reasonably 
anticipated amount of qualified tax-exempt obligations 
(other than private activity bonds) which will be issued by 
such issuer during such calendar year does not exceed 
$10,000,000. 

“(D) OVERALL $10,000,000 LIMITATION.—Not more than 
$10,000,000 of obligations issued by an issuer during any 
calendar year may be designated by such issuer for pur- 
poses of this paragraph. 

“(E) AGGREGATION OF ISSUERS.—For purposes of subpara- 
graphs (C) and (D), an issuer and all subordinate entities 
thereof shall be treated as 1 issuer. 

“(4) DeFInITIONS.—For purposes of this subsection— 

“(A) INTEREST EXPENSE.—The term ‘interest expense’ 
means the aggregate amount allowable to the taxpayer as a 
deduction for interest for the taxable year (determined 
without regard to this subsection and section 291). For 
purposes of the preceding sentence, the term ‘interest’ in- 
cludes amounts (whether or not designated as interest) paid 
in respect of deposits, investment certificates, or 
withdrawable or repurchasable shares. 

“(B) TAX-EXEMPT OBLIGATION.—The term ‘tax-exempt 
obligation’ means any obligation the interest on which is 
wholly exempt from taxes imposed by this subtitle. Such 
term includes shares of stock of a regulated investment 
company which during the taxable year of the holder 
thereof distributes exempt-interest dividends. 

“(5) FINANCIAL INSTITUTION.—For purposes of this subsection, 
the term ‘financial institution’ means any person who— 

“(A) accepts deposits from the public in the ordinary 
course of such person’s trade or business, and is subject to 
Federal or State supervision as a financial institution, or 

“(B) is a corporation described in section 585(a\(2). 

“(6) SPECIAL RULES.— 

“(A) COORDINATION WITH SUBSECTION (a).—If interest on 
any indebtedness is disallowed under subsection (a) with 
respect to any tax-exempt obligation— 

“(i) such disallowed interest shall not be taken into 
account for purposes of applying this subsection, and 

“(ii) for purposes of applying paragraph (2), the ad- 
justed basis of such tax-exempt obligation shall be 
reduced (but not below zero) by the amount of such 
indebtedness. 

“(B) CoORDINATION WITH SECTION 263A.—This section 
shall be applied before the application of section 263A 
(relating to capitalization of certain expenses where tax- 
payer produces property).” 

(b) REPEAL OF SPECIAL TREATMENT FOR CERTAIN FINANCIAL 
INSTITUTIONS.—Paragraph (2) of section 265 (as in effect on the day 
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before the date of the enactment of this Act) is amended by striking 
out the second sentence. 

(c) TERMINATION OF REDUCTION IN DEDUCTION FOR INTEREST 
ALLOCABLE TO TAX-EXEMPT OBLIGATIONS UNDER SECTION 291.— 

(1) IN GENERAL.—Clause (i) of section 291(e1\B) (relating to 
interest on debt to carry tax-exempt obligations acquired after 
December 31, 1982) is amended by striking out “after Decem- 
ber 31, 1982” and inserting in lieu thereof “after December 31, 
1982, and before August 8, 1986”. 

(2) TECHNICAL AMENDMENTS.—Subparagraph (B) of section 
291(eX1) is amended— 

(A) by striking out “(but for this paragraph)” in clause (i) 
and inserting in lieu thereof ‘(but for this paragraph or 
section 265(b))’’, 

(B) by striking out “without regard to this section” in 
clause (ii) and inserting in lieu thereof “without regard to 
this section and section 265(b)”, 

(C) by striking out “AFTER DECEMBER 31, 1982” in the 
subparagraph heading and inserting in lieu thereof “AFTER 
DECEMBER 31, 1982, AND BEFORE AUGUST 8, 1986”, and 

(D) by adding at the end thereof the following new clause: 

“(iv) APPLICATION OF SUBPARAGRAPH TO CERTAIN 
OBLIGATIONS ISSUED AFTER AUGUST 7, 1986.— 


“For application of this subparagraph to certain obligations issued after 
August 7, 1986, see section 265(b)(3).” 


(d) CLERICAL AMENDMENT.—Section 265 is amended by striking 
out “No deduction shall be allowed for—’’ and inserting in lieu 
thereof the following: 

“(a) GENERAL RULE.—No deduction shall be allowed for—”’. 

(e) CONFORMING AMENDMENTS.— 

(1) Section 163(h\12) is amended by striking out “section 
265(2)” and inserting in lieu thereof “section 265(a\(2)’’. 

(2) Section 1277(c) is amended by striking out “section 265(5)” 
and inserting in lieu thereof ‘section 265(aX5)”’. 

(f) EFFECTIVE DATE.— 

(1) IN GENERAL.—Except as provided in this subsection, the 
amendments made by this section shall apply to taxable years 
ending after December 31, 1986. 

(2) OBLIGATIONS ACQUIRED PURSUANT TO CERTAIN COMMIT- 
MENTS.—For purposes of sections 265(b) and 291(e\1%B) of the 
Internal Revenue Code of 1986, any tax-exempt obligation 
which is acquired after August 7, 1986, pursuant to a direct or 
indirect written commitment— 

(A) to purchase or repurchase such obligation, and 
(B) entered into on or before September 25, 1985, 
shall be treated as an obligation acquired before August 8, 1986. 

(3) TRANSITIONAL RULES.—For purposes of sections 265(b) and 
291(eX1B) of the Internal Revenue Code of 1986, obligations 
with respect to any of the following projects shall be treated as 
obligations acquired before August 8, 1986, in the hands of the 
first and any subsequent financial institution acquiring such 
obligations: 

(A) Park Forest, Illinois, redevelopment project. 

(B) Clinton, Tennessee, Carriage Trace project. 

(C) Savannah, Georgia, Mall Terrace Warehouse project. 
(D) Chattanooga, Tennessee, Warehouse Row project. 
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(E) Dalton, Georgia, Towne Square project. 
(F) Milwaukee, Wisconsin, Standard Electric Supply Com- 
pany—distribution company. 
(G) Wausau, Wisconsin, urban renewal project. 
(H) Cassville, Missouri, UDAG project. 
(I) Outlook Envelope Company—plant expansion. 
ne, ) Woodstock, Connecticut, Crabtree Warehouse partner- 
shi 
(K) Louisville, Kentucky, Speed Mansion renovation 
project. 
(L) Charleston, South Carolina, waterfront project. 
(M) New Orleans, Louisiana, Upper Pontabla Building 
renovation. 
(N) Woodward Wight Building. 
(O) Minneapolis, Minnesota, Miller Milling Company— 
flour mill project. 
(P) Birmingham, Alabama, Club Apartments. 
(Q) Charlotte, North Carolina—qualified mortgage bonds 
acquired by NCNB bank ($5,250,000). 
(R) Grand Rapids, Michigan, Central Bank project. 
(S) Ruppman Marketing Services, Inc.—building project. 
(4) ADDITIONAL TRANSITIONAL RULE.—Obligations issued 
pursuant to an allocation of a State’s volume limitation for 
private activity bonds, which allocation was made by Executive 
Order 25 signed by the Governor of the State on May 22, 1986 
(as such order may be amended before January 1, 1987), shall be 
treated as acquired on or before August 7, 1986, in the hands of 
the first and any subsequent financial institution acquiring 
such obligation. The aggregate face amount of obligations to 
which this subparagraph applies shall not exceed $200,000,000. 


SEC. 903: TERMINATION OF SPECIAL 10-YEAR CARRYBACK RULES FOR 
CERTAIN FINANCIAL INSTITUTIONS; NEW SPECIAL CARRY- 
OVER RULES FOR CERTAIN LOSSES. 


(a) TERMINATION OF SPECIAL 10-YEAR CARRYBACK RULES FOR CER- 
TAIN FINANCIAL INSTITUTIONS.— 

(1) Subparagraph (F) of section 172(b\(1) (relating to years to 
which loss may be carried) is amended by striking out “after 
December 31, 1975,” and inserting in lieu thereof “after Decem- 
ber 31, 1975, and before January 1, 1987,”. 

(2) Subparagraph (G) of section 172(b\(1) is amended by strik- 
ing out “after December 31, 1969,” and inserting in lieu thereof 
“after December 31, 1969, and before January 1, 1987,” 

(3) Subparagraph ‘(H) of section 172(b\(1) is amended— 

(A) by striking out “after December 31, 1981,” and insert- 
ing in lieu thereof “after December 31, 1981, and before 
January 1, 1987,”, and 

(B) by striking out “after December 31, 1984,” and insert- 
ing in lieu thereof “after December 31, 1984, and before 
January 1, 1987,”. 

(b) SPECIAL 10-YEAR CARRYBACK FOR BAD Dest Losses OF COMMER- 
CIAL BANKS; \DDITIONAL 3-YEAR CARRYFORWARD FOR LOSSES OF 
THRIFT INSTITUTIONS.— 

(1) IN GENERAL.—Paragraph (1) of section 172(b) (relating to 
year to which loss may be carried) is amended by adding at the 
end thereof tl:e following new subparagraphs: 
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“(L) BAD DEBT LOSSES OF COMMERCIAL BANKS.—In the case 
of any bank (as defined in section 585(a\(2)), the portion of 
the net operating loss for any taxable year beginning after 
December 31, 1986, and before January 1, 1994, which is 
attributable to the deduction allowed under section 166(a) 
shall be a net operating loss carryback to each of the 10 
taxable years preceding the taxable year of the loss and a 
net operating loss carryover to each of the 5 taxable years 
following the taxable year of such loss. 

“(M) LossEs OF THRIFT INSTITUTIONS.—In the case of an 
organization to which section 593 applies, in lieu of apply- 
ing subparagraph (F), a net operating loss for any taxable 
year beginning after December 31, 1981, and before Janu- 
ary 1, 1986, shall be a net operating loss carryback to each 
of the 10 taxable years preceding the taxable year of such 
loss and shall be a net operating loss carryover to each of 
the 8 taxable years following the taxable year of such loss.” 

(2) TECHNICAL AMENDMENTS.— 

(A) Subparagraph (A) of section 172(b\(1) is amended by 
striking out “and (K)” and inserting in lieu thereof “(K), (L), 
and (M)”. 

(B) Subparagraph (B) of section 172(b\(1) is amended by 
striking out “and (J)” and inserting in lieu thereof “(J), (L), 
and (M)”. 

(C) Section 172 is amended by redesignating subsection (1) 
as subsection (m) and by inserting after subsection (k) the 
following new subsection: 

“() Ruxtes Re.atinc To Bap Dest Losses or COMMERCIAL 
Banks.—For purposes of this section— 

“(1) PORTION ATTRIBUTABLE TO DEDUCTION FOR BAD DEBTS.— 
The portion of the net operating ioss for any taxable year which 
is attributable to the deduction allowed under section 166(a) 
shall be the excess of— 

“(i) the net operating loss for such taxable year, over 

“(ii) the net operating loss for such taxable year deter- 
mined without regard to the amount allowed as a deduction 
under section 166(a) for such taxable year. 

“(2) COORDINATION WITH SUBSECTION (b) (2).—In applying 
paragraph (2) of subsection (b), the portion of the net operating 
loss for any taxable year which is attributable to the deduction 
allowed under section 166(a) shall be treated in a manner 
similar to the manner in which a foreign expropriation loss is 
treated.” 

(c) ErFective DaTE.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall apply to losses incurred 
in taxable years beginning after December 31, 1986. 

(2) ADDITIONAL CARRYFORWARD PERIOD FOR LOSSES OF THRIFT 
INSTITUTIONS.—Subparagraph (M) of section 172(b\(1) of the In- 
ternal Revenue Code of 1986 (as added by this section) shall 
apply — incurred in taxable years bezinning after Decem- 

r 31, 1981. 
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SEC. 904. REPEAL OF SPECIAL REORGANIZATION RULES FOR FINANCIAL 
INSTITUTIONS. 


(a) GENERAL RuULE.—Subparagraph (D) of section 368(a\3) (relating 
to agency receivership proceedings which involve financial institu- 
tions) is amended to read as follows: 

“(D) AGENCY RECEIVERSHIP PROCEEDINGS WHICH INVOLVE 
FINANCIAL INSTITUTIONS.—For purposes of subparagraphs (A) 
and (B), in the case of a receivership, foreclosure, or similar 
proceeding before a Federal or State agency involving a finan- 
cial institution referred to in section 581 or 591, the agency shall 
be treated as a court.” 

(b) REPEAL OF SPECIAL TREATMENT FOR FSLIC FINANCIAL Assist- 
ANCE.— 

(1) Section 597 (relating to FSLIC financial assistance) is 
a 

(2) The table of sections for part II of subchapter H of chapter 
1 is amended by striking out the item relating to section 597. 

(c) EFFECTIVE DATEs.— 

(1) SuBsECTION (a).—The amendments made by subsection (a) 
shall apply to acquisitions after December 31, 1988, in taxable 
years ending after such date. 

(2) SuBsECTION (b).— 

(A) IN GENERAL.—The amendments made by subsection 
(b) shall apply to transfers after December 31, 1988, in 
taxable years ending after such date; except that such 
amendments shall not apply to transfers after such date 
pursuant to an acquisition to which the amendments made 
by subsection (a) do not apply. 

(B) CLARIFICATION OF TREATMENT OF AMOUNTS EXCLUDED 
UNDER SECTION 597.—Section 265(a\(1) of the Internal Reve- 
nue Code of 1986 (as amended by this title) shall not deny 
any deduction by reason of such deduction being allocable 
to amounts excluded from gross income under section 597 of 
the Internal Revenue Code of 1954 (as in effect on the day 
before the date of the enactment of this Act). 


SEC. 905. TREATMENT OF LOSSES ON DEPOSITS OR ACCOUNTS IN INSOL- 
VENT FINANCIAL INSTITUTIONS. 


(a) In GENERAL.—Section 165 (relating to losses) is amended by 
redesignating subsection (1) as subsection (m) and by inserting after 
subsection (k) the following new subsection: 

“(l) TREATMENT OF CERTAIN LOSSES IN INSOLVENT FINANCIAL 
INSTITUTIONS.— 

“(1) IN GENERAL.—If— 

“(A) as of the close of the taxable year, it can reasonably 
be estimated that there is a loss on a qualified individual's 
deposit in a qualified financial institution, and 

‘(B) such loss is on account of the bankruptcy or insol- 
vency of such institution, 

then the taxpayer may elect to treat the amount so estimated as 
a loss described in subsection (c3) incurred during the taxable 
year. 

“(2) QUALIFIED INDIVIDUAL DEFINED.—For purposes of this 
subsection, the term ‘qualified individual’ means any individ- 
ual, except an individual— 

“(A) who owns at least 1 percent in value of the outstand- 
ing stock of the qualified financial institution, 





100 STAT. 2386 PUBLIC LAW 99-514—OCT. 22, 1986 


“(B) who is an officer of the qualified financial institu- 
tion, 

“(C) who is a sibling (whether by the whole or half blood), 
spouse, aunt, uncle, nephew, niece, ancestor, or lineal 
— of an individual described in subparagraph (A) 
or (B), or 

“(D) who otherwise is a related person (as defined in 
section 267(b)) with respect to an individual described in 
subparagraph (A) or (B). 

“(3) QUALIFIED FINANCIAL INSTITUTION.—For purposes of this 
subsection, the term ‘qualified financial institution’ means— 

“(A) any bank (as defined in section 581), 

“(B) any institution described in section 591, 

“(C) any credit union the deposits or accounts in which 
are insured under Federal or State law or are protected or 
guaranteed under State law, or 

“(D) any similar institution chartered and supervised 
under Federal or State law. 

“(4) Deposit.—For purposes of this subsection, the term ‘de- 
posit’ means any deposit, withdrawable account, or 
withdrawable or repurchasable share. 

“(5) Exection.—Any election by the taxpayer under this 
subsection may be revoked only with the consent of the Sec- 
retary and shall apply to all losses of the taxpayer on deposits in 
the institution with respect to which such election was made. 

“(6) COORDINATION WITH SECTION 166.—Section 166 shall not 
apply to any loss to which an election under this subsection 
applies. 

(b) INTEREST ON FROZEN Deposits.—Section 451 (relating to gen- 
eral rule for taxable year of inclusion) is amended by adding at the 
end thereof the following new subsection: 

“(f) TREATMENT OF INTEREST ON FROZEN Deposits IN CERTAIN 
FINANCIAL INSTITUTIONS.— 

“(1) IN GENERAL.—In the case of interest credited during any 
calendar year on a frozen deposit in a qualified financial institu- 
tion, the amount of such interest includible in the gross income 
of a qualified individual shall not exceed the sum of— 

“(A) the net amount withdrawn by such individual from 
such deposit during such calendar year, and 

“(B) the amount of such deposit which is withdrawable as 
of the close of the taxable year (determined without regard 
to any penalty for premature withdrawals of a time de- 

it) 


posit). 

“(2) INTEREST TESTED EACH YEAR.—Any interest not included 
in gross income by reason of paragraph (1) shall be treated as 
credited in the next calendar year. 

“(3) DEFERRAL OF INTEREST DEDUCTION.—No deduction shall be 
allowed to any qualified financial institution for interest not 
includible in gross income under paragraph (1) until such in- 
terest is includible in gross income. 

“(4) FrozEN DEPOsIT.—For purposes of this subsection, the 
term ‘frozen deposit’ means any deposit if, as of the close of the 
calendar year, any portion of such deposit may not be with- 
drawn because of— 

‘“(A) the bankruptcy or insolvency of the qualified finan- 
cial institution (or threat thereof), or 
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“(B) any requirement imposed by the State in which such 
institution is located by reason of the bankruptcy or insol- 
vency (or threat thereof) of 1 or more financial institutions 
in the State. 

“(5) OTHER DEFINITIONS.—For purposes of this subsection, the 
terms ‘qualified individual’, ‘qualified financial institution’, and 
‘deposit’ have the same respective meanings as when used in 
section 165(1).” 

(c) ErrectivE DaTEs.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall apply to taxable years 
beginning after December 31, 1982. 

(2) SPECIAL RULES FOR SUBSECTION (b).— 

(A) The amendment made by subsection (b) shall apply to 
taxable years beginning after December 31, 1982, and 
before January 1, 1987, only if the qualified individual 
elects to have such amendment apply for all such taxable 
years. 

(B) In the case of interest attributable to the period 
beginning January 1, 1983, and ending December 31, 1987, 
the interest deduction of financial institutions shall be 
determined without regard to paragraph (3) of section 451(f) 
of a Internal Revenue Code of 1986 (as added by subsec- 
tion (b)). 


TITLE X—INSURANCE PRODUCTS AND 
COMPANIES 


Subtitle A—Policyholder Issues 


SEC. 1001. REPEAL OF EXCLUSION FOR INTEREST ON INSTALLMENT PAY- 
MENTS OF LIFE INSURANCE PROCEEDS. 


(a) In GENERAL.—The second sentence of paragraph (1) of section 
101(d) (relating to payment of life insurance proceeds at a date later 
than death) is amended to read as follows: “There shall be excluded 
from the gross income of such beneficiary in the taxable year 
received any amount determined by such proration.” 

(b) DETERMINATION OF AMOUNT HELD By INSURER.—Clause (ii) of 
section 101(d\2\B) is amended to read as follows: 

“(ii) as discounted on the basis of the interest rate 
used by the insurer in calculating payments under the 
agreement and mortality tables prescribed by the Sec- 
retary.” 

(c) TECHNICAL AMENDMENTS.— 

(1) Subsection (d) of section 101 is amended by striking out 
paragraph (3) and by redesignating paragraph (4) as paragraph 
(3). 

(2) Subparagraph (B) of section 101(dX2) is amended by strik- 
ing out “is equal” and inserting in lieu thereof “equal”. 

(d) ErrectivE Date.—The amendments made by this section shall 
apply to amounts received with respect to deaths occurring after the 
date of the enactment of this section in taxable years ending after 
such date. 
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SEC. 1002. EXCLUSION FROM INCOME WITH RESPECT TO STRUCTURED 
SETTLEMENTS LIMITED TO CASES INVOLVING PHYSICAL 
INJURY. 


(a) IN GENERAL.—Subsection (c) of section 130 (relating to certain 
personal insurance liability assignments) is amended by inserting 
“(in a case involving physical injury or physical sickness)” after 
“personal injury or sickness”. 

(b) ErrectivE Date.—The amendment made by this section shall 
apply to assignments entered into after December 31, 1986, in 
taxable years ending after such date. 


SEC. 1003. DENIAL OF DEDUCTION FOR INTEREST ON LOANS FROM CER- 
TAIN LIFE INSURANCE CONTRACTS. 


(a) In GENERAL.—Section 264(a) (relating to disallowance of deduc- 
tion for certain amounts paid in connection with insurance con- 
tracts) is amended by adding after paragraph (3) the following new 
paragraph: 

“(4) Any interest paid or accrued on any indebtedness with 
respect to 1 or more life insurance policies owned by the tax- 
payer covering the life of any individual who— 

“(A) is an officer or employee of, or 

“(B) is financially interested in, 
any trade or business carried on by the taxpayer to the extent 
that the aggregate amount of such indebtedness with respect to 
policies covering such individual exceeds $50,000.” 

(b) CoNFORMING AMENDMENT.—Section 264(a) is amended by 
adding at the end thereof the following new sentence: “Paragraph 


(4) shall apply with respect to contracts purchased after June 20, 
1986.” 


(c) ErrectivE Date.—The amendments made by this section shall 
apply to contracts purchased after June 20, 1986, in taxable years 
ending after such date. 


SEC. 1004. DEDUCTION FOR NONBUSINESS CASUALTY LOSSES COVERED 
BY INSURANCE ALLOWABLE ONLY IF CLAIM FILED. 


(a) In GENERAL.—Paragraph (4) of section 165(h) (relating to treat- 
ment of casualty gains and losses) is amended by adding at the end 
thereof the following new subparagraph: 

“(E) CLAIM REQUIRED TO BE FILED IN CERTAIN CASES.—Any 
loss of an individual described in subsection (cX3) to the 
extent covered by insurance shall be taken into account 
under this section only if the individual files a timely 
insurance claim with respect to such loss.” 

(b) ErrectivE Date.—The amendment made by this section shall 
apply a sustained in taxable years beginning after Decem- 

r si, i 


Subtitle B—Life Insurance Companies 


SEC. 1011. REPEAL OF SPECIAL LIFE INSURANCE COMPANY DEDUCTION. 


(a) In GENERAL.—Section 806 is amended by striking out subsec- 
tion (a) and by redesignating subsections (b), (c), and (d), as subsec- 
tions (a), (b), and (c), respectively. 

(b) TECHNICAL AND CONFORMING AMENDMENTS.— 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2389 


(1) Sections 453B(eX2XB) and 465(cX7XDXv) are each amended 
by striking out “section 806(cX3)” and inserting in lieu thereof 
“section 806(bX3)”. 

(2) Section 804 is amended by adding “and” at the end of 
paragraph (1) and by striking out paragraphs (2) and (3) and 
inserting in lieu thereof the following: 

“(2) the small life insurance company deduction (if any) deter- 
mined under section 806(a).” 

(3) Subparagraph (C) of section 801(aX(2) is amended— 

(A) by striking out “the amounts allowable as deductions 
under paragraphs (2) and (3)” and inserting in lieu thereof 
a — allowable as a deduction under paragraph 
(2)”, an 

(B) by striking out “SPECIAL LIFE INSURANCE COMPANY 
DEDUCTION AND” in the heading. 

(4) Clause (i) of section 805(aX4\B) and clause (iii) of section 
805(bX3XA) are each amended by striking out “the special life 
insurance company deduction and”. 

(5) Paragraph (1) of section 806(b), as redesignated by subsec- 
tion (a), is amended by striking out “without regard to—” and 
all that follows and inserting in lieu thereof “without regard to 
the small life insurance company deduction.” 

(6) Paragraph (1) of section 806(c), as redesignated by subsec- 
tion (a), is amended— 

(A) by striking out “subsections (a) and (b)” and inserting 
in lieu thereof “subsection (a)’”, 

(B) by striking out “any special life insurance company 
deduction and”, and 

(C) by striking out “SPECIAL LIFE INSURANCE COMPANY 
DEDUCTION AND SMALL” in the heading and inserting in lieu 
thereof “SMALL”. 

(7) Paragraph (2) of section 806(c), as redesignated by subsec- 
tion (a), is amended by striking out “subsection (bX3)” and 
inserting in lieu thereof “‘subsection (aX3)”. 

(8) Subsection (c) of section 806, as redesignated by subsection 
(a), is amended by striking out paragraph (4) and by redesignat- 
ing paragraph (5) as paragraph (4). 

(9) Subparagraph (A) of section 813(aX4) is amended by strik- 
ing out “section 806(bX3\C)” and inserting in lieu thereof “‘sec- 
tion 806(aX3XC)’. 

(10) Clause (ii) of section 815(cX2XA) is amended by striking 
out “special deductions” and inserting in lieu thereof “small life 
insurance company deduction.” 

(11XA) The section heading of section 806 is amended by 
striking out “SPECIAL DEDUCTIONS” and inserting in lieu thereof 
“SMALL LIFE INSURANCE COMPANY DEDUCTION”. 

(B) The table of sections for subpart C of part I of subchapter 
L of chapter 1 is amended by striking out “Special deductions” 
in the item relating to section 806 and inserting in lieu thereof 
“Small life insurance company deduction”. 

(c) EFFECTIVE DATE.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 

(2) SPECIAL RULE.—Section 217(k) of the Tax Reform Act of 
1984 is amended— 
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(A) by striking out “the special deductions under section 
806” and inserting in lieu thereof “the small life insurance 
company deduction under sectiorf 806(a)”, and 

(B) by adding at the end thereof the following: “For 
purposes of determining taxable income, the amount of any 
income, gain, loss, or deduction attributable to the owner- 
ship of such stock shall be an amount equal to 46 times the 
amount of such income, gain, loss, or deduction, divided by 
36.8.” 

(d) TREATMENT OF CERTAIN MARKET Discount Bonps.— 

(1) IN GENERAL.—Notwithstanding the amendments made by 
subtitle B of title III, any gain recognized by a qualified life 
insurance company on the redemption at maturity of any bond 
which was issued before July 19, 1984, and acquired by such 
company on or before September 25, 1985, shall be subject to tax 
at the rate of 28 percent. 

(2) QUALIFIED LIFE INSURANCE COMPANY.—For purposes of 
paragraph (1), the term “qualified life insurance company” 
means any of the following companies: Aetna, Provident Life 
and Accident, Massachusetts Mutual, Mutual Benefit, Connecti- 
cut Mutual, Phoenix Mutual, John Hancock, New England Life, 
Pennsylvania Mutual, Transamerica, Northwestern, Provident 
Mutual, Prudential, Mutual of Omaha, and Metropolitan. 


SEC. 1012. REPEAL OF TAX-EXEMPT STATUS FOR CERTAIN ORGANIZA- 
TIONS PROVIDING COMMERCIAL-TYPE INSURANCE. 


(a) IN GENERAL.—Section 501 (relating to exemption from tax on 
corporations, certain trusts, etc.) is amended by redesignating 
subsection (m) as subsection (n) and by inserting after subsection (1) 
the following new subsection: 

“(m) CERTAIN ORGANIZATIONS PROVIDING COMMERCIAL-TYPE 
INSURANCE Not Exempt From Tax.— 

(1) DENIAL OF TAX EXEMPTION WHERE PROVIDING COMMERCIAL- 
TYPE INSURANCE IS SUBSTANTIAL PART OF ACTIVITIES.—An 
organization described in paragraph (3) or (4) of subsection (c) 
shall be exempt from tax under subsection (a) only if no 
substantial part of its activities consists of providing commer- 
cial-type insurance. 

“(2) OTHER ORGANIZATIONS TAXED AS INSURANCE COMPANIES ON 
INSURANCE BUSINESS.—In the case of an organization described 
in paragraph (3) or (4) of subsection (c) which is exempt from tax 
under subsection (a) after the application of paragraph (1) of 
this subsection— 

‘“(A) the activity of providing commercial-type insurance 
shall be treated as an unrelated trade or business (as 
defined in section 513), and 

“(B) in lieu of the tax imposed by section 511 with respect 
to such activity, such organization shall be treated as an 
insurance company for purposes of applying subchapter L 
with respect to such activity. 

“(3) COMMERCIAL-TYPE INSURANCE.—For purposes of this 
subsection, the term ‘commercial-type insurance’ shall not in- 
clude— 

“(A) insurance provided at substantially below cost to a 
class of charitable recipients, 
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“(B) incidental health insurance provided by a health 
maintenance organization of a kind customarily provided 
by such organizations, 

“(C) property or casualty insurance provided (directly or 
through an organization described in section 414(e3\B\ii)) 
by a church or convention or association of churches for 
such church or convention or association of churches, and 

“(D) providing retirement or welfare benefits (or both) by 
a church or a convention or association of churches (directly 
or through an organization described in section 414(e\3)A) 
or 414(e3\BXii)) for the employees (including employees 
described in section 414(eX3\B)) of such church or conven- 
tion or association of churches or the beneficiaries of such 
employees. 

“(4) INSURANCE INCLUDES ANNUITIES.—For purposes of this 
subsection, the issuance of annuity contracts shall be treated as 
providing insurance.” 

(b) TREATMENT OF BLUE Cross AND BLUE SHIELD ORGANIZATIONS 
AND SIMILAR ORGANIZATIONS.— 

(1) IN GENERAL.—Part III of subchapter L of chapter 1 is 

amended by adding at the end thereof the following new section: 


“SEC. 833. TREATMENT OF BLUE CROSS AND BLUE SHIELD ORGANIZA- 
TIONS, ETC. 


“(a) GENERAL RuLE.—In the case of any organization to which this 
section applies— 

“(1) TREATED AS STOCK COMPANY.—Such organization shall be 
taxable under this part in the same manner as if it were a stock 
insurance company. 

“(2) SPECIAL DEDUCTION ALLOWED.—The deduction determined 
under subsection (b) for any taxable year shall be allowed. 

“(3) REDUCTIONS IN UNEARNED PREMIUM RESERVES NOT TO 
APPLY.—Subparagraph (B) of paragraph (4) of section 832(b) 
shall be applied by substituting ‘100 percent’ for ‘80 percent’, 
and subparagraph (C) of such paragraph (4) shall not apply. 

“(b) AMOUNT OF DEDUCTION.— 

“(1) IN GENERAL.—Except as provided in paragraph (2), the 
deduction determined under this subsection for any taxable 
year is the excess (if any) of— 

(A) 25 percent of the sum of— 
“(i) the claims incurred during the taxable year, and 
“(ii) the expenses incurred during the taxable year in 
connection with the administration, adjustment, or 
settlement of claims, over 
“(B) the adjusted surplus as of the beginning of the 
taxable year. 

“(2) LimrraTion.—The deduction determined under paragraph 
(1) for any taxable year shall not exceed taxable income for such 
taxable year (determined without regard to such deduction). 

“(3) ADJUSTED SURPLUS.—For purposes of this subsection— 

“(A) IN GENERAL.—The adjusted surplus as of the begin- 
ning of any taxable year is an amount equal to the adjusted 
surplus as of the beginning of the preceding taxable year— 

“(i) increased by the amount of any adjusted taxable 
income for such preceding taxable year, or 

“(ii) decreased by the amount of any adjusted net 
operating loss for such preceding taxable year. 
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“(B) SPECIAL RULE.—The adjusted surplus as of the begin- 
ning of the organization’s lst taxable year beginning after 
December 31, 1986, shall be its surplus as of such time. For 
purposes of the preceding sentence and subsection (c\(3XC), 
the term ‘surplus’ means the excess of the total assets over 
total liabilities as shown on the annual statement. 

“© ADJUSTED TAXABLE INCOME.—The term ‘adjusted tax- 
able income’ means taxable income determined— 

“(i) without regard to the deduction determined 
under this subsection, 

“(ii) without regard to any carryforward or carryback 
to such taxable year, and 

“(iii) by increasing gross income by an amount equal 
to the net exempt income for the taxable year. 

“(D) ADJUSTED NET OPERATING LOss.—The term ‘adjusted 
net operating loss’ means the net operating loss for any 
taxable year determined with the adjustments set forth in 
subparagraph (C). 

“(E) NET EXEMPT INCOME.—The term ‘net exempt income’ 
means— 

“(i) any tax-exempt interest received or accrued 
during the taxable year, reduced by any amount (not 
otherwise deductible) which would have been allowable 
as a deduction for the taxable year if such interest were 
not tax-exempt, and 

“(ii) the aggregate amount allowed as a deduction for 
the taxable year under sections 243, 244, and 245. 

The amount determined under clause (ii) shall be reduced 
by the amount of any decrease in deductions allowable for 
the taxable year by reason of section 832(b\5\B) to the 
extent such decrease is attributable to deductions under 
sections 243, 244, and 245. 

“(4) ONLY HEALTH-RELATED ITEMS TAKEN INTO ACCOUNT.—Any 
determination under this subsection shall be made by only 
taking into account items attributable to the health-related 
business of the taxpayer. 

“(c) ORGANIZATIONS TO WHICH SECTION APPLIES.— 

“(1) IN GENERAL.—This section shall apply to— 

a any existing Blue Cross or Blue Shield organization, 


onB) an 7s other organization meeting the requirements of 
_ paragrap 
yeas ae CROSS OR BLUE SHIELD ORGANIZATION.—The 
sian ‘existing Blue Cross or Blue Shield organization’ means 
any Blue Cross or Blue Shield organization if— 
“a such organization was in existence on August 16, 
“(B) such organization is determined to be exempt from 
tax for its last taxable year beginning before January 1, 
1987, and 
“(C) no material change has occurred in the operations of 
such organization or in its structure after August 16, 1986, 
and before the close of the taxable year. 
To the extent permitted by the Secretary, any a to an 
organization meeting the requirements of the preceding sen- 
tence, and any organization resulting from the merger or 
consolidation of organizations each of which met such require- 
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ments, shall be treated as an existing Blue Cross or Blue Shield 
organization. 
“(3) OTHER ORGANIZATIONS.— 
“(A) IN GENERAL.—An organization meets the require- 
ments of this paragraph for any taxable year if— 

“(i) substantially all the activities of such organiza- 
tion involve the providing of health insurance, 

“(ii) at least 10 percent of the health insurance pro- 
vided by such organization is provided to individuals 
and small groups (not taking into account any medi- 
care supplemental coverage), 

“(iii) such organization provides continuous full-year 
open enrollment (including conversions) for individuals 
and small groups, 

“(iv) such organization’s policies covering individuals 
provide full coverage of pre-existing conditions of high- 
risk individuals without a price differential (with a 
reasonable waiting period), and coverage is provided 
without regard to age, income, or employment status of 
individuals under age 65, 

“(v) at least 35 percent of its premiums are deter- 
mined on a community rated basis, and 

“(vi) no part of its net earnings inures to the benefit 
of any private shareholder or individual. 

“(B) SMALL GROUP DEFINED.—For purposes of subpara- 
graph (A), the term ‘small group’ means the lesser of— 

“(i) 15 individuals, or 

“(ii) the number of individuals required for a small 
group under applicable State law. 

“(C) SPECIAL RULE FOR DETERMINING ADJUSTED SURPLUS.— 

For purposes of subsection (b), the adjusted surplus of any 

organization meeting the requirements of this paragraph as 

of the beginning of the 1st taxable year for which it meets 

such requirements shall be its surplus as of such time.” 

(2) CLERICAL AMENDMENT.—The table of sections for such part 

III is amended by adding at the end thereof the following new 

item: 

“Sec. 833. Treatment of Blue Cross and Blue Shield organizations, etc.” 


(c) Errective DaTe.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 

(2) SruDy OF FRATERNAL BENEFICIARY ASSOCIATIONS.—The Sec- 
retary of the Treasury or his delegate shall conduct a study of 
organizations described in section 501(c\8) of the Internal Reve- 
nue Code of 1986 and which received gross annual insurance 
premiums in excess of $25,000,000 for the taxable years of such 
organizations which ended during 1984. Not later than Jan- 
uary 1, 1988, the Secretary of the Treasury shall submit to the 
Committee on Ways and Means of the House of Representa- 
tives, the Committee on Finance of the Senate, and the Joint 
Committee on Taxation the results of such study, together with 
such recommendations as he determines to be appropriate. The 
Secretary of the Treasury shall have authority to require the 
furnishing of such information as may be necessary to carry out 
the purposes of this paragraph. 
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(3) SPECIAL RULES FOR EXISTING BLUE CROSS OR BLUE SHIELD 
ORGANIZATIONS.— 

(A) IN GENERAL.—In the case of any existing Blue Cross 
or Blue Shield organization (as defined in section 833(c)(2) of 
the Internal Revenue Code of 1986 as added by this sec- 
tion)— 

(i) no adjustment shall be made under section 481 (or 
any other provision) of such Code on account of a 
change in its method of accounting for its lst taxable 
year beginning after December 31, 1986, and 

(ii) for purposes of determining gain or loss, the 
adjusted basis of any asset held on the lst day of such 
taxable year shall be treated as equal to its fair market 
value as of such day. 

(B) TREATMENT OF CERTAIN DISTRIBUTIONS.—For purposes 
of section 833(b\3)(B), the surplus of any organization as of 
the beginning of its 1st taxable year beginning after Decem- 
ber 31, 1986, shall be increased by the amount of any 
distribution (other than to policyholders) made by such 
organization after August 16, 1986, and before the begin- 
ning of such taxable year. 

(C) RESERVE WEAKENING AFTER AUGUST 16, 1986.—Any 
reserve weakening after August 16, 1986, by an existing 
Blue Cross or Blue Shield organization shall be treated as 
occurring in such organization’s lst taxable year beginning 
after December 31, 1986. 

(4) OTHER SPECIAL RULES.— 

(A) The amendments made by this section shall not apply 
with respect to that portion of the business of Mutual of 
America which is attributable to pension business. 

(B) The amendments made by this section shall not apply 
to that portion of the business of the Teachers Insurance 
Annuity Association-College Retirement Equities Fund 
which is attributable to pension business. 

(C) The amendments made by this section shall not apply 
to— 

(i) the retirement fund of the YMCA, 

(ii) the Missouri Hospital Association, 

(iii) administrative services performed by municipal 
leagues, and 

(iv) dental benefit coverage provided by Delta Dental 
Plans Association through contracts with independent 
professional service providers so long as the provision 
of such coverage is the principal activity of such 
Association. 

(D) For purposes of this paragraph, the term “pension 
business” means the administration of any plan described 
in section 401(a) of the Internal Revenue Code of 1954 which 
includes a trust exempt from tax under section 501(a), any 
plan under which amounts are contributed by an individ- 
ual’s employer for an annuity contract described in section 
403(b) of such Code, any individual retirement plan de- 
scribed in section 408 of such Code, and any eligible de- 
ferred compensation plan to which section 457(a) of such 
Code applies. 
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SEC. 1013. OPERATIONS LOSS DEDUCTION OF INSOLVENT COMPANIES 
MAY OFFSET DISTRIBUTIONS FROM POLICYHOLDERS SUR- 
PLUS ACCOUNT. 


(a) In GENERAL.—If— 

(1) on November 15, 1985, a life insurance company was 
insolvent, 

(2) pursuant to the order of any court of competent jurisdic- 
tion in a title 11 or similar case (as defined in section 368(a\X3) of 
= Internal Revenue Code of 1954), such company is liquidated, 
an 

(3) as a result of such liquidation, the tax imposed by section 
801 of such Code for any taxable year (hereinafter in this 
subsection referred to as the “liquidation year”) would (but for 
this subsection) be increased under section 815(a) of such Code, 

then the amount described in section 815(a)(2) of such Code shall be 
reduced by the loss from operations (if any) for the liquidation year, 
and by the unused operations loss carryovers (if any) to the liquida- 
tion year (determined after the application of section 810 of such 
Code for such year). No carryover of any loss from operations of such 
company arising during the liquidation year (or any prior taxable 
year) shall be allowable for any taxable year succeeding the liquida- 
tion year. 
(b) DEFIn1TIONS.—For purposes of subsection (a)— 

(1) INsoLvENT.—The term “insolvent” means the excess of 
liabilities over the fair market value of assets. 

(2) Loss FROM OPERATIONS.—The term “loss from operations” 
has the meaning given such term by section 810(c) of such Code. 

(c) ErFectivE Date.—This section shall apply to liquidations on or 
after November 15, 1985, in taxable years ending after such date. 


Subtitle C—Property and Casualty Insurance 
Companies 


SEC. 1021. INCLUSION IN INCOME OF 20 PERCENT OF UNEARNED PRE- 
MIUM RESERVE. 


(a) IN GENERAL.—The first sentence of paragraph (4) of section 
832(b) (defining premiums earned) is amended by striking out 
subparagraph (B) and inserting in lieu thereof the following: 

“(B) To the result so obtained, add 80 percent of the 
unearned premiums on outstanding business at the end of 
the preceding taxable year and deduct 80 percent of the 
unearned premiums on outstanding business at the end of 
the taxable year. 

“(C) To the result so obtained, in the case of a taxable 
year beginning after December 31, 1986, and before Janu- 
ary 1, 1993, add an amount equal to 3% percent of un- 
earned premiums on outstanding business at the end of the 
—_ recent taxable year beginning before January 1, 
1 “eg 

(b) Spectra, Rutes.—Subsection (b) of section 832 is amended by 
adding at the end thereof the following new paragraph: 

“(7) SPECIAL RULES FOR APPLYING PARAGRAPH (4) .— 

‘(A) REDUCTION NOT TO APPLY TO LIFE INSURANCE RE- 
SERVES.—Subparagraph (B) of paragraph (4) shall be applied 
with respect to amounts included in unearned premiums 
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under the 2nd sentence of such paragraph by substituting 
‘100 percent’ for ‘80 percent’ each place it appears in such 
subparagraph (B), and subparagraph (C) of paragraph (4) 
shall be applied by not taking such amounts into account. 

“(B) SPECIAL TREATMENT OF PREMIUMS ATTRIBUTABLE TO 
INSURING CERTAIN SECURITIES.—In the case of premiums 
attributable to insurance against default in the payment of 
principal or interest on securities described in section 
165(gX2\C) with maturities of more than 5 years— 

“(i) subparagraph (B) of careataae: (4) shall be ap- 
plied by substituting ‘90 percent’ for ‘80 percent’ each 
place it appears, and 

“(ii) subparagraph (C) of paragraph (4) shall be ap- 
plied by substituting ‘1%s percent’ for ‘3% percent’. 

“(C) TERMINATION AS NONLIFE INSURANCE COMPANY.— 
Except as provided in section 381(c\22) (relating to 
carryovers in certain corporate readjustments), if, for any 
taxable year beginning before January 1, 1993, the tax- 
payer ceases to be an insurance company taxable under this 
part, the aggregate adjustments which would be made 
under paragraph (4\(C) for such taxable year and subse- 
quent taxable years but for such cessation shall be made for 
the taxable year preceding such cessation year. 

“(8) SPECIAL RULES FOR APPLYING PARAGRAPH (4) TO TITLE 
INSURANCE PREMIUMS.— 

“(A) IN GENERAL.—In the case of premiums attributable 
to title insurance— 

“(ij) subparagraph (B) of paragraph (4) shall be ap- 
plied by substituting ‘the discounted unearned pre- 
miums’ for ‘80 percent of the unearned premiums’ each 
place it appears, and 

= subparagraph (C) of paragraph (4) shall not 
apply. 

“(B) METHOD OF DISCOUNTING.—For purposes of subpara- 
graph (A), the amount of the discounted unearned pre- 
miums as of the end of any taxable year shall be the 
present value of such premiums (as of such time and sepa- 
rately with respect to premiums received in each calendar 
year) determined by using— 

“(i) the amount of the undiscounted unearned pre- 
miums at such time, 

“(ii) the applicable interest rate, and 

“ii) the applicable statutory premium recognition 
pattern. 

“(C) DETERMINATION OF APPLICABLE FACTORS.—In deter- 
mining the amount of the discounted unearned premiums 
as of the end of any taxable year— 

“(i) UNDISCOUNTED UNEARNED PREMIUMS.—The term 
‘undiscounted unearned premiums’ means the un- 
earned premiums shown in the yearly statement filed 
by the taxpayer for the year ending with or within such 
taxable year. 

“(ii) APPLICABLE INTEREST RATE.—The term ‘ap- 
plicable interest rate’ means the annual rate deter- 
mined under 846(c)(2) for the calendar year in which 
the premiums are received. 
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“(iii) APPLICABLE STATUTORY PREMIUM RECOGNITION 
PATTERN.—The term ‘applicable statutory premium 
recognition pattern’ means the statutory premium rec- 
ognition pattern— 

“() which is in effect for the calendar year in 
which the premiums are received, and 
“(ID which is based on the statutory premium 
recognition pattern which applies to premiums re- 
ceived by the taxpayer in such calendar year. 
For purposes of the preceding sentence, premiums re- 
ceived during any calendar year shall be treated as 
received in the middle of such year.” 
(c) EFFEcTIVE DaTE.— 

(1) IN GENERAL.—The amendment made by this section shall 
apply to taxable years beginning after December 31, 1986. 

(2) SPECIAL TRANSITIONAL RULE FOR TITLE INSURANCE COMPA- 
NiEs.—For the lst taxable year beginning after December 31, 
1986, in the case of premiums attributable to title insurance— 

(A) IN GENERAL.—The unearned premiums at the end of 
the preceding taxable year as defined in paragraph (4) of 
section 832(b) shall be determined as if the amendments 
made by this section had applied to such unearned pre- 
miums in the preceding taxable year and by using the 
interest rate and premium recognition pattern applicable to 
years ending in calendar year 1987. 

(B) FresH start.—Except as provided in subparagraph 
(C), any difference between— 

(i) the amount determined to be unearned premiums 
for the year preceding the first taxable year of a title 
insurance company beginning after December 31, 1986, 
determined without regard to subparagraph (A), and 

(ii) such amount determined with regard to subpara- 
graph (A), 

shall not be taken into account for purposes of the Internal 
Revenue Code of 1986. 

(C) EFFECT ON EARNINGS AND PROFITS.—The earnings and 
profits of any insurance company for its lst taxable year 
beginning after December 31, 1986, shall be increased by 
the amount of the difference determined under subpara- 
graph (A) with respect to such company. 


SEC. 1022. TREATMENT OF CERTAIN DIVIDENDS AND TAX-EXEMPT 
INTEREST. 


(a) In GENERAL.—Paragraph (5) of section 832(b) (defining losses 
incurred) is amended to read as follows: 
“(5) LOSSES INCURRED.— 

“(A) IN GENERAL.—The term ‘losses incurred’ means 
losses incurred during the taxable year on insurance con- 
tracts, computed as follows: 

“(i) To losses paid during the taxable year, add sal- 
vage and reinsurance recoverable outstanding at the 
end of the preceding taxable year and deduct salvage 
and reinsurance recoverable outstanding at the end of 
the taxable year. 

“(ii) To the result so obtained, add all unpaid losses 
outstanding at the end of the taxable year and deduct 





100 STAT. 2398 


PUBLIC LAW 99-514—OCT. 22, 1986 


unpaid losses outstanding at the end of the preceding 
taxable year. 

“(B) REDUCTION OF DEDUCTION.—The amount which would 
(but for this subparagraph) be taken into account under 
subparagraph (A) shall be reduced by an amount equal to 
15 percent of the sum of— 

“(i) tax-exempt interest received or accrued during 
such taxable year, and 

“(ii) the ag, ate amount of deductions provided by 
sections 243, 244, and 245 for— 

“(I) dividends (other than 100 percent dividends) 
received during the taxable year, and 
“(II) 100 percent dividends received during the 
taxable year to the extent attributable to prorated 
amounts. 
In the case of a 100 percent dividend paid by an insurance 
company, the portion attributable to prorated amounts 
shall be determined under subparagraph (E\ii). 

“(C) EXCEPTION FOR INVESTMENTS MADE BEFORE AUGUST 8, 
1986.— 

“(i) IN GENERAL.—Except as provided in clause (ii), 
subparagraph (B) shall not apply to any dividend or 
interest received or accrued on any stock or obligation 
acquired before August 8, 1986. 

“(ii) SPECIAL RULE FOR 100 PERCENT DIVIDENDS.—For 
purposes of clause (i), the portion of any 100 percent 
dividend which is attributable to prorated amounts 
shall be treated as received with respect to stock ac- 
quired on the later of— 


“(I) the date the Payor acquired the stock or 


obligation to which t 
attributable, or 

“(II) the 1st day on which the payor and payee 
were members of the same affiliated group (as 
defined in section 243(b\5)). 

“(D) Derinit1ons.—For purposes of this paragraph— 

“(ij) PRORATED AMOUNTS.—The term ‘prorated 
amounts’ means tax-exempt interest and dividends 
with respect to which a deduction is allowable under 
section 243, 244, or 245 (other than 100 percent divi- 
dends). 

“(ii) 100 PERCENT DIVIDEND.— 

“() IN GENERAL.—The term ‘100 percent divi- 
dend’ means any dividend if the percentage used 
for purposes of determining the deduction allow- 
able under section 243, 244, or 245(b) is 100 percent. 

“(ID CERTAIN DIVIDENDS RECEIVED BY FOREIGN 
CORPORATIONS.—A dividend received by a foreign 
corporation from a domestic corporation which 
would be a 100 percent dividend if section 
1504(bX3) did not apply for purposes of applying 
section 243(b\(5) shall be treated as a 100 percent 
dividend. 

“(E) SPECIAL RULES FOR DIVIDENDS SUBJECT TO PRORATION 
AT SUBSIDIARY LEVEL.— 

“(i) IN GENERAL.—In the case of any 100 percent 

dividend paid to an insurance company to which this 


e prorated amounts are 
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part applies by any insurance company, the amount of 
the decrease in the deductions of the payee company by 
reason of the portion of such dividend attributable to 
prorated amounts shall be reduced (but not below zero) 
by the amount of the decrease in the deductions (or 
increase in income) of the payor company attributable 
to the application of this section or section 805(a\4\(A) 
to such amounts. 

“(ii) PORTION OF DIVIDEND ATTRIBUTABLE TO ae 
AMOUNTS.—For purposes of this subparagraph, 
determining the portion of any dividend attributable a 
prorated amounts— 

“() any dividend by the paying corporation shall 
be treated as paid first out of earnings and profits 
attributable to prorated amounts (to the extent 
thereof), and 

“dD by determining the i pavtion of earnings and 
profits so attributable without any reduction for 
the tax imposed by this chapter.” 

(b) ErrectivE Date.—The amendment made by this section shall 
apply to taxable years beginning after December 31, 1986. 


SEC. 1023. DISCOUNTING OF UNPAID LOSSES AND CERTAIN UNPAID 
EXPENSES. 


(a) LimrTaTION OF DEDUCTION IN THE CASE OF PROPERTY AND 
CasuALTY INSURANCE COMPANIES.— 

(1) Losses INCURRED.—Clause (ii) of section 832(bX5XA) (defin- 
ing losses incurred), as amended by section 1022, is amended to 
read as follows: 

“(ii) To the result so obtained, add all unpaid losses 
on life insurance contracts plus all- discounted unpaid 
losses (as defined in section 846) outstanding at the end 
of the taxable year and deduct unpaid losses on life 
insurance contracts plus all discounted unpaid losses 
outstanding at the end of the preceding taxable year.” 

(2) EXPENSES INCURRED.—Section 832(b\6) (defining expenses 
incurred) is amended by inserting after the lst sentence: “For 
purposes of this wrong the term ‘expenses unpaid’ shall 
not include any unpaid adjustment expenses shown on the 
annual statement, but such unpaid loss adjustment expenses 
shall be included in unpaid losses.” 

(b) LimrraTION OF DEDUCTION IN THE CASE OF LIFE INSURANCE 
ComPaNties.—Section 807(c) (relating to reserves and similar items 
pe into account) is = by et at the {a ees the 
ollowing new sentence: “For purposes of paragra an ion 
805(aX(1), the amount of the unpaid losses (other t losses on life 
insurance contracts) shall be the amount of the discounted unpaid 
losses as defined in section 846.” 

(c) DiscounteD Unpaip Losses DeFineD.—Part IV of subchapter L 
of chapter 1 (relating to provisions of general application) is amended 
by adding at the end thereof the following new section: 


“SEC. 846. DISCOUNTED UNPAID LOSSES DEFINED. 


“(a) DiscouNTED Losses DETERMINED.— 
“(1) SEPARATELY COMPUTED FOR EACH ACCIDENT YEAR.—The 
amount of the discounted unpaid losses as of the end of any 
taxable year shall be the sum of the discounted unpaid losses (as 
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of such time) separately computed under this section with 
respect to unpaid losses in each line of business attributable to 
each accident year. 

“(2) METHOD OF DISCOUNTING.—The amount of the discounted 
unpaid losses as of the end of any taxable year attributable to 
any accident year shall be the present value of such losses (as of 
such time) determined by using— 

“(A) the amount of the undiscounted unpaid losses as of 
such time, 

“(B) the applicable interest rate, and 

“(C) the applicable loss payment pattern. 

“(3) LIMITATION ON AMOUNT OF DISCOUNTED LOSSES.—In no 
event shall the amount of the discounted unpaid losses with 
respect to any line of business attributable to any accident year 
exceed the aggregate amount of unpaid losses with respect to 
such line of business for such accident year included on the 
annual statement filed by the taxpayer for the year ending with 
or within the taxable year. 

“(4) DETERMINATION OF APPLICABLE FACTORS.—In determining 
the amount of the discounted unpaid losses attributable to any 
accident year— 

“(A) the applicable interest rate shall be the interest rate 
determined under subsection (c) for the calendar year with 
which such accident year ends, and 

“(B) the applicable loss payment pattern shall be the loss 
payment pattern determined under subsection (d) which is 
in effect for the calendar year with which such accident 
year ends. 

“(b) DETERMINATION OF UNDISCOUNTED UNpaip LossEs.—For pur- 
poses of this section— 

“(1) IN GENERAL.—Except as otherwise provided in this 
subsection, the term ‘undiscounted unpaid losses’ means the 
unpaid losses shown in the annual statement filed by the 
taxpayer for the year ending with or within the taxable year of 
the taxpayer. 

“(2) ADJUSTMENT IF LOSSES DISCOUNTED ON ANNUAL STATE- 
MENT.—If— 

“(A) the amount of unpaid losses shown in the annual 
statement is determined on a discounted basis, and 

“(B) the extent to which the losses were discounted can be 
determined on the basis of information disclosed on or with 
the annual statement, 

the amount of the unpaid losses shall be determined without 
regard to any reduction attributable to such discounting. 
“(c) RATE OF INTEREST.— 

“(1) IN GENERAL.—For purposes of this section, the rate of 
interest determined under this subsection shall be the annual 
rate determined by the Secretary under paragraph (2). 

“(2) DETERMINATION OF ANNUAL RATE.— 

“(A) IN GENERAL.—The annual rate determined by the 
Secretary under this paragraph for any calendar year shall 
be a rate equal to the average of the applicable Federal 
mid-term rates (as defined in section 1274(d) but based on 
annual compounding) effective as of the beginning of each 
of the calendar months in the test period. 

“(B) Test pERIOD.—For purposes of subparagraph (A), the 
test period is the most recent 60-calendar-month period 
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ending before the beginning of the calendar year for which 
the determination is made; except that there shall be ex- 
cluded from the test period any month beginning before 
August 1, 1986. 

“(d) Loss PayMENT PATTERN.— 

“(1) IN GENERAL.—For each determination year, the Secretary 
shall determine a loss payment pattern for each line of business 
by reference to the historical loss payment pattern applicable to 
such line of business. Any loss payment pattern determined by 
the Secretary shall apply to the accident year ending with the 
determination year and to each of the 4 succeeding accident 
years. 

“(2) METHOD OF DETERMINATION.—Determinations under para- 
graph (1) for any determination year shall be made by the 
Secretary— 

“(A) by using the aggregate experience reported on the 
annual statements of insurance companies, 

“(B) on the basis of the most recent published aggregate 
data from such annual statements relating to loss payment 
patterns available on the Ist day of the determination year, 

“(C) as if all losses paid or treated as paid during any year 
are paid in the middle of such year, and 

“(D) in accordance with the computational rules pre- 
scribed in paragraph (8). 

“(3) CoMPUTATIONAL RULES.—For purposes of this subsec- 
tion— 

“(A) IN GENERAL.—Except as otherwise provided in this 
paragraph, the loss payment pattern for any line of busi- 
a shall be based on the assumption that all losses are 
paid— 

“(i) during the accident year and the 3 calendar years 
following the accident year, or 

“(ii) in the case of any line of business reported in the 
schedule or schedules of the annual statement relating 
to auto liability, other liability, medical malpractice, 
workers’ compensation, and multiple peril lines, during 
the accident year and the 10 calendar years following 
the accident year. 

“(B) TREATMENT OF CERTAIN LOSSES.—Except as otherwise 
provided in this paragraph— 

“(i) in the case of any line of business not described in 
subparagraph (A)ii), losses paid after the 1st year fol- 
lowing the accident year shall be treated as paid 
equally in the 2nd and 3rd year following the accident 
year, and 

“(ii) in the case of a line of business described in 
subparagraph (A)ii), losses paid after the close of the 
period applicable under subparagraph (Aji) shall be 
treated as paid in the last year of such period. 

“(C) SPECIAL RULE FOR CERTAIN LONG-TAIL LINES.—In the 
case of any long-tail line of business— 

“(i) the period taken into account under subpara- 
graph (A\ii) shall be extended (but not by more than 5 
years) to the extent required under clause (ii), and 

“(ii) the amount of losses which would have been 
treated as paid in the 10th year after the accident year 
shall be treated as paid in such 10th year and each 
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subsequent year in an amount equal to the amount of 
the losses treated as paid in the 9th year after the 
accident year (or, if lesser, the portion of the unpaid 
losses not theretofore taken into account). 
Notwithstanding clause (ii), to the extent such unpaid losses 
have not been treated as paid before the last year of the 
extension, they shall be treated as paid in such last year. 

“(D) LONG-TAIL LINE OF BUSINESS.—For purposes of 
subparagraph (C), the term ‘long-tail line of business’ 
means any line of business described in subparagraph (A\ii) 
if the amount of losses which (without regard to subpara- 
graph (C)) would be treated as paid in the 10th year after 
the accident year exceeds the losses treated as paid in the 
9th year after the accident year. 

“(E) SPECIAL RULE FOR INTERNATIONAL AND REINSURANCE 
LINES OF BUSINESS.—Except as otherwise provided by regu- 
lations, any determination made under subsection (a) with 
respect to unpaid losses relating to the international or 
reinsurance lines of business shall be made using, in lieu of 
the loss payment pattern applicable to the respective lines 
of business, a pattern determined by the Secretary under 
paragraphs (1) and (2) based on the combined losses for all 
lines of business described in subparagraph (A\ii). 

“(F) ADJUSTMENTS IF LOSS EXPERIENCE INFORMATION 
AVAILABLE FOR LONGER PERIODS.—The Secretary shall make 
appropriate adjustments in the application of this para- 
graph if annual statement data with respect to payment of 
losses is available for longer periods after the accident year 
than the periods assumed under the rules of this para- 

aph. 

“(G) SPECIAL RULE FOR 9TH YEAR IF NEGATIVE OR ZERO.—If 
the amount of the losses treated as paid in the 9th year 
after the accident year is zero or a negative amount, sub- 
paragraphs (C\Xii) and (D) shall be applied by substituting 
the average of the losses treated as paid in the 7th, 8th, and 
9th years after the accident year for the losses treated as 
paid in the 9th year after the accident year. 

“(4) DETERMINATION YEAR.—For purposes of this section, the 
term ‘determination year’ means calendar year 1987 and each 
5th calendar year thereafter. 

“(e) Evection To Use Company’s HistoricAL PAYMENT Pat- 
TERN.— 

“(1) IN GENERAL.—The taxpayer may elect to apply subsection 
(aX2XC) with respect to all lines of business by using a loss 
payment pattern determined by reference to the taxpayer’s loss 
payment pattern for the most recent calendar year for which an 
annual statement was filed before the beginning of the accident 
year. Any such determination shall be made with the applica- 
tion of the rules of paragraphs (2\(C) and (3) of subsection (d). 

“(2) ELECTION.— 

“(A) IN GENERAL.—An election under paragraph (1) shall 
be made separately with respect to each determination year 
under subsection (d). 

“(B) PERIOD FOR WHICH ELECTION IN —a re- 
voked with the consent of the Secretary, an election under 
paragraph (1) with respect to any determination year shall 
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apply to accident years ending with the determination year 
and to each of the 4 succeeding accident years. 

“(C) TIME FOR MAKING ELECTION.—An election under 
paragraph (1) with respect to any determination year shall 
be made on the taxpayer’s return for the taxable year in 
which (or with which) the determination year ends. 

“(3) No ELECTION FOR INTERNATIONAL OR REINSURANCE BUSI- 
NEsS.—No election under this subsection shall apply to any 
international or reinsurance line of business. 

“(4) REGULATIONS.—The Secretary shall prescribe such regu- 
lations as may be necessary or appropriate to carry out the 
purposes of this subsection including— 

“(A) regulations providing that a taxpayer may not make 
an election under this subsection if such taxpayer does not 
have sufficient historical experience for the line of business 
to determine a loss payment pattern, and 

“(B) regulations to prevent the avoidance (through the 
use of separate corporations or otherwise) of the require- 
ment of this subsection that an election under this subsec- 
tion applies to all lines of business of the taxpayer. 

“(f) OrHER DEFINITIONS AND SPECIAL RuLes.—For purposes of this 
section— 

“(1) AccIDENT YEAR.—The term ‘accident year’ means the 
calendar year in which the incident occurs which gives rise to 
the related unpaid loss. 

“(2) UNPAID LOSS ADJUSTMENT EXPENSES.—The term ‘unpaid 
losses’ includes any unpaid loss adjustment expenses shown on 
the annual statement. 

“(3) ANNUAL STATEMENT.—The term ‘annual statement’ 
means the annual statement approved by the National Associa- 
tion of Insurance Commissioners which the taxpayer is required 
to file with insurance regulatory authorities of a State. 

“(4) LINE OF BUSINESS.—The term ‘line of business’ means a 
category for the reporting of loss payment patterns determined 
on the basis of the annual statement for fire and casualty 
insurance companies for the calendar year ending with or 
within the taxable year, except that the multiple peril lines 
shall be treated as a single line of business. 

“(5) MULTIPLE PERIL LINES.—The term ‘multiple peril lines’ 
means the lines of business relating to farmowners multiple 
peril, homeowners multiple peril, commercial multiple peril, 
ocean marine, aircraft (all perils) and boiler and machinery. 

“(6) SPECIAL RULE FOR CERTAIN ACCIDENT AND HEALTH INSUR- 
ANCE LINES OF BUSINESS.—Any determination under subsection 
(a) with respect to unpaid losses relating to accident and health 
insurance lines of businesses (other than credit disability insur- 
ance) shall be made— 

“(A) in the case of unpaid losses relating to disability 
income, by using the general rules prescribed under section 
807(d) applicable to noncancellable accident and health 
insurance contracts and using a mortality or morbidity 
table reflecting the taxpayer’s experience; except that— 

“(i) the prevailing State assumed interest rate shall 
be the rate in effect for the year in which the loss 
occurred rather than the year in which the contract 
was issued, and 
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“(ii) the limitation of subsection (a)(3) shall apply in 
lieu of the limitation of the last sentence of section 
807(d)(1), and 

“(B) in all other cases, by using an assumption (in lieu of 
a loss payment pattern) that unpaid losses are paid during 
the year following the accident year. 

“(g) REGULATIONS.—The Secretary shall prescribe such regula- 
tions as may be necessary or appropriate to carry out the purposes 
of this section, including— 

“(1) regulations providing proper treatment of allocated re- 
insurance, and 

“(2) regulations providing proper treatment of salvage and 
reinsurance recoverable attributable to unpaid losses.” 

(d) CLERICAL AMENDMENT.—The table of sections for such part IV 
is amended by adding at the end thereof the following new item: 


“Sec. 846. Discounted unpaid losses defined.” 


(e) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 
(2) TRANSITIONAL RULE.—For the first taxable year beginning 
after December 31, 1986— 

(A) the unpaid losses and the expenses unpaid (as defined 
in paragraphs (5B) and (6) of section 832(b) of the Internal 
Revenue Code of 1986) at the end of the preceding taxable 
year, and 

(B) the unpaid losses as defined in sections 807(c\2) and 
805(aX(1) of such Code at the end of the preceding taxable 
year, 

shall be determined as if the amendments made by this section 
had applied to such unpaid losses and expenses unpaid in the 
preceding taxable year and by using the interest rate and loss 
payment patterns applicable to accident years ending with 
calendar year 1987. For subsequent taxable years, such amend- 
ments shall be applied with respect to such unpaid losses and 
expenses unpaid by using the interest rate and loss payment 
= applicable to accident years ending with calendar year 
1987. 


(3) FRESH START.— 

(A) IN GENERAL.—Except as otherwise provided in this 
paragraph, any difference between— 

(i) the amount determined to be the unpaid losses 
and expenses unpaid for the year preceding the lst 
taxable year of an insurance company beginning after 
December 31, 1986, determined without regard to para- 
graph (2), and 

(ii) such amount determined with regard to para- 
graph (2), 

shall not be taken into account for purposes of the Internal 
Revenue Code of 1986. 

(B) RESERVE STRENGTHENING IN YEARS AFTER 1985.— 
Subparagraph (A) shall not apply to any _ reserve 
strengthening in a taxable year beginning in 1986, and such 
strengthening shall be treated as occurring in the tax- 
payer's lst taxable year beginning after December 31, 1986. 

(C) EFFECT ON EARNINGS AND PROFITS.—The earnings and 
profits of any insurance company for its lst taxable year 
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beginning after December 31, 1986, shall be increased by 
the amount of the difference determined under subpara- 
graph (A) with respect to such company. 


SEC. 1024. REPEAL OF PROTECTION AGAINST LOSS ACCOUNT; REVISION 
OF SPECIAL TREATMENT FOR SMALL COMPANIES; COMBINA- 
TION OF PARTS II AND III. 


(a) GENERAL RuLeE.—Subchapter L of chapter 1 is amended as 
follows: 


oo II (other than sections 822 and 826) is hereby re- 


aled. 

(2) Parts III and IV are hereby redesignated as parts II and 
III, respectively. 

(3) Section 822 (relating to determination of taxable invest- 
ment income) and section 826 (relating to election by reciprocal) 
are hereby redesignated as sections 834 and 835, respectively, 
and transferred to the end of part II (as redesignated by para- 
graph (2)). 

(4) Section 831 is amended to read as follows: 


“SEC. 831. TAX ON INSURANCE COMPANIES OTHER THAN LIFE INSUR- 
ANCE COMPANIES. 


“(a) GENERAL RuLE.—Taxes computed as provided in section 11 
shall be imposed for each taxable year on the taxable income of 
every insurance company other than a life insurance company. 

“(b) ALTERNATIVE TAX FOR CERTAIN SMALL COMPANIES.— 

“(1) IN GENERAL.—In lieu of the tax otherwise applicable 
under subsection (a), there is hereby imposed for each taxable 
year on the income of every insurance company to which this 
subsection applies a tax computed by multiplying the taxable 
investment income of such company for such taxable year by 
the rates provided in section 11(b). 

“(2) COMPANIES TO WHICH THIS SUBSECTION APPLIES.— 

“(A) IN GENERAL.—This subsection shall apply to every 
insurance company other than life (including interinsurers 
and reciprocal underwriters) if— 

“(i) the net written premiums (or, if greater, direct 
written premiums) for the taxable year exceed $350,000 
but do not exceed $1,200,000, and 

“(ii) such company elects the application of this 
subsection for such taxable year. 

“(B) CONTROLLED GROUP RULES.— 

“(i) IN GENERAL.—For purposes of subparagraph (A), 
in determining whether any company is described in 
clause (i) of subparagraph (A), such company shall be 
treated as receiving during the taxable year amounts 
described in such clause (i) which are received during 
such year by all other companies which are members of 
the same controlled group as the insurance company 
for which the determination is being made. 

“(ii) CONTROLLED GROUP.—For purposes of clause (i), 
the term ‘controlled group’ means any controlled group 
of corporations (as defined in section 1563(a)); except 
that— 

“(I) ‘more than 50 percent’ shall be substituted 
for ‘at least 80 percent’ each place it appears in 
section 1563(a), and 
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“(II) subsections (a4) and (b\2)(D) of section 1563 
shall not apply. 
““c) Cross REFERENCES.— 


“(1) For alternative tax in case of capital gains, see section 1201(a). 


“(2) For taxation of foreign corporations carrying on an insurance busi- 
ness within the United States, see section 842. 


“(3) For exemption from tax for certain insurance companies other 
than life, see section 501(¢)(15).” 

(b) REVISION OF EXEMPTION From Tax.—Paragraph (15) of section 
501(c) (relating to list of exempt organizations) is amended to read as 
follows: 

“(15A) Insurance companies or associations other than life 
(including interinsurers and reciprocal underwriters) if the net 
written premiums (or, if greater, direct written premiums) for 
the taxable year do not exceed $350,000. 

“(B) For purposes of subparagraph (A), in determining 
whether any company or association is described in subpara- 
graph (A), such company or association shall be treated as 
receiving during the taxable year amounts described in 
subparagraph (A) which are received during such year by all 
other companies or associations which are members of the same 
controlled group as the insurance company or association for 
which the determination is being made. 

“(C) For purposes of subparagraph (B), the term ‘controlled 
group has the meaning given such term by section 
831(b\2BYXii).” 

(c) CONFORMING AMENDMENTS.— 

(1) Subparagraph (C) of section 832(b)(1) is amended by strik- 
ing out “a mutual fire insurance company described in section 
831(aX3XA)” and inserting in lieu thereof ‘a mutual fire insur- 
ance company exclusively issuing perpetual policies”. 

‘ eS Subparagraph (D) of section 832(b)\(1) is amended to read as 
ollows: 

“(D) in the case of a mutual fire or flood insurance 
company whose principal business is the issuance of 
policies— 

“(i) for which the premium deposits are the same 
(regardless of the length of the term for which the 
policies are written), and 

“(ii) under which the unabsorbed portion of such 
premium deposits not required for losses, expenses, or 
establishment of reserves is returned or credited to the 
policyholder on cancellation or expiration of the policy, 

an amount equal to 2 percent of the premiums earned on 
insurance contracts during the taxable year with respect to 
such policies after deduction of premium deposits returned 
or credited during the same taxable year, and”’. 

(3) Paragraph (4) of section 832(b) is amended— 

(A) by striking out “section 831(a\3\(B)”’ each place it 
— and inserting in lieu thereof “paragraph (1)(D)”, 
an 

(B) by striking out the last sentence and inserting in lieu 

thereof the following: “Premiums paid by the subscriber of 
a mutual flood insurance company described in paragraph 
(1XD) or issuing exclusively perpetual policies shall be 
treated, for purposes of computing the taxable income of 
such subscriber, in the same manner as premiums paid by a 
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policyholder to a mutual fire insurance company described 
in subparagraph (C) or (D) of paragraph (1).” 
(4) Paragraph (5) of section 832(c) is amended by striking out 
“section 822(b)” and inserting in lieu thereof “section 834(b)’. 
(5) Paragraph (11) of section 832(c) is amended— 
(A) by striking out “section 831(aX3XA)” and inserting in 
lieu thereof “subsection (bX1\C)’, and 
(B) by striking out “section 831(aX3XB)” and inserting in 
lieu thereof “subsection (bX1D)’. 
(6) Section 832 is amended by adding at the end thereof the 
following new subsection: 

“(f) INTERINSURERS.—In the case of a mutual insurance company 

which is an interinsurer or reciprocal underwriter— 
“(1) there shall be allowed as a deduction the increase for the 
taxable year in savings credited to subscriber accounts, or 
“(2) there shall be included as an item of gross income the 
decrease for the taxable year in savings credited to subscriber 
accounts. 
For purposes of the preceding sentence, the term ‘savings credited to 
subscriber accounts’ means such portion of the surplus as is credited 
to the individual accounts of subscribers before the 16th day of the 
3rd month following the close of the taxable year, but only if the 
company would be obligated to pay such amount promptly to such 
subscriber if he terminated his contract at the close of the compa- 
ny’s taxable year. For purposes of determining his taxable income, 
the subscriber shall treat any such savings credited to his account as 
a dividend paid or declared.’ 
(7) Subsection (a) of section 834 (as redesignated by subsection 
(a)) is amended to read as follows: 

“(a) GENERAL Ruie.—For purposes of section 831(b), the term 
‘taxable investment income’ means the gross investment income, 
minus the deductions provided in subsection (c).” 

(8) Subsection (d) of section 834 (as so redesignated) is 
amended— 
(A) by striking out “section 821” each place it appears 
and inserting in lieu thereof “section 831’, and 
(B) by inserting before the period at the end of the last 
sentence of paragraph (2) the following: “except in the case 
of discount which is original issue discount (as defined in 
section 1273)”. 
(9) Section 835 (as redesignated by subsection (a)) is 
amended— 
(A) by striking out subsection (d) and by redesignating 
subsections (e), (f), (g), and (h) as subsections (d), (e), (f), and 
(g), respectively, and 
(B) by amending subsection (e) (as so redesignated) to read 
as follows: 

“(e) BENEFITS OF GRADUATED RaTEs DENIED.—Any increase in the 
taxable income of a reciprocal attributable to the limits provided in 
subsection (b) shall be taxed at the highest rate of tax specified in 
section 11(b).” 

(10) Section 841 is amended— 
(A) by striking out “section 801, 821, or 831” and inserting 
in lieu thereof “‘section 801 or 831”, 
(B) by inserting ‘‘and” at the end of paragraph (1), 
(C) by striking out paragraph (2), and 
(D) by redesignating paragraph (3) as paragraph (2). 
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(11) Section 842 is amended by aikiog out “part I, II, or IIT” 
and inserting in lieu thereof “part I or I 

(12) Section 844 is amended by te ad out subsections (a) and 
(b) and inserting in lieu thereof the following: 

“(a) GENERAL RuLE.—If an insurance company— 

“(1) is subject to the tax imposed by part I or II of this 
subchapter for the taxable year, and 
“(2) was subject to the tax imposed by a different part of this 
subchapter for the taxable year, 
then any operations luss carryover under section 810 (or the cor- 
responding provisions of prior law) or net operating loss carryover 
under section 172 (as the case may be) arising in such prior taxable 
year shall be included in its operations loss deduction under section 
810(a) or net operating loss deduction under section 832(c)\(10), as the 
case may be. 

“(b) LIMITATION.—The amount included under section 810(a) or 
832(cX10) (as the case may be) by reason of the application of 
subsection (a) shall not exceed the amount that would have con- 
stituted the loss carryover under such section if for all relevant 
taxable years the company had been subject to the tax imposed by 
the part referred to in subsection (a1) rather than the part referred 
to in subsection (a2). For purposes of applying the preceding sen- 
tence, section 810(b\1\C) (relating to additional years to which 
— may be carried by new life insurance companies) shall not 
apply.” 

(13) Section 891 1s amended by striking out “821,”. 

(14) Subsection (a) of section 1201 is amended by striking out 
a or (c) and 831(a)” and inserting in lieu thereof “831(a) or 

> 


(15) ee (2) of section 1504(b) is amended by striking 
out “or 

(16) Paragraph (2A) of section 1504(c) is amended by striking 
out “or 821”. 

(17) Subparagraph (D) of section 1563(b\2) is amended by 
striking out “or section 821”. 

(18) The table of sections for part II of subchapter L of chapter 
1 (as redesignated by subsection (a)) is amended by adding at the 
end thereof the following new items: 


“Sec. 834. Determination of taxable investment income. 
“Sec. 835. Election by reciprocal.” 


(d) TRANSITIONAL RULES.— 

(1) TREATMENT OF AMOUNTS IN PROTECTION AGAINST LOSS AC- 
couNnT.—In the case of any insurance company which had a 
protection against loss account for its last taxable year begin- 
ning before January 1, 1987, there shall be included in the gross 
income of such company for any taxable year beginning after 
December 31, 1986, the amount which would have been included 
in gross income for such taxable year under section 824 of the 
Internal Revenue Code of 1954 (as in effect on the day before the 
date of the enactment of this Act). For purposes of the preceding 
sentence, no addition to such account shall be made for any 
taxable year beginning after December 31, 1986. 

(2) TRANSITIONAL RULE FOR UNUSED LOSS CARRYOVER UNDER 
SECTION 825.—Any unused loss carryover under section 825 of 
the Internal Revenue Code of 1954 (as in effect on the day before 
the date of the enactment of this Act) which— 
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(A) is from a taxable year beginning before January 1, 
1987, and 
(B) could have been carried under such section to a 
taxable year beginning after December 31, 1986, but for the 
repeal made by subsection (aX1), 
shall be included in the net operating loss deduction under 
section 832(c\10) of such Code without regard to the limitations 
of section 844(b) of such Code. 
(e) ErFecTIvE DaTE.—The amendments made by this section (and 
the provisions of subsection (d)) shall apply to taxable years begin- 
ning after December 31, 1986. 


SEC. 1025. STUDY OF TREATMENT OF PROPERTY AND CASUALTY INSUR- 
ANCE COMPANIES. 


bn oe of the Treasury or his delegate shall conduct a 
study of— 
(1) the treatment of policyholder dividends by mutual prop- 
erty and casualty insurance companies, 
(2) the treatment of property and casualty insurance compa- 
nies under the minimum tax, and 
(3) the operation and effect of, and revenue raised by, the 
amendments made by this subtitle. 
Not later than January 1, 1989, such Secretary shall submit to the 
Committee on Ways and Means of the House of Representatives, the 
Committee on Finance of the Senate, and the Joint Committee on 
Taxation, the results of such study, together with such recommenda- 
tions as he determines to be appropriate. The Secretary of the 
Treasury shall have authority to require the furnishing of such 
information as may be necessary to carry out the purposes of this 
section. 


Subtitle D—Miscellaneous Provisions 


SEC. 1031. PHYSICIANS’ AND SURGEONS’ MUTUAL PROTECTION AND 
INTERINDEMNITY ARRANGEMENTS OR ASSOCIATIONS. 


(a) CERTAIN PHYSICIANS’ AND SURGEONS’ MuTUAL PROTECTION AND 
INTERINDEMNITY ARRANGEMENTS OR ASSOCIATIONS.— 
(1) TREATMENT OF ARRANGEMENTS OR ASSOCIATIONS.— 

(A) CAPITAL CONTRIBUTIONS.—There shall not be included 
in the gross income of any eligible physicians’ and surgeons’ 
mutual protection and interindemnity arrangement or 
association any initial payment made during any taxable 
year to such arrangement or association by a member 
joining such arrangement or association which— 

(i) does not release such member from obligations to 
pay current or future dues, assessments, or premiums; 
and 

(ii) is a condition precedent to receiving benefits of 
membership. 

Such initial payment shall be included in the gross income 
of such arrangement or association for such taxable year if 
it is reasonable to expect that such payment will be deduct- 
ible pursuant to paragraph (2) by any member of such 
arrangement or association. 

(B) RETURN OF CONTRIBUTIONS.— 
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(i) IN GENERAL.—The repayment to any member of 
any amount of any payment excluded under subpara- 
graph (A) shall not-be treated as policyholder dividend, 
and is not deductible by the arrangement or associa- 
tion. 

(ii) SouRCE OF RETURNS.—Except in the case of the 
termination of a member’s interest in the arrangement 
or association, any amount distributed to any member 
shall be treated as paid out of surplus in excess of 
amounts excluded under subparagraph (A). 

(2) DEDUCTION FOR MEMBERS OF ELIGIBLE ARRANGEMENTS OR 
ASSOCIATIONS.— 

(A) PAYMENT AS TRADE OR BUSINESS EXrENSES.—To the 
extent not otherwise allowable under this title, any 
member of any eligible arrangement or association may 
treat any initial payment made during a taxable year to 
such arrangement or association as an ordinary and nec- 
essary expense incurred in connection with a trade or 
business for purposes of the deduction allowable under 
section 162, to the extent such payment does not exceed the 
amount which would be payable to an independent insur- 
ance company for similar annual insurance coverage (as 
determined by the Secretary), and further reduced by any 
annual dues, assessments, or premiums paid during such 
taxable year. Such deduction shall not be allowable as to 
any initial payment made to an eligible arrangement or 
association by any person who is a member of any other 
eligible arrangement or association on or after the effective 
date of the Tax Reform Act of 1986. Any excess amount not 
allowed as a deduction for the taxable year in which such 
payment was made pursuant to the limitation contained in 
the 1st sentence of this subparagraph shall, subject to such 
limitation, be allowable as a deduction in any of the 5 
succeeding taxable years, in order of time, to the extent not 
previously allowed as a deduction under this sentence. 

(B) REFUNDS OF INITIAL PAYMENTS.—Any amount attrib- 
utable to any initial payment to such arrangement or 
association described in paragraph (1) which is later re- 
funded for any reason shall be included in the gross income 
of the recipient in the taxable year received, to the extent a 
deduction for such payment was allowed. Any amount re- 
funded in excess of such payment shall be included in gross 
income except to the extent otherwise excluded from 
income by this title. 

(3) ELIGIBLE ARRANGEMENTS OR ASSOCIATIONS.—The terms “eli- 
gible physicans’ and surgeons’ mutual protection and 
interindemnity arrangement or association” and “eligible 
arrangement or association” mean and are limited to any 
mutual protection and interindemnity arrangement or associa- 
tion that provides only medical malpractice liability protection 
for its members or medical malpractice liability protection in 
conjunction with protection against other liability claims in- 
curred in the course of, or related to, the professional practice of 
a physician or surgeon and which— 

(A) was operative and was providing such protection, or 
had received a permit for the offer and sale of member- 
ships, under the laws of any State before January 1, 1984, 
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(B) is not subject to regulation by any State insurance 
department, 

(C) has a right to make unlimited assessments against all 
members to cover current claims and losses, and 

(D) is not a member of, nor subject to protection by, any 
insurance guaranty plan or association of any State. 

(b) Errective Date.—The provisions of subsection (a) shall apply 
to payments made to and receipts of physicians’ and surgeons’ 
mutual protection and interindemnity arrangements or associa- 
tions, and refunds of payments by such arrangements or associa- 
tions, after the date of the enactment of this Act, in taxable years 
ending after such date. 


TITLE XI—PENSIONS AND DEFERRED 
COMPENSATION; EMPLOYEE BENEFITS; 
EMPLOYEE STOCK OWNERSHIP PLANS 


Subtitle A—Pensions and Deferred 
Compensation 


PART I—LIMITATIONS ON TAX-DEFERRED SAVINGS 
Subpart A—Rules Applicable to IRAs 


SEC. 1101. LIMITATIONS ON IRA DEDUCTIONS FOR ACTIVE PARTICIPANTS 
IN CERTAIN PENSION PLANS. 


(a) LiMITATIONS ON DEDUCTIONS FOR ACTIVE PARTICIPANTS.— 

(1) IN GENERAL.—Section 219 (relating to deduction for retire- 
ment savings) is amended by redesignating subsection (g) as 
subsection (h) and by adding after subsection (f) the following 
new subsection: 

“(g) LIMITATION ON DEDUCTION FOR ACTIVE PARTICIPANTS IN CER- 
TAIN PENSION PLANS.— 

“(1) IN GENERAL.—If (for any part of any plan year ending 
with or within a taxable year) an individual or the individual’s 
spouse is an active participant, each of the dollar limitations 
contained in subsections (bX1\A) and (c\(2) for such taxable year 
shall be reduced (but not below zero) by the amount determined 
under paragraph (2). 

“(2) AMOUNT OF REDUCTION.— 

“(A) IN GENERAL.—The amount determined under this 
paragraph with respect to any dollar limitation shall be the 
amount which bears the same ratio to such limitation as— 

“(i) the excess of— 
“(I) the taxpayer’s adjusted gross income for such 
taxable year, over 
“(II) the applicable dollar amount, bears to 
“(ii) $10,000. 

“(B) No REDUCTION BELOW $200 UNTIL COMPLETE PHASE- 
out.—No dollar limitation shall be reduced below $200 
under paragraph (1) unless (without regard to this subpara- 
graph) such limitation is reduced to zero. 
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“(C) Rounpinc.—Any amount determined under this 
paragraph which is not a multiple of $10 shall be rounded 
to the next lowest $10. 

(3) ADJUSTED GROSS INCOME; APPLICABLE DOLLAR AMOUNT.— 
for purposes of this subsection— 

“(A) ADJUSTED GROSS INCOME.—Adjusted gross income of 
any taxpayer shall be determined— 

“(i) after application of sections 86 and 469, and 

“(ii) without regard to section 911 or the deduction 
allowable under this section. 

“(B) APPLICABLE DOLLAR AMOUNT.—The term ‘applicable 
dollar amount’ means— 

“(i) in the case of a taxpayer filing a joint return, 
$40,000, 

“(ii) in the case of any other taxpayer (other than a 
ae individual filing a separate return), $25,000, 
an 

“(iii) in the case of a married individual filing a 
separate return, zero. 

‘(4) SPECIAL RULE FOR MARRIED INDIVIDUALS FILING SEPA- 
RATELY.—In the case of a married individual filing a separate 
return for any taxable year, paragraph (1) shall be applied 
without regard to whether such individual’s spouse is an active 
participant for any plan year ending with or within such tax- 
able year. 

(5) ACTIVE PARTICIPANT.—For pur of this subsection, the 
term ‘active participant’ means, with respect to any plan year, 
an individual— 

“(A) who is an active participant in— 

“(i) a plan described in section 401(a) which includes 
a trust exempt from tax under section 501(a), 

“(ii) an annuity plan described in section 403(a), 

“(iii) a plan established for its employees by the 
United States, by a State or political subdivision 
thereof, or by an agency or instrumentality of any of 
the foregoing, 

“(iv) an annuity contract described in section 403(b), 
or 

“(v) a simplified employee pension (within the mean- 
ing of section 408(k)), or 

“(B) who makes deductible contributions to a trust de- 
scribed in section 501(c)\(18). 

The determination of whether an individual is an active partici- 
pant shall be made without regard to whether or not such 
individual’s rights under a plan, trust, or contract are non- 
forfeitable. An eligible deferred compensation plan (within the 
meaning of section 457(b)) shall not be treated as a plan de- 
scribed in subparagraph (A)(iii). 

“(6) CERTAIN INDIVIDUALS NOT TREATED AS ACTIVE PARTICI- 
PANTS.—For purposes of this subsection, any individual de- 
scribed in any of the following subparagraphs shall not be 
treated as an active participant for any taxable year solely 
because of any participation so described: 

“(A) MEMBERS OF RESERVE COMPONENTS.—Participation in 
a plan described in subparagraph (A\iii) of paragraph (5) by 
reason of service as a member of a reserve component of the 
Armed Forces (as defined in section 261(a) of title 10), unless 
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such individual has served in excess of 90 days on active 
duty (other than active duty for training) during the year. 
“(B) VOLUNTEER FIREFIGHTERS.—A volunteer firefighter— 

“(i) who is a participant in a plan described in 
subparagraph (A\iii) of paragraph (5) based on his 
activity as a volunteer firefighter, and ; 

“(ii) whose accrued benefit as of the beginning of the 
taxable year is not more than an annual benefit of 
$1,800 (when expressed as a single life annuity 
commencing at age 65).” 

(2) CONFORMING AMENDMENT.—Section 219(f(3) is amended to 
read as follows: 

“(3) TIME WHEN CONTRIBUTIONS DEEMED MADE.—For purposes 
of this section, a taxpayer shall be deemed to have made a 
contribution to an individual retirement plan on the last day of 
the preceding taxable year if the contribution is made on ac- 
count of such taxable year and is made not later than the time 
prescribed by law for filing the return for such taxable year (not 
including extensions thereof).” 

(b) REPEAL OF DEDUCTION FOR QUALIFIED VOLUNTARY EMPLOYEE 
CoNTRIBUTIONS.— 

(1) IN GENERAL.—Subsection (e) of section 219 (relating to 
defining retirement savings contributions) is amended to read 
as follows: 

“(e) QUALIFIED RETIREMENT CONTRIBUTION.—For purposes of this 
section, the term ‘qualified retirement contribution’ means— 

“(1) any amount paid in cash for the taxable year by or on 
behalf of an individual to an individual retirement plan for such 
individual’s benefit, and 

“(2) any amount contributed on behalf of any individual to a 
plan described in section 501(c\18).” 

(2) CONFORMING AMENDMENTS.— 

(A) Section 219(b) is amended by striking out para- 
graph (3). 

(B) Paragraph (3) of section 72(p) is amended to read as 
follows: 

“(3) QUALIFIED EMPLOYER PLAN, ETC.—For purposes of this 
subsection— 

“(A) QUALIFIED EMPLOYER PLAN.— 

“(i) IN GENERAL.—The term ‘qualified employer plan’ 
means— 

“(D a plan described in section 401(a) which in- 
cludes a trust exempt from tax under section 
501(a), 

“(I an annuity plan described in section 403(a), 
and 

“(ID a plan under which amounts are contrib- 
uted by an individual’s employer for an annuity 
contract described in section 403(b). 

a SPECIAL RULES.—The term ‘qualified employer 
pian — 

“(I) shall include any plan which was (or was 
determined to be) a qualified employer plan or a 
government plan, but 

“(II) shall not include a plan described in subsec- 
tion (eX(7). 
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“(B) GOVERNMENT PLAN.—The term ‘government plan’ 
means any plan, whether or not qualified, established and 
maintained for its employees by the United States, by a 
State or political subdivision thereof, or by an agency or 
instrumentality of any of the foregoing.” 

(C) Paragraph (5)-of section 72(0) is amended— 

(i) by inserting “and made for a taxable year begin- 
ning before January 1, 1987,” after “date” in subpara- 
graph (A), 

(ii) by striking out “section 219(e)3)” in subpara- 
graph (C) and inserting in lieu thereof “subsection 
(pX3AXi)”, and 

(iii) by striking out “section 219(e4)” in subpara- 
graph (D) and inserting in lieu thereof “subsection 
(pX3\XB)”. 

(c) ErrectivE Date.—The amendments made by this section shall 
apply to contributions for taxable years beginning after Decem- 
ber 31, 1986. 


SEC. 1102. NONDEDUCTIBLE CONTRIBUTIONS MAY BE MADE TO INDIVID- 
UAL RETIREMENT PLANS. 


(a) IN GENERAL.—Section 408 (relating to individual retirement 
accounts) is amended by redesignating subsection (0) as subsection 
(p) and by inserting after subsection (n) the following new 
subsection: 

“(o) DEFINITIONS AND RuLEs RELATING TO NONDEDUCTIBLE CON- 
TRIBUTIONS TO INDIVIDUAL RETIREMENT PLANS.— 

“(1) IN GENERAL.—Subject to the provisions of this subsection, 
designated nondeductible contributions may be made on behalf 
of an individual to an individual retirement plan. 

“(2) LIMITS ON AMOUNTS WHICH MAY BE CONTRIBUTED.— 

“(A) IN GENERAL.—The amount of the designated non- 
deductible contributions made on behalf of any individual 
for any taxable year shall not exceed the nondeductible 
limit for such taxable year. 

“(B) NONDEDUCTIBLE LIMIT.—For purposes of this 
paragraph— 

“(i) IN GENERAL.—The term ‘nondeductible limit’ 
means the excess of— 

“(I) the amount allowable as a deduction under 
section 219 (determined without regard to section 
219%(g)), over 

“(II) the amount allowable as a deduction under 
section 219 (determined with regard to section 
219(g)). 

“(ii) TAXPAYER MAY ELECT TO TREAT DEDUCTIBLE CON- 
TRIBUTIONS AS NONDEDUCTIBLE.—If a taxpayer elects 
not to deduct an amount which (without regard to this 
clause) is allowable as a deduction under section 219 for 
any taxable year, the nondeductible limit for such 
taxable year shall be increased by such amount. 

“(C) DESIGNATED NONDEDUCTIBLE CONTRIBUTIONS.— 

“(i) IN GENERAL.—For purposes of this paragraph, the 
term ‘designated nondeductible contribution’ means 
any contribution to an individual retirement plan for 
the taxable year which is designated (in such manner 
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as the Secretary may prescribe) as a contribution for 
which a deduction is not allowable under section 219. 

“(ii) DEsSIGNATION.—Any designation under clause (i) 
shall be made on the return of tax imposed by chapter 
1 for the taxable year. 

“(3) TIME WHEN CONTRIBUTIONS MADE.—In determining for 
which taxable year a designated nondeductible contribution is 
made, the rule of section 219(f3) shall apply. 

“(4) INDIVIDUAL REQUIRED TO REPORT AMOUNT OF DESIGNATED 
NONDEDUCTIBLE CONTRIBUTIONS.— 

“(A) IN GENERAL.—Any individual who— 

“(i) makes a designated nondeductible contribution to 
any individual retirement plan for any taxable year, or 

“(ii) receives any amount from any individual retire- 
ment plan for any taxable year, 

shall include on his return of the tax imposed by chapter 1 for 
such taxable year and any succeeding taxable year (or on such 
other form as the Secretary may prescribe for any such taxable 
year) information described in subparagraph (B). 
“(B) INFORMATION REQUIRED TO BE SUPPLIED.—The follow- 
ing information is described in this subparagraph: 

“(i) The amount of designated nondeductible con- 
tributions for the taxable year. 

“(ii) The amount of distributions from individual 
retirement plans for the taxable year. 

“(iii) The excess (if any) of— 

“() the aggregate amount of designated non- 
deductible contributions for all preceding taxable 
years, over 

“(IID the aggregate amount of distributions from 
individual retirement plans which was excludable 
from gross income for such taxable years. 

“(iv) The aggregate balance of all individual retire- 
ment plans of the individual as of the close of the 
— year with or within which the taxable year 
ends. 

“(v) Such other information as the Secretary may 
prescribe. 

“(C) PENALTY FOR REPORTING CONTRIBUTIONS NOT MADE.— 
“For penalty where individual reports designated nondeductible contri- 
butions not made, see section 6693(b).” 
(b) Excess ConTRIBUTIONS.— 

(1) APPLICATION OF TAX.—Section 4973(b) (defining excess con- 
tributions) is amended by adding at the end thereof the follow- 
ing new sentence: “For purposes of paragraphs (1)(B) and (2XC), 
the amount allowable as a deduction under section 219 (after 
application of section 408(0X2\BXii)) shall be increased by the 
nondeductible limit under section 408(0X2B). 

(2) RETURN OF EXCESS CONTRIBUTIONS.—Paragraph (5) of sec- 
tion 408(d) (relating to tax treatment of distributions) is amend- 
ed by adding at the end thereof the following new sentence: For 
purposes of this paragraph, the amount allowable as a deduc- 
tion under section 219 (after application of section 
408(0X2XBXii)) shall be increased by the nondeductible limit 
under section 408(o0X2XB).” 
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(c) TREATMENT OF DISTRIBUTIONS.—Paragraphs (1) and (2) of sec- 
tion 408(d) (relating to tax treatment of distributions) are amended 
to read as follows: 

“(1) IN GENERAL.—Except as otherwise provided in this 
subsection, any amount paid or distributed out of an individual 
retirement plan shall be included in gross income by the payee 
or distributee, as the case may be, in the manner provided 
under section 72. 

“(2) SPECIAL RULES FOR APPLYING SECTION 72.—For purposes of 
applying section 72 to any amount described in paragraph (1)— 

“(A) all individual retirement plans shall be treated as 1 
contract, 

“(B) all distributions during any taxable year shall be 
treated as 1 distribution, and 

“(C) the value of the contract, income on the contract, 
and investment in the contract shall be computed as of the 
close of the calendar year with or within which the taxable 
year ends. 

For purposes of subparagraph (C), the value of the contract shall 
be increased by the amount of any distributions during the 
calendar year.’ 

a PENALTY FOR REPORTING NONDEDUCTIBLE CONTRIBUTIONS Not 

ADE.— 

(1) IN GENERAL.—Section 6693 (relating to failure to provide 
reports on individual retirement accounts or annuities) is 
amended by redesignating subsection (b) as subsection (c) and by 
inserting after subsection (a) the following new subsection: 

“(b) OVERSTATEMENT OF DESIGNATED NONDEDUCTIBLE CONTRIBU- 
TIONS.—Any individual who— 

“(1) is required to furnish information under section 408(0)(4) 
as to the amount of designated nondeductible contributions 
made for any taxable year, and 

“(2) overstates the amount of such contributions made for 
such taxable year, 

shall pay a penalty of $100 for each such overstatement unless it is 
shown that such overstatement is due to reasonable cause.’ 

(2) CONFORMING AMENDMENTS.— 

(A) Section 6693(c), as redesignated by paragraph (1), is 
amended by striking out “subsection (a) and inserting in 
lieu thereof “this section”. 

(B) The heading for section 6693 is amended by inserting 
; OVERSTATEMENT OF DESIGNATED NONDEDUCTIBLE CON- 
TRIBUTIONS after “ANNUITIES’. 

(C) The item relating to section 6693 in the table of 
sections for subchapter B of chapter 68 is amended by 
inserting “; overstatement of designated nondeductible con- 
tributions” after “annuities”. 

(e) Speci1AL RuLES RELATING TO REQUIREMENTS OF TRUSTEES OF 
INDIVIDUAL RETIREMENT PLANS.— 

(1) WrrHHoLpinc.—Subparagraph (B) of section 3405(d\(1) 
(relating to exceptions) is cmaunaod by adding at the end thereof 
the following new flush sentence: 

“For purposes of clause (ii), any distribution or payment 
from or under an individual retirement plan shall be treat- 
ed as includible in gross income.” 

(2) TiME FOR REPORTING INFORMATION WITH RESPECT TO 
INDIVIDUAL RETIREMENT PLANS.—The last sentence of section 


“cc 
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408(i) (relating to reports) is amended to read as follows: “The 
reports required by this subsection— 
“(1) shall be filed at such time and in such manner as the 
Secretary prescribes in such regulations, and 
“(2) shall be furnished to individuals— 
“(A) not later than January 31 of the calendar year 
— the calendar year to which such reports relate, 
an 


“(B) in such manner as the Secretary prescribes in such 
regulations.” 

(f) CONFORMING AMENDMENT.—Section 219(f) (relating to defini- 
tions and special rules) is amended by adding at the end thereof the 
following new paragraph: 

“(7) ELECTION NOT TO DEDUCT CONTRIBUTIONS.— 
“For election not to deduct contributions to individual retirement plans, 
see section 408(0)(2)(B)(ii).” 

(g) Errective Date.—The amendments made by this section shall 
apply to contributions and distributions for taxable years beginning 
after December 31, 1986. 


SEC. 1103. SPOUSAL DEDUCTION ALLOWED WHERE SPOUSE HAS SMALL 
AMOUNT OF EARNED INCOME. 


(a) In GENERAL.—Subparagraph (B) of section 219(c\1) (relating to 
— rules for certain married individuals) is amended to read as 
ollows: 
“(B) whose spouse— 
“(i) has no compensation (determined without regard 
to section 911) for the taxable year, or 
“(ii) elects to be treated for purposes of subsection 
(bX1XB) as having no compensation for the taxable 


year, 
(b) Errective Date.—The amendment made by this section shall 
apply to taxable years beginning before, on, or after December 31, 


1985. 
Subpart B—Other Provisions 


SEC. 1105. $7,000 LIMITATION ON ELECTIVE DEFERRALS. 


(a) GENERAL RuLe.—Section 402 (relating to taxability of bene- 
ficiary of employees’ trust) is amended by adding at the end thereof 
the following new subsection: 

“(g) LIMITATION ON EXCLUSION FOR ELECTIVE DEFERRALS.— 

“(1) IN GENERAL.—Notwithstanding subsections (aX8) and 
(hX1\B), the elective deferrals of any individual for any taxable 
year shall be included in such individual’s gross income to the 
Sr con the amount of such deferrals for the taxable year exceeds 

7,000. 

“(2) REQUIRED DISTRIBUTION OF EXCESS DEFERRALS.— 

“(A) IN GENERAL.—If any amount (hereinafter in this 
paragraph referred to as ‘excess deferrals’) is included in 
the gross income of an individual under paragraph (1) for 
any taxable year— 

“(i) not later than the 1st March 1 following the close 
of the taxable year, the individual may allocate the 
amount of such excess deferrals among the plans under 
which the deferrals were made and may notify each 
such plan of the portion allocated to it, and 
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“(ii) not later than the 1st April 15 following the close 
of the taxable year, each such plan may distribute to 
the individual the amount allocated to it under clause 
(i) (and any income allocable to such amount). 

The distribution described in clause (ii) may be made not- 
withstanding any other provision of law. 

“(B) TREATMENT OF DISTRIBUTION UNDER’ SECTION 
401(k).—Except to the extent provided under rules pre- 
scribed by the Secretary, notwithstanding the distribution 
of any portion of an excess deferral from a plan under 
subparagraph (A)ii), such portion shall, for purposes of 
applying section 401(k\8)A)jii), be treated as an employer 
contribution. 

“(C) TAXATION OF DISTRIBUTION.—In the case of a distribu- 
tion to which subparagraph (A) applies— 

“(i) except as provided in clause (ii), such distribution 
shall not be included in gross income (and no tax shall 
be imposed under section 72(t)), and 

“(ii) any income on the excess deferral shall, for 
purposes of this chapter, be treated as earned and 
received in the taxable year in which such excess defer- 
ral is made. 

“(3) ELECTIVE DEFERRALS.—For purposes of this paragraph, 
the term ‘elective deferrals’ means, with respect to any taxable 
year, the sum of— 

“(A) any employer contribution under a qualified cash or 
deferred arrangement (as defined in section 401(k)) to the 
extent not includible in gross income for the taxable year 
under subsection (a8) (determined without regard to this 
subsection), 

‘(B) any employer contribution to the extent not includ- 
ible in gross income for the taxable year under subsection 
(h)\(1)(B) (determined without regard to this subsection), and 

“(C) any employer contribution to purchase an annuity 
contract under section 403(b) under a salary reduction 
agreement (within the meaning of section 3121(a)(5\D)). 

“(4) INCREASE IN LIMIT FOR AMOUNTS CONTRIBUTED UNDER 
SECTION 403 (b) CONTRACTS.—The limitation under paragraph (1) 
shall be increased (but not to an amount in excess of $9,500) by 
the amount of any employer contributions for the taxable year 
described in paragraph (8\C). 

“(5) COST-OF-LIVING ADJUSTMENT.—The Secretary shall adjust 
the $7,000 amount under paragraph (1) at the same time and in 
the same manner as under section 415(d). 

“(6) DISREGARD OF COMMUNITY PROPERTY LAWS.—This subsec- 
se shall be applied without regard to community property 
aws. 

“(7) COORDINATION WITH SECTION 72.—For purposes of apply- 
ing section 72, any amount includible in gross income for any 
taxable year under this subsection but which is not distributed 
from the plan during such taxable year shall not be treated as 
investment in the contract. 

“(8) SPECIAL RULE FOR CERTAIN ORGANIZATIONS.— 

“(A) IN GENERAL.—In the case of a qualified employee of a 
qualified organization, with respect to employer contribu- 
tions described in paragraph (3XC) made by such organiza- 
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tion, the limitation of paragraph (1) for any taxable year 
shall geo ay by whichever of the following is the least: 
1 ? ’ 

“(ii) $15,000 reduced by amounts not included in 
gross income for prior taxable years by reason of this 
paragraph, or 

“(iii) the excess of $5,000 multiplied by the number of 
years of service of the employee with the qualified 
organization over the employer contributions described 
in paragraph (3) made by the organization on behalf of 
such employee for prior taxable years. 

“(B) QUALIFIED ORGANIZATION.—For purposes of this para- 
graph, the term ‘qualified organization’ means any edu- 
cational organization, hospital, home health service agency, 
health and welfare service agency, church, or convention or 
association of churches. Such term includes any organiza- 
tion described in section 414(e(3)B\ii). Terms used in this 
subparagraph shall have the same meaning as when used 
in section 415(c)(4). 

“(C) QUALIFIED EMPLOYEE.—For purposes of this para- 
graph, the term ‘qualified employee’ means any dain ee 
who has completed 15 years of service with the qualified 
organization.’ 

(b) REPORTING REQUIREMENTS.—Section 605l(a) (relating to 
requirements of receipts for employees) is amended by striking 
“and” at the end of paragraph (6), by striking the period at the end 
of paragraph (7), and by inserting after paragraph (7) the following 
new paragraph: 

“(8) the total amount of elective deferrals (within the meaning 
. a 402(gX3)) and compensation deferred under section 

(c) EFFECTIVE DATEs.— 

(1) IN GENERAL.—Except as provided in this subsection, the 
amendment made by subsection (a) shall apply to taxable years 
beginning after December 31, 1986. 

(2) DEFERRALS UNDER COLLECTIVE BARGAINING AGREEMENTS.— 
In the case of a plan maintained pursuant to 1 or more collec- 
tive bargaining agreements between employee representatives 
and 1 or more employers ratified before March 1, 1986, the 
amendment made by subsection (a) shall not apply to contribu- 
tions made pursuant to such an agreement for taxable years 
beginning before the earlier of— 

(A) the date on which the last of such collective bargain- 
ing agreements terminates (determined without regard to 
any extension thereof after February 28, 1986), or 

(B) January 1, 1989. 

Such contributions shall be taken into account for purposes of 
applying the amendment made by this section to other plans. 

(3) DistRIBUTIONS MADE BEFORE PLAN AMENDMENT.— 

(A) IN GENERAL.—If a plan amendment is required to 
allow the plan to make any distribution described in section 
402(gX2AXii) of the Internal Revenue Code of 1986, any 
such distribution which is made before the close of the 1st 
plan year for which such amendment is required to be in 
effect under section 1140 shall be treated as made in accord- 
ance with the provisions of such plan. 

(B) DistRIBUTIONS PURSUANT TO MODEL AMENDMENT.— 
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(i) SECRETARY TO PRESCRIBE AMENDMENT.—The Sec- 
retary of the Treasury or his delegate shall prescribe 
an amendment which allows a plan to make any dis- 
a described in section 402(g\2XAMii) of such 

e. 

(ii) ADOPTION BY PLAN.—If a plan adopts the amend- 
ment prescribed under clause (i) and makes a distribu- 
tion in accordance with such amendment, such 
distribution shall be treated as made in accordance 
with the provisions of the plan. 

(4) SPECIAL RULE FOR TAXABLE YEARS OF PARTNERSHIPS WHICH 
INCLUDE JANUARY 1, 1987.—In the case of the taxable year of 
any partnership which begins before January 1, 1987, and ends 
after January 1, 1987, elective deferrals (within the meaning of 
section 402(g\3) of the Internal Revenue Code of 1986) made on 
behalf of a partner for such taxable year shall, for purposes of 
section 402(gX3) of such Code, be treated as having been made 
ratably during such taxable year. 

(5) CASH OR DEFERRED ARRANGEMENTS.—The amendments 
made by this section shall not apply to employer contributions 
made during 1987 and attributable to services performed during 
1986 under a qualified cash or deferred arrangement (as defined 
in section 401(k) of the Internal Revenue Code of 1986) if, under 
the terms of such arrangement as in effect on August 16, 1986— 

(A) the employee makes an election with respect to such 
contribution before January 1, 1987, and 

(B) the employer identifies the amount of such contribu- 
tion before January 1, 1987. 


SEC. 1106. ADJUSTMENTS TO LIMITATIONS ON CONTRIBUTIONS AND 
BENEFITS UNDER QUALIFIED PLANS. 


(a) ADJUSTMENT OF ANNUAL CONTRIBUTION Limits.—Subpara- 
graph (A) of section 415(c\(1) (relating to limitation for defined 
contribution plans) is amended to read as follows: 

“(A) $30,000 (or, if greater, % of the dollar limitation in 
effect under subsection (b1)A)), or’. 

(b) ADJUSTMENT OF DEFINED BENEFIT PLAN LimITs.— 

(1) USE OF SOCIAL SECURITY RETIREMENT AGE.— 
(A) IN GENERAL.—Subparagraphs (C) and (D) of section 
415(bX2) are each amended— 

(i) by striking out ‘age 62” and “age 65” each place 
they appear and inserting in lieu thereof “the social 
security retirement age”, and 

(ii) by striking out the last sentence of subparagraph 
(C) and inserting in lieu thereof the following: “The 
reduction under this subparagraph shall be made in 
such manner as the Secretary may prescribe which is 
consistent with the reduction for old-age insurance 
benefits nrg me aye the social security retire- 
ment age under the Social Security Act.” 

(B) DEFINITION OF SOCIAL SECURITY RETIREMENT AGE.— 
Section 415(b) is amended by adding at the end thereof the 
following new paragraph: 

“(8) SOCIAL SECURITY RETIREMENT AGE DEFINED.—For purposes 
of this subsection, the term ‘social security retirement age’ 
means the age used as the retirement age under section 216(1) of 
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the — Security Act, except that such section shall be 
applied— 

“(A) without regard to the age increase factor, and 

“(B) as if the early retirement age under section 216(1\(2) 
of such Act were 62. 

(2) SPECIAL RULES FOR GOVERNMENTAL AND TAX-EXEMPT PLANS 
AND QUALIFIED POLICE AND FIREFIGHTERS.—Paragraph (2) of sec- 
tion 415(b) (relating to annual benefit) is amended by adding at 
the end thereof the following new subparagraphs: 

“(F) PLANS MAINTAINED BY GOVERNMENTS AND TAX- 
EXEMPT ORGANIZATIONS.—In the case of a governmental 
plan (within the meaning of section 414(d)), a plan main- 
tained by an organization (other than a governmental unit) 
exempt from tax under this subtitle, or a qualified mer- 
chant marine plan— 

“(i) subparagraph (C) shall be applied— 

“() by substituting ‘age 62’ for ‘social security 
retirement age’ each place it appears, and 

“(ID as if the last sentence thereof read as fol- 
lows: ‘The reduction under this subparagraph shall 
not reduce the limitation of paragraph (1)(A) below 
(i) $75,000 if the benefit begins at or after age 55, or 
(ii) if the benefit begins before 55, the equiva- 
lent of the $75,000 limitation for age 55.’, and 

“Gi subparagraph (D) shall be applied by substitut- 
ing ‘age 65’ for ‘social security retirement age’ each 
place it appears. 

For purposes of this subparagraph, the term ‘qualified mer- 
chant marine plan’ means a plan in existence on January 1, 
1986, the participants in which are merchant marine offi- 
cers ‘holding licenses issued by the Secretary of Transpor- 
tation under title 46, United States Code. 

“(G) SPECIAL LIMITATION FOR QUALIFIED POLICE OR FIRE- 
FIGHTERS.—In the case of a qualified participant— 

“(i) subparagraph (C) shall not reduce the limitation 
of paragraph (1A) to an amount less than $50,000, and 

“(ii) the rules of subparagraph (F) shall apply. 

The Secretary shall adjust the 350, 000 amount in clause (i) 
* oe same time and in the same manner as under section 

“(H) QUALIFIED PARTICIPANT DEFINED.—For purposes of 
subparagraph (G), the term ‘qualified participant’ means a 
participant— 

‘(i) in a defined benefit plan which is maintained by 
a State or political subdivision thereof, 

“(ii) with respect to whom the period of service taken 
into account in determining the amount of the benefit 
under such defined benefit plan includes at least 20 
years of service of the participant— 

“(D as a full-time employee of any police depart- 
ment or fire department which is organized and 
operated by the State or political subdivision 
maintaining such defined benefit plan to provide 
police protection, firefighting services, or emer- 
gency medical services for any area within the 
jurisdiction of such State or political subdivision, 
or 
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“(II) as a member of the Armed Forces of the 
United States.” 

(3) TREATMENT OF AIRLINE PILOTS.—Subsection (b) of section 
415 (relating to limitation for defined benefit plans) is amended 
by adding at the end thereof the following new paragraph: 

“(9) SPECIAL RULE FOR COMMERCIAL AIRLINE PILOTS.— 

‘(A) IN GENERAL.—Except as provided in subparagraph 
(B), in the case of any participant who is a commercial 
airline pilot— 

“(i the rule of an (2(F\iXID shall apply, and 

“(ii) if, as of the time of the participant’s retirement, 
regulations prescribed by the Federal Aviation 
Administration require an individual to separate from 
service as a commercial airline pilot after attaining 
any age occurring on or after age 60 and before the 
social security retirement age, paragraph (2\C) (after 
application of clause (i)) shall be applied by substituting 
such age for the social security retirement age. 

“(B) INDIVIDUALS WHO SEPARATE FROM SERVICE BEFORE AGE 
60.—If a participant described in subparagraph (A) sepa- 
rates from service before age 60, the rules of paragraph 
(2XF) shall apply.” 

(4) SPECIAL ELECTIONS FOR SECTION 403(b) CONTRACTS.—Sub- 
paragraphs (A), (B), and (C) of section 415(c)(4) are each amended 
by inserting “a health and welfare service agency,” after “a 
home health service agency,”. 

(c) ConTRIBUTIONS TO CostT-oF-LIVING ARRANGEMENTS UNDER 
DEFINED BENEFIT PLANS.— 

(1) IN GENERAL.—Section 415(k) (relating to special rules for 
limitations on benefits and contributions under qualified plans) 
is amended by adding at the end thereof the following new 
paragraph: 

“(2) CONTRIBUTIONS TO PROVIDE COST-OF-LIVING PROTECTION 
UNDER DEFINED BENEFIT PLANS.— 

“(A) IN GENERAL.—In the case of a defined benefit plan 
which maintains a qualified cost-of-living arrangement— 

“(i) any contribution made directly by an employee 
under such arrangement— 
“(I) shall not be treated as an annual addition for 
purposes of subsection (c), but 
— be so treated for purposes of subsection 
(e), an 
“(ii) any benefit under such arrangement which is 
allocable to an employer contribution which was trans- 
ferred from a defined contribution plan and to which 
the requirements of subsection (c) were applied shall, 
for purposes of subsection (b), be treated as a benefit 
derived from an employee contribution (and subsec- 
tions (c) and (e) shall not again apply to such contribu- 
tion by reason of such transfer). 

“(B) QUALIFIED COST-OF-LIVING ARRANGEMENT DEFINED.— 
For purposes of this paragraph, the term ‘qualified cost-of- 
living arrangement’ means an arrangement under a de- 
fined benefit plan which— 

“(i) provides a cost-of-living adjustment to a benefit 
provided under such plan or a separate plan subject to 
the requirements of section 412, and 
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“(ii) meets the requirements of subparagraphs (C), 
(D), (E), and (F) and such other requirements as the 
Secretary may prescribe. 

“(C) DETERMINATION OF AMOUNT OF BENEFIT.—An 
arrangement meets the requirement of this subparagraph 
a. if the cost-of-living adjustment of participants is 

“(i) on increases in the cost-of-living after the annuity 
starting date, and 

“(ii) on average cost-of-living increases determined by 
reference to 1 or more indexes prescribed by the Sec- 
retary, except that the arrangement may provide that 
the increase for any year will not be less than 3 percent 
of the retirement benefit (determined without regard to 
the arrangement). 

“(D) ARRANGEMENT ELECTIVE; TIME FOR ELECTION.—An 
arrangement meets the requirements of this subparagraph 
only if it is elective, it is available under the same terms to 
all participants, and it provides that such election may be 
made in— 

“(i) the year in which the participant— 

“(I) attains the earliest retirement age under the 
defined benefit plan (determined without regard to 
any requirement of separation from service), or 

“I separates from service, or 

“(ii) both such years. 

“(E) NONDISCRIMINATION REQUIREMENTS.—An arrange- 
ment shall not meet the requirements of this subparagraph 
if the Secretary finds that a pattern of discrimination exists 
with respect to participation. 

“(F) SPECIAL RULES FOR KEY EMPLOYEES.— 

“(i) IN GENERAL.—An arrangement shall not meet 
the requirements of this paragraph if any key em- 
ployee is eligible to participate. 

(ii) KEY EMPLOYEE.—For purposes of this subpara- 
graph, the term ‘key employee’ has the meaning given 
such term by section 416(iX1), except that in the case of 
a plan other than a top-heavy plan (within the meaning 
of section 416(g)), such term shall not include an 
individual who is a key employee solely by reason of 
section 416(iX1AXi).” 

(2) CERTAIN TRANSFERS TO DEFINED BENEFIT PLANS NOT TAKEN 
INTO ACCOUNT FOR PURPOSES OF LUMP SUM DISTRIBUTION.—Sec- 
tion 402(e4) (relating to special rules for lump sum distribu- 
tions) is amended by adding at the end thereof the following 
new subparagraph: 

“(N) TRANSFERS TO COST-OF-LIVING ARRANGEMENT NOT 
TREATED AS DISTRIBUTION.—For purposes of this subsection, 
the balance to the credit of an employee under a defined 
contribution plan shall not include any amount transferred 
from such defined contribution plan to a qualified cost-of- 
living arrangement (within the meaning of section 415(k\(2)) 
under a defined benefit plan.” 

(d) LimiTaATION ON AMOUNT OF ANNUAL COMPENSATION WHICH 
May BE TAKEN Into AccounT.— 

(1) IN GENERAL.—Subsection (a) of section 401 (relating to 

qualified pension, profit-sharing, and stock bonus plans) is 
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ee inserting after paragraph (16) the following new 

paragra 

a 6 Wy 2, A trust shall not constitute a qualified trust under this 
section unless, under the plan of which such trust is a part, the 
annual compensation of each employee taken into account 
under the plan for any year does not exceed $200,000. The 
Secretary shall adjust the $200,000 amount at the same time 
and in the same manner as under section 415(d).” 

(2) DEDUCTION FOR EMPLOYER CONTRIBUTIONS.—Section 404 
(relating to deduction for contributions of employers to plans) is 
amended by adding at the end thereof the following new subsec- 
tion: 

“(1) LIMITATION ON AMOUNT OF ANNUAL COMPENSATION TAKEN 
Into Account.—For purposes of applying the limitations of this 
section, the amount of annual compensation of each employee taken 
into account under the plan for any year shall not exceed $200,000. 
The Secretary shall adjust the $200,000 amount at the same time 
and in the same manner as under section 415(d).” 

(3) CONFORMING AMENDMENTS.— 

(A) Subsection (a) of section 416 is amended by inserting 
“and” at the end of paragraph (1), by striking out “, and” at 
the end of paragraph (2) and inserting in lieu thereof a 
period, and by striking out paragraph (3). 

(Bi) Subsection (d) of section 416 is hereby repealed. 

(ii) Section 416(c\2B) is amended by striking out clause 
(ii) and by redesignating clause (iii) as clause (ii). 

(C) Paragraph (3) of section 818(a) is amended by inserting 
“(17),” after “(16),”. 

(ec) TREATMENT OF EMPLOYEE CONTRIBUTIONS FOR PURPOSES OF 
DETERMINING ANNUAL ADDITION.— 

(1) IN GENERAL.—Subparagraph (B) of section 415(c)\(2) (defin- 
ing annual addition) is amended to read as follows: 

“(B) the employee contributions, and”’. 

(2) ANNUAL COMPENSATION LIMIT NOT TO APPLY TO CONTRIBU- 
TIONS FOR POST-RETIREMENT MEDICAL BENEFITS.—Section 415(c\(2) 
is amended by adding at the end thereof the following new 
sentence: “‘Subparagraph (B) of paragraph (1) shall not apply to 
any contribution for medical benefits (within the meaning of 
section 419A(f\(2)) after separation from service which is treated 
as an annual addition.” 

(f) PHASE-IN OF LIMITATION FOR DEFINED BENEFIT PLANS BASED ON 
YEARS OF PARTICIPATION.—Paragraph (5) of section 415(b) (relating 
en for service less than 10 years) is amended to read as 
ollows: 


“(5) REDUCTION FOR PARTICIPATION OR SERVICE OF LESS THAN 10 
YEARS.— 

“(A) DOLLAR LimITATION.—In the case of an employee who 
has less than 10 years of participation in a defined benefit 
plan, the limitation referred to in paragraph (1A) shall be 
the limitation determined under such paragraph (without 
regard to this paragraph) multiplied by a fraction— 

“(i) the numerator of which is the number of years 
(or part thereof) of participation in the defined benefit 
plan of the employer, and 
“(ii) the denominator of which is 10. 
“(B) COMPENSATION AND BENEFITS LIMITATIONS.—The 
provisions of subparagraph (A) shall apply to the limita- 
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tions under paerte (1B) and (4), except that such 
subparagraph shall applied with respect to years of 
pag with an employer rather than years of participation 
in a plan. 

“(C) LIMITATION ON REDUCTION.—In no event shall 
subparagraph (A) or (B) reduce the limitations referred to 
in paragraphs (1) and (4) to an amount less than “io of such 
limitation (determined without regard to this paragraph). 

“(D) APPLICATION TO CHANGES IN BENEFIT STRUCTURE.—TO 
the extent provided in regulations, this paragraph shall be 
applied separately with respect to each change in the bene- 
fit structure of a plan.” 

(g) CONFORMING AMENDMENTS.— 

(1) Paragraph (1) of section 415(d) is amended by inserting 
“and” at the end of subparagraph (A), by striking out subpara- 
graph (B), and by redesignating subparagraph (C) as paragraph 
(B) 


(2) Paragraph (2) of section 415(d) is amended— 

(A) by striking out “subparagraphs (A) and (B)”’ and 
inserting in lieu thereof ‘subparagraph (A)”’, and 

(B) by striking out “subparagraph (C)” and inserting in 
lieu thereof “subparagraph (B)”. 

(3) Paragraph (3) of section 415(d) is amended by striking out 
“subparagraph (A) or (B)” and inserting in lieu thereof 
“subparagraph (A)”. 

(h) PLans May Incorporate Section 415 Limirations By ReEr- 
ERENCE.—Notwithstanding any other provision of law, except as 
provided in regulations prescribed by the Secretary of the Treasury 
or his delegate, a plan may incorporate by reference the limitations 
under section 415 of the Internal Revenue Code of 1986. 

(i) Errective DaTEs.— 

(1) IN GENERAL.—Except as provided in this subsection, the 
amendments made by this section shall apply to years begin- 
ning after December 31, 1986. 

(2) COLLECTIVE BARGAINING AGREEMENTS.—In the case of a 
plan maintained pursuant to 1 or more collective bargaining 
agreements between employee representatives and 1 or more 
employers ratified before March 1, 1986, the amendments made 
by this section (other than subsection (d)) shall not apply to 
contributions or benefits pursuant to such agreement in years 
beginning before the earlier of— 

(A) the date on which the last of such collective bargain- 
ing agreements terminates (determined without regard to 
any extension thereof after February 28, 1986), or 

(B) January 1, 1989. 

(3) RIGHT TO HIGHER ACCRUED DEFINED BENEFIT PRESERVED.— 

(A) IN GENERAL.—In the case of an individual who is a 
participant (as of the 1st day of the lst year to which the 
amendments made by this section apply) in a defined bene- 
fit plan which is in existence on May 6, 1986, and with 
respect to which the uirements of section 415 of the 
Internal Revenue Code of 1986 have been met for all plan 
years, if such individual’s current accrued benefit under the 
plan exceeds the limitation of subsection (b) of section 415 of 
such Code (as amended by this section), then (in the case of 
such plan), for purposes of subsections (b) and (e) of such 
section, the limitation of such subsection (bX1\A) with re- 
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spect to such individual shall be equal to such current 
accrued benefit. 
(B) CURRENT ACCRUED BENEFIT DEFINED.— 

(i) IN GENERAL.—For purposes of this paragraph, the 
term “current accrued benefit” means the individual’s 
accrued benefit (at the close of the last year to which 
the amendments made by this section do not apply) 
when expressed as an annual benefit (within the mean- 
ing of section 415(b\(2) of such Code). 

(ii) SPECIAL RULE.—For purposes of determining the 
amount of any individual’s current accrued benefit— 

(D no change in the terms and conditions of the 
plan after May 5, 1986, and 
(II) no cost-of-living adjustment occurring after 
May 5, 1986, 
shall be taken into account. For purposes of subclause 
(I), any change in the terms and conditions of the plan 
pursuant to a collective bargaining agreement ratified 
before May 6, 1986, shall be treated as a change made 
before May 6, 1986. 

(4) TRANSITION RULE WHERE THE SUM OF DEFINED CONTRIBU- 
TION AND DEFINED BENEFIT PLAN FRACTIONS EXCEEDS 1.0.—In the 
case of a plan which satisfied the requirements of section 415 of 
the Internal Revenue Code of 1986 for its last year beginning 
before January 1, 1987, the Secretary of the Treasury or his 
delegate shall prescribe regulations under which an amount is 
subtracted from the numerator of the defined contribution plan 
fraction (not exceeding such numerator) so that the sum of the 
defined benefit plan fraction and the defined contribution plan 
fraction computed under section 415(e)(1) of such Code does not 
exceed 1.0 for such year. 

(5) EFFECTIVE DATE FOR SUBSECTION (d).— 

(A) IN GENERAL.—Except as provided in subparagraph (B), 
the amendment made by subsection (d) shall apply to bene- 
fits accruing in years beginning after December 31, 1988. 

(B) COLLECTIVE BARGAINING AGREEMENTS.—In the case of 
a plan described in paragraph (2), the amendments made by 
subsection (d) shall apply to benefits accruing in years 
beginning on or after the earlier of— 

(i) the later of— 

(I) the date determined under paragraph (2)A), 


r 
(II) January 1, 1989, or 
(ii) January 1, 1991. 

(6) SPECIAL RULE FOR AMENDMENT MADE BY SUBSECTION (e) .— 
The amendment made by subsection (e) shall not require the 
recomputation, for purposes of section 415(e) of the Internal 
Revenue Code of 1986, of the annual addition for any year 
beginning before 1987. 


SEC. 1107. MODIFICATIONS OF SECTION 457. 


(a) GENERAL Rute.—Section 457 (relating to deferred compensa- 
tion plans with respect to service for State and local governments) is 
amended to read as follows: 


0 
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“SEC. 457. DEFERRED COMPENSATION PLANS OF STATE AND LOCAL 
GOVERNMENTS AND TAX-EXEMPT ORGANIZATIONS. 


“(a) YEAR OF INCLUSION IN Gross INCOoME.—In the case of a 
participant in an eligible deferred compensation plan, any amount 
of compensation deferred under the plan, and any income attrib- 
utable to the amounts so deferred, shall be includible in gross 
income only for the taxable year in which such compensation or 
other income is paid or otherwise made available to the participant 
or other beneficiary. 

“(b) ELIGIBLE DEFERRED COMPENSATION PLAN DEFINED.—For pur- 
poses of this section, the term ‘eligible deferred compensation plan’ 
means a plan established and maintained by an eligible employer— 

“(1) in which only individuals who perform service for the 
employer may be participants, 

“(2) which provides that (except as provided in paragraph (3)) 
the maximum amount which may be deferred under the plan 
for the taxable year shall not exceed the lesser of— 

“(A) $7,500, or 
“(B) 33% percent of the participant’s includible com- 
pensation, 

“(3) which may provide that, for 1 or more of the participant’s 
last 3 taxable years ending before he attains normal retirement 
age under the plan, the ceiling set forth in paragraph (2) shall 
be the lesser of— 

“(A) $15,000, or 
“(B) the sum of— 

“(i) the plan ceiling established for purposes of para- 
graph (2) for the taxable year (determined without 
regard to this paragraph), plus 

“(ii) so much of the plan ceiling established for pur- 
poses of paragra ph (2) for taxable years before the 
taxable year as has not previously been used under 
paragraph (2) or this paragraph, 

“(4) which provides that compensation will be deferred for 
any calendar month only if an agreement providing for such 
— has been entered into before the beginning of such 
month, 

“(5) ger meets the distribution requirements of subsection 
(d), an 

“(6) which provides that— 

“(A) all amounts of compensation deferred under the 


plan, 

“(B) all property and rights purchased with such 
amounts, and 

wie all income attributable to such amounts, property, or 

rights. 
shall remain (until made available to the participant or other 
beneficiary) solely the property and rights of the employer 
(without being restricted to the provision of benefits under the 
plan), subject only to the claims of the employer’s general 

creditors. 
A plan which is established and maintained by an employer which is 
described in subsection (eX1A) and which is administered in a 
manner which is inconsistent with the requirements of any of ‘he 
preceding paragraphs shall be treated as not meeting the require- 
ments of such paragraph as of the lst plan year beginning more 
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than 180 days after the date of notification by the Secretary of the 
inconsistency unless the employer corrects the inconsistency before 
the 1st day of such plan year. 

“(c) INDIVIDUALS WHO ARE PARTICIPANTS IN MorE THAN 1 PLAN.— 

“(1) IN GENERAL.—The maximum amount of the compensa- 
tion of any one individual which may be deferred under subsec- 
tion (a) during any taxable year shall not exceed $7,500 (as 
modified by any adjustment provided under subsection (b)(3)). 

“(2) COORDINATION WITH CERTAIN OTHER DEFERRALS.—In apply- 
ing paragraph (1) of this subsection and paragraphs (2) and (8) of 
subsection (b)— 

“(A) any amount excluded from gross income under sec- 
tion 403(b) for the taxable year, and 

“(B) any amount— 

“(i) excluded from gross income under section 
402(aX(8) or section 402(h)\(1\B) for the taxable year, or 

“(ii) with respect to which a deduction is allowable by 
reason of a contribution to an organization described in 
section 501(c)(18) for the taxable year, 

shall be treated as an amount deferred under subsection (a). In 
applying section 402(g\8\AXiii) or 403(b\2AXii), an amount 
deferred under subsection (a) for any year of service shall be 
taken into account as if described in section 402(g\3\C) or 
403(b\(2A)ii), respectively. Subparagraph (B) shall not apply in 
the case of a participant in a rural electric cooperative plan (as 
defined in section 401(k)(7)). 
“(d) DisTRIBUTION REQUIREMENTS.— 

“(1) IN GENERAL.—For purposes of subsection (b\(5), a plan 
meets the distribution requirements of this subsection if— 

“(A) the plan provides that amounts payable under the 
plan will be made available to participants or other bene- 
ficiaries not earlier than when the participant is separated 
from service with the employer or is faced with an un- 
foreseeable emergency (determined in the manner pre- 
scribed by the Secretary by regulation), and 

“(B) the plan meets the minimum distribution require- 
ments of paragraph (2). 

“(2) MINIMUM DISTRIBUTION REQUIREMENTS.—A plan meets 
the minimum distribution requirements of this paragraph if 
-_ plan meets the requirements of subparagraphs (A), (B), and 
(C): 

“(A) APPLICATION OF SECTION 401(a\(9).—A plan meets the 
requirements of this subparagraph if the plan meets the 
requirements of section 401(a)(9). 

“(B) ADDITIONAL DISTRIBUTION REQUIREMENTS.—A plan 
meets the requirements of this subparagraph if— 

“(i) in the case of a distribution beginning before the 
death of the participant, such distribution will be made 
in a form under which— 

“(I) at least % of the total amount payable with 
respect to the participant will be paid during the 
life expectancy of such participant (determined as 
of the commencement of the distribution), and 

“(II) any amount not distributed to the partici- 
pant during his life will be distributed after the 
death of the participant at least as rapidly as 
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under the method of distributions being used under 
subclause (I) as of the date of his death, or 
“(ii) in the case of a distribution which does not begin 
before the death of the participant, the entire amount 
payable with respect to the participant will be paid 
during a period not to exceed 15 years (or the life 
expectancy of the surviving spouse if such spouse is the 
beneficiary). 

“(C) NONINCREASING BENEFITS.—A plan meets the 
requirements of this subparagraph if any distribution pay- 
able over a period of more than 1 year can only be made in 
substantially nonincreasing amounts (paid not less fre- 
quently than annually). 

“(e) OTHER DEFINITIONS AND SPECIAL RuLEs.—For purposes of this 
section— 

“(1) ELIGIBLE EMPLOYER.—The term ‘eligible employer’ 
means— 

“(A) a State, political subdivision of a State, and any 
agency or instrumentality of a State or political subdivision 
of a State, and 

“(B) any other organization (other than a governmental 
unit) exempt from tax under this subtitle. 

“(2) PERFORMANCE OF SERVICE.—The performance of service 
includes performance of service as an independent contractor 
and the person (or governmental unit) for whom such services 
are performed shall be treated as the employer. 

“(3) PARTICIPANT.—The term ‘participant’ means an individ- 
ual who is eligible to defer compensation under the plan. 

“(4) BENEFICIARY.—The term ‘beneficiary’ means a bene- 
ficiary of the participant, his estate, or any other person whose 
interest in the plan is derived from the participant. 

“(5) INCLUDIBLE COMPENSATION.—The term ‘includible com- 
pensation’ means compensation for service performed for the 
employer which (taking into account the provisions of this 
section and other provisions of this chapter) is currently includ- 
ible in gross income. 

“(6) COMPENSATION TAKEN INTO ACCOUNT AT PRESENT VALUE.— 
Compensation shall be taken into account at its present value. 

“(7) COMMUNITY PROPERTY LAWS.—The amount of includible 
compensation shall be determined without regard to any 
community property laws. 

“(8) INCOME ATTRIBUTABLE.—Gains from the disposition of 
property shall be treated as income attributable to such prop- 
erty. 

“(9) BENEFITS NOT TREATED AS MADE AVAILABLE BY REASON OF 
CERTAIN ELECTIONS.—If— 

“(A) the total amount payable to a participant under the 
plan does not exceed $3,500, and 

“(B) no additional amounts may be deferred under the 
plan with res to the participant, 

the amount payable to the participant under the plan shall not 
be treated as made available merely because such participant 
may elect to receive a lump sum payable within 60 days of the 
election. 

“(10) TRANSFERS BETWEEN PLANS.—A participant shall not be 
required to include in gross income any portion of the entire 
amount payable to such participant solely by reason of the 
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transfer of such portion from 1 eligible deferred compensation 
plan to another eligible deferred compensation plan. 

‘“(f) Tax TREATMENT OF PARTICIPANTS WHERE PLAN OR ARRANGE- 
MENT OF EMPLOYER Is Nort ELIGIBLE.— 

“(1) IN GENERAL.—In the case of a plan of an eligible employer 
providing for a deferral of compensation, if such plan is not an 
eligible deferred compensation plan, then— 

“(A) the compensation shall be included in the gross 
income of the participant or beneficiary for the lst taxable 
year in which there is no substantial risk of forfeiture of 
the rights to such compensation, and 

“(B) the tax treatment of any amount made available 
under the plan to a participant or beneficiary shall be 
determined under section 72 (relating to annuities, etc.). 

“(2) EXCEPTIONS.—Paragraph (1) shall not apply to— 

“(A) a plan described in section 401(a) which includes a 
trust exempt from tax under section 501(a), 

“(B) an annuity plan or contract described in section 403, 

“(C) that portion of any plan which consists of a transfer 
of property described in section 83, and 

“(D) that portion of any plan which consists of a trust to 
which section 402(b) applies. 

(3) DeFIniTIONS.—For purposes of this subsection— 

“(A) PLAN INCLUDES ARRANGEMENTS, ETC.—The term 
‘plan’ includes any agreement or arrangement. 

“(B) SUBSTANTIAL RISK OF FORFEITURE.—The rights of a 
person to compensation are subject to a substantial risk of 
forfeiture if such person’s rights to such compensation are 
conditioned upon the future performance of substantial 
services by any individual.” 

(b) CLERICAL AMENDMENT.—The table of sections for subpart B of 
part II of subchapter E of chapter 1 is amended by striking out the 
item relating to section 457 and inserting in lieu thereof the 
following: 


“Sec. 457. Deferred compensation plans of State and local governments and 
tax-exempt organizations.” 
(c) EFFECTIVE DaTE.— 

(1) IN GENERAL.—Except as provided in this subsection, the 
amendments made by this section shall apply to taxable years 
beginning after December 31, 1988. 

(2) TRANSFERS AND CASH-OUTS.—Paragraphs (9) and (10) of 
section 457(e) of the Internal Revenue Code of 1986 (as amended 
by this section) shall apply to taxable years beginning after 
December 31, 1986. 

(3) APPLICATION TO TAX-EXEMPT ORGANIZATIONS.— 

(A) IN GENERAL.—Except as provided in er (B), 
the application of section 457 of the Internal Revenue Code 
of 1986 by reason of the amendments made by this section 
to eligible deferred compensation plans established and 
maintained by organizations exempt from tax shall apply to 
taxable years beginning after December 31, 1986. 

(B) EXISTING DEFERRALS AND ARRANGEMENTS.—Section 
457 of such Code shall not apply to amounts deferred under 
a plan described in subparagraph (A) which— 

(i) were deferred from taxable years beginning before 
January 1, 1987, or 
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(ii) are deferred from taxable years beginning after 
December 31, 1986, pursuant to an agreement which— 

(D was in writing on August 16, 1986, 

(ID on such date provides for a deferral for each 
taxable year covered by the agreement of a fixed 
amount or of an amount determined pursuant to a 
fixed formula. 

Clause (ii) shall not apply to any taxable year ending after 
the date on which any modification to the amount or 
formula described in subclause (II) is effective. Amounts 
described in the first sentence shall be taken into account 
for applying section 457 to other amounts deferred under 
any eligible deferred compensation plan. 

(4) DEFERRED COMPENSATION PLANS FOR STATE JUDGES.—The 
amendments made by this section shall not apply to any quali- 
fied State judicial plan (as defined in section 131(c\3\B) of the 
Revenue Act of 1978 as amended by section 252 of the Tax 
Equity and Fiscal Responsibility Act of 1982). 

(5) SPECIAL RULE FOR CERTAIN DEFERRED COMPENSATION 
PLANS.—The amendments made by this section shall not apply 
to employees on August 16, 1986, of— 

(A) a deferred compensation plan of a nonprofit corpora- 
tion organized under the laws of the State of Alabama with 
respect to which the Internal Revenue Service issued a 
ruling dated March 17, 1976, that the plan would not affect 
the tax-exempt status of the corporation, or 

(B) to a deferred compensation plan with respect to which 
a letter dated November 6, 1975, submitted the original 
plan to the Internal Revenue Service, an amendment was 
submitted on November 19, 1975, and the Internal Revenue 
Service responded with a letter dated December 24, 1975, 

but only with respect to deferrals under such plan. 


SEC. 1108. SPECIAL RULES FOR SIMPLIFIED EMPLOYEE PENSIONS. 


(a) SALARY REDUCTION ARRANGEMENTS PERMITTED.—Section 408(k) 
(relating to simplified employee pension defined).is amended by 
inserting after paragraph (5) the following new paragraph: 

“(6) EMPLOYEE MAY ELECT SALARY REDUCTION ARRANGEMENT.— 
“(A) IN GENERAL.—A simplified employee pension shall 
not fail to meet the requirements of this subsection for a 
year merely because, under the terms of the pension— 

“(i) an employee may elect to have the employer 
make payments— 

“(l) as elective employer contributions to the 
simplified employee pension on behalf of the em- 
ployee, or 

“(II) to the employee directly in cash, 

“(ii) an election described in clause (iXI) is made or is 
in effect with respect to not less than 50 percent of the 
employees of the employer, and 

“(iii) the deferral percentage for such year of each 
highly compensated employee eligible to participate is 
not more than the product derived by multiplying the 
average of the deferral percentages for such year of all 
employees (other than highly compensated employees) 
eligible to participate by 1.25. 
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“(B) EXCEPTION WHERE MORE THAN 25 EMPLOYEES.—This 
paragraph shall not apply with respect to any year in the 
case of a simplified employee pension maintained by an 
employer with more than 25 employees at any time during 
the preceding year. 

“(C) DistRIBUTIONS OF EXCESS CONTRIBUTIONS.— 

“(i) IN GENERAL.—Rules similar to the rules of section 
401(k\8) shall apply to any excess contribution under 
this paragraph. Any excess contribution under a sim- 
plified employee pension shall be treated as an excess 
contribution for purposes of section 4979. 

“(ii) EXCESS CONTRIBUTION.—For purposes of clause 
(i), the term ‘excess contribution’ means, with respect 
to a highly compensated employee, the excess of elec- 
tive employer contributions under this paragraph over 
the maximum amount of such contributions allowable 
under subparagraph (A\iii). 

“(D) DEFERRAL PERCENTAGE.—For purposes of this para- 
graph, the deferral percentage for an employee for a year 
shall be the ratio of— 

“(i) the amount of elective employer contributions 
actually paid over to the simplified employee pension 
on behalf of the employee for the year, to 

“(ii) the employee’s compensation (within the mean- 
ing of section 414(s)) for the year. 

“(E) EXCEPTION FOR STATE AND LOCAL AND TAX-EXEMPT 
PENSIONS.—This paragraph shall not apply to a simplified 
employee pension maintained by— 

“(i) a State or local government or political subdivi- 
sion thereof, or any agency or instrumentality thereof, 
or 

“(ii) an organization exempt from tax under this title. 

“(F) HIGHLY COMPENSATED EMPLOYEE.—For purposes of 
this paragraph, the term ‘highly compensated employee’ 
has the meaning given such term by section 414(q).” 

(b) ExcLusion From Gross INcoME.—Section 402 (relating to tax- 
ability of beneficiary of employees’ trust), as amended by section 
1105(a), is amended by inserting at the end thereof the following 
new subsection: 

“(h) SPECIAL RuLEs FOR SIMPLIFIED EMPLOYEE PENSIONS.—For pur- 
poses of this chapter— 

“(1) IN GENERAL.—Except as provided in paragraph (2), con- 
tributions made by an employer on behalf of an employee to an 
individual retirement plan pursuant to a simplified employee 
pension (as defined in section 408(k))— 

“(A) shall not be treated as distributed or made available 
to the employee or as contributions made by the employee, 
and 

‘“(B) if such contributions are made pursuant to an 
arrangement under section 408(k\6) under which an em- 
ployee may elect to have the employer make contributions 
to the simplified employee pension on behalf of the em- 
ployee, shall not be treated as distributed or made available 
or as contributions made by the employee merely because 
the simplified employee pension includes provisions for 
such election. 
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“(2) LIMITATIONS ON EMPLOYER CONTRIBUTIONS.—Contribu- 
tions made by an employer to a simplified employee pension 
with respect to an employee for any year shall be treated as 
distributed or made available to such employee and as contribu- 
tions made by the employee to the extent such contributions 
exceed the lesser of— 

“(A) 15 percent of the compensation (within the meaning 
of section 414(s)) from such employer includible in the 
employee’s gross income for the year (determined without 
regard to the employer contributions to the simplified em- 
ployee pension), or 

“(B) the limitation in effect under section 415(c\1)A), 
reduced in the case of any highly compensated employee 
(within the meaning of section 414(q)) by the amount taken 
into account with respect to such employee under section 
408(k)(3\D). 

“(3) Distr1BUTIONS.—Any amount paid or distributed out of 
an individual retirement plan pursuant to a simplified em- 
ployee pension shall be included in gross income by the payee or 
distributee, as the case may be, in accordance with the provi- 
sions of section 408(d).” 

(c) DEDUCTIBILITY OF CONTRIBUTIONS.—Subparagraphs (A) and (B) 
of section 404(h)\(1) (relating to special rules for simplified employee 
pensions) are amended to read as follows: 

“(A) Contributions made for a year are deductible— 

“(i) in the case of a simplified employee pension 
maintained on a calendar year basis, for the taxable 
year with or within which the calendar year ends, or 

“(ii) in the case of a simplified employee pension 
which is maintained on the basis of the taxable year of 
the employer, for such taxable year. 

“(B) Contributions shall be treated for purposes of this 
subsection as if they were made for a taxable year if such 
contributions are made on account of such taxable year and 
are made not later than the time prescribed by law for 
filing the return for such taxable year (including extensions 
thereof).” 

(d) PARTICIPATION REQUIREMENTS.—Paragraph (2) of section 408(k) 
— to participation requirements) is amended to read as fol- 

ows: 

“(2) PARTICIPATION REQUIREMENTS.—This paragraph is satis- 
fied with respect to a simplified employee pension for a year 
only if for such year the employer contributes to the simplified 
employee pension of each employee who— 

“(A) has attained age 21, 

“(B) has performed service for the employer during at 
least 3 of the immediately pecine 5 years, and 

“(C) received at least $300 in compensation (within the 
meaning of section 414(q\7)) from the employer for the 


year. 

For purposes of this paragraph, there shall be excluded from 
consideration employees described in subparagraph (A) or (C) of 
section 410(bX3). For purposes of any arrangement described in 
subsection (k\(6), any employee who is eligible to have employer 
contributions made on the employee’s behalf under such 
—— shall be treated as if such a contribution was 
made.” 
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(e) Cost-or-Livinc ADJUSTMENTS.—Section 408(k) is amended by 
adding at the end thereof the following new paragraph: 

“(8) COST-OF-LIVING ADJUSTMENT.—The Secretary shall adjust 
the $300 amount in paragraph (2)(C) and the $200,000 amount in 
paragraph (3)(C) at the same time and in the same manner as 
under section 415(d).” 

(f) ComPUTATION PERIoD.—Section 408(k)\(7) is amended by adding 
at the end thereof the following new subparagraph: 

“(C) YEaR.—The term ‘year’ means— 

“(i) the calendar year, or 

“(ii) if the employer elects, subject to such terms and 
conditions as the Secretary may prescribe, to maintain 
the simplified employee pension on the basis of the 
employer’s taxable year.” 

(g) CONFORMING AMENDMENTS.— 

(1) Section 408(kX3) (relating to nondiscrimination require- 
ments) is amended— 

(A) by striking out all that follows “in favor of’ in 
subparagraph (A) and inserting in lieu thereof “any highly 
compensated employee (within the meaning of section 
414(q)).”, 

(B) in subparagraph (C)— 

(i) by inserting ‘and except as provided in subpara- 
graph (D),” after “subparagraph (A),”, 

(ii) by inserting “(other than contributions under an 
arrangement described in paragraph (6))” after ‘“em- 
es contributions to simplified employee pensions”, 
an 

(iii) by striking out the last sentence thereof, and 

(C) by striking out subparagraphs (D) and (E) and insert- 
ing in lieu thereof: 

“(D) PERMITTED DISPARITY.—For purposes of subpara- 
graph (C), the rules of section 401(1(2) shall apply to con- 
tributions to simplified employee pensions (other than 
contributions under an arrangement described in para- 
graph (6)).” 

(2) Paragraph (2) of section 219(b) is amended to read as 
follows: 

“(2) SPECIAL RULE FOR EMPLOYER CONTRIBUTIONS UNDER SIM- 
PLIFIED EMPLOYEE PENSIONS.—This section shall not apply with 
respect to an employer contribution to a simplified employee 
pension. 

(3) Section 219(c\2\B) is amended by striking out “(deter- 
mined without regard to so much of the employer contributions 
to a simplified employee pension as is allowable by reason of 
paragraph (2) of subsection (b))”’. 

(4) Section 408(k\(3A) is amended by striking out “calendar”. 

(5) Section 415(c\(2) is amended by striking out “allowable as a 
deduction under section 219(a), and without regard to deductible 
employee contributions within the meaning of section 72(0)(5)” 
and inserting in lieu thereof “which are excludable from gross 
income under section 408(k)\(6)”. 

(6) Section 408(k), as amended by subsection (e), is amended by 
adding at the end thereof the following new paragraph: 

“(9) CROSS REFERENCE.— 


“For excise tax on certain excess contributions, see section 4979.” 
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(7) Section 3121(aX(5) is amended by striking out subparagraph 

(C) and inserting in lieu thereof the following subparagraph: 

“(C) under a simplified employee pension (as defined in 

section 408(k)(1)), other than any contributions described in 
section 408(k\6),”’. 

(8) Section 3306(b\(5) is amended by striking out subparagraph 

(C) and inserting in lieu thereof the following subparagraph: 

“(C) under a simplified employee pension (as defined in 

section 408(k)(1)), other than any contributions described in 
section 408(k)6),”. 

(h) ErrecTivE Date.—The amendments made by this section shall 

apply to years beginning after December 31, 1986. 


SEC. 1109. DEDUCTIBLE CONTRIBUTIONS PERMITTED UNDER SECTION 
501(c)(18) PLAN. 


(a) In GENERAL.—Section 501(c\(18) is amended by striking out 
“and” at the end of subparagraph (B), by striking out the period at 
the end of subparagraph (C) and inserting in lieu thereof “, and” and 
by adding at the end thereof the following new subparagraph: 

“(D) in the case of a plan under which an employee may 
designate certain contributions as deductible— 

“(i) such contributions do not exceed the amount 
with respect to which a deduction is allowable under 
section 219(b)\(3), 

“(ii) requirements similar to the requirements of sec- 
tion 401(k\(3A)ii) are met with respect to such elective 
contributions, and 

“(iii) such contributions are treated as elective defer- 
rals for purposes of section 402(g) (other than para- 
graph (4) thereof). 

For purposes of subparagraph (D\(ii), rules similar to the rules 
of section 401(k)(8) shall apply. For purposes of section 4979, any 
excess contribution under clause (ii) shall be treated as an 
excess contribution under a cash or deferred arrangement.” 

(b) LrmrTaTION ON DeEpuctTion.—Section 219(b), as amended by 
section 1101(b), is amended by adding at the end thereof the follow- 
ing new paragraph: 

“(3) PLANS UNDER SECTION 501(cX18).—Notwithstanding para- 
graph (1), the amount allowable as a deduction under subsection 
(a) with respect to any contributions on behalf of an employee to 
a plan described in section 501(c)(18) shall not exceed the lesser 


of— 
“(A) $7,000, or 
“(B) an amount equal to 25 percent of the compensation 
(as defined in section 415(c\(3)) includible in the individual’s 
gross income for such taxable year.” 
(c) ErFecTIVE Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


PART II—NONDISCRIMINATION REQUIREMENTS 


SEC. 1111. APPLICATION OF NONDISCRIMINATION RULES TO _IN- 
TEGRATED PLANS. 


(a) In GENERAL.—Section 401(1) (relating to nondiscriminatory 
coordination of defined contribution plans with OASDI) is amended 
to read as follows: 


“(1) PERMITTED DISPARITY IN PLAN CONTRIBUTIONS OR BENEFITS.— 
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“(1) IN GENERAL.—The requirements of this subsection are 
met with respect to a plan if— 

“(A) in the case of a defined contribution plan, the 
requirements of —— (2) are met, and 

“(B) in the case of a defined benefit plan, the require- 
ments of paragraph (8) are met. 

“(2) DEFINED CONTRIBUTION PLAN.— 

“(A) IN GENERAL.—A defined contribution plan meets the 
requirements of this paragraph if the excess contribution 
percentage does not exceed the base contribution percent- 
age by more than the lesser of— 

“(i) the base contribution percentage, or 

“(ii) the greater of— 

“(I) 5.7 percentage points, or 

“(II the percentage equal to the portion of the 
rate of tax under section 3111(a) (in effect as of the 
beginning of the year) which is attributable to old- 
age insurance. 

“(B) CONTRIBUTION PERCENTAGES.—For purposes of this 
paragraph— 

“(i) EXCESS CONTRIBUTION PERCENTAGE.—The term 
‘excess contribution percentage’ means the percentage 
of compensation which is contributed under the plan 
with respect to that portion of each participant’s com- 
pensation in excess of the integration level. 

“(ii) BASE CONTRIBUTION PERCENTAGE.—The term 
‘base contribution percentage’ means the percentage of 
compensation contributed under the plan with respect 
to that portion of each participant’s compensation not 
in excess of the integration level. 

“(3) DEFINED BENEFIT PLAN.—A defined benefit plan meets the 
requirements of this paragraph if— 

“(A) EXCESS PLANS.— 

“(i) IN GENERAL.—In the case of a plan other than an 
offset plan— 

“(I) the excess benefit percentage does not exceed 
the base benefit percentage by more than the 
maximum excess allowance, 

“(II) any optional form of benefit, preretirement 
benefit, actuarial factor, or other benefit or feature 
provided with respect to compensation in excess of 
the integration level is provided with res to 
compensation not in excess of such level, an 

“(III) benefits are based on average annual 
compensation. 

“(ii) BENEFIT PERCENTAGES.—For purposes of this 
subparagraph, the excess and base benefit percentages 
shall be computed in the same manner as the excess 
and base contribution percentages under paragraph 
(2XB), except that such determination shall be made on 
the basis of benefits rather than contributions. 

“(B) Orrset PLANS.—In the case of an offset plan, the plan 
provides that— 

“(i) a participant’s accrued benefit attributable to 
employer contributions (within the meaning of section 
411(cX1)) may not be reduced (by reason of the offset) by 
more than the maximum offset allowance, and 
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“(ii) benefits are based on average annual 
compensation. 

“(4) DEFINITIONS RELATING TO PARAGRAPH (3).—For purposes 
of paragraph (3)— 

“(A) MAXIMUM EXCESS ALLOWANCE.—The maximum 
excess allowance is equal to— 

“(i) in the case of benefits attributable to any year of 
service with the employer taken into account under the 
plan, % of a percentage point, and 

“(ii) in the case of total benefits, % of a percentage 
point, multiplied by the participant’s years of service 
(not in excess of 35) with the employer taken into 
account under the plan. 

In no event shall the maximum excess allowance exceed the 
base benefit percentage. 

“(B) MAXIMUM OFFSET ALLOWANCE.—The maximum offset 
allowance is equal to— 

“(i) in the case of benefits attributable to any year of 
service with the employer taken into account under the 
plan, % percent of the participant’s final average com- 
pensation, and 

“(ii) in the case of total benefits, % percent of the 
participant’s final average compensation, multiplied by 
the participant’s years of service (not in excess of 35) 
with the employer taken into account under the plan. 

In no event shall the maximum offset allowance exceed 50 
percent of the benefit which would have accrued without 
regard to the offset reduction. 

“(C) REDUCTIONS.— 

“(i) IN GENERAL.—The Secretary shall prescribe regu- 
lations requiring the reduction of the % percentage 
factor under subparagraph (A) or (B)— 

“(I) in the case of a plan other than an offset 
plan which has an integration level in excess of 
covered compensation, or 

“(ID with respect to any participant in an offset 
plan who has final average compensation in excess 
of covered compensation. 

“(ii) BASIS OF REDUCTIONS.—Any reductions under 
clause (i) shall be based on the percentages of com- 
pensation replaced by the employer-derived portions of 
primary insurance amounts under the Social Security 
Act for participants with compensation in excess of 
covered compensation. 

‘“(D) OrrsetT PLAN.—The term ‘offset plan’ means any 
plan with respect to which the benefit attributable to em- 
ployer contributions for each participant is reduced by an 
amount specified in the plan. 

“(5) OTHER DEFINITIONS AND SPECIAL RULES.—For purposes of 
this subsection— 

“(A) INTEGRATION LEVEL.— 

“(i) IN GENERAL.—The term ‘integration level’ means 
the amount of compensation specified under the plan 
(by dollar amount or formula) at or below which the 
rate at which contributions or benefits are provided 
(expressed as a percentage) is less than such rate above 
such amount. 
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“(ii) LimrraTion.—The integration level for any year 
may not exceed the contribution and benefit base in 
effect under section 230 of the Social Security Act for 
such year. 

“(iii) LEVEL TO APPLY TO ALL PARTICIPANTS.—A plan’s 
integration level shall apply with respect to all partici- 
pants in the plan. 

“(iv) MULTIPLE INTEGRATION LEVELS.—Under rules 
prescribed by the Secretary, a defined benefit plan may 
specify multiple integration levels. 

“(B) CoMPENSATION.—The term ‘compensation’ has the 
meaning given such term by section 414(s). 

“(C) AVERAGE ANNUAL COMPENSATION.—The term ‘aver- 
age annual compensation’ means the greater of— 

“(i) the participant’s final average compensation 
(determined without regard to subparagraph (D\ii)), or 
“(ii) the participant’s highest average annual com- 
pensation for any other period of at least 3 consecutive 
ears. 

“(D) FINAL AVERAGE COMPENSATION.— 

“(i) IN GENERAL.—The term ‘final average compensa- 
tion’ means the participant’s average annual com- 
pensation for— 

“(I) the 3-consecutive year period ending with 
the current year, or 

“ID if shorter, the participant’s full period of 
service. 

“(ii) Limrtation.—A participant’s final average com- 
pensation shall be determined by not taking into ac- 
count in any year compensation in excess of the con- 
tribution and benefit base in effect under section 230 of 
the Social Security Act for such year. 

“(E) COVERED COMPENSATION.— 

“(i) IN GENERAL.—The term ‘covered compensation’ 
means, with respect to an employee, the average of the 
contribution and benefit bases in effect under section 
230 of the Social Security Act for each year in the 35- 
year period ending with the year in which the em- 
ployee attains age 65. 

“(ii) COMPUTATION FOR ANY YEAR.—For purposes of 
clause (i), the determination for any year preceding the 
year in which the employee attains age 65 shall be 
made by assuming that there is no increase in the bases 
described in clause (i) after the determination year and 
before the employee attains age 65. 

“(F) REGULATIONS.—The Secretary shall prescribe such 
regulations as are necessary or appropriate to carry out the 
purposes of this subsection, including— 

“(i) in the case of a defined benefit plan which pro- 
vides for unreduced benefits commencing before the 
social security retirement age (as defined in section 
415(bX8)), rules providing for the reduction of the maxi- 
mum excess allowance and the maximum offset allow- 
ance, and 

“(ii) in the case of an employee covered by 2 or more 
plans of the employer which fail to meet the require- 
ments of subsection (aX4) (without regard to this 
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subsection), rules preventing the multiple use of the 
disparity permitted under this subsection with respect 
to any employee. 
For purposes of clause (i), unreduced benefits shall not 
include benefits for disability (within the meaning of sec- 
tion 223(d) of the Social Security Act). 

“(6) SPECIAL RULE FOR PLAN MAINTAINED BY RAILROADS.—In 
determining whether a plan which includes employees of a 
railroad employer who are entitled to benefits under the Rail- 
road Retirement Act of 1974 meets the requirements of this 
subsection, rules similar to the rules set forth in this subsection 
shall apply. Such rules shall take into account the employer- 
derived portion of the employees’ tier 2 railroad retirement 
benefits and any supplemental annuity under the Railroad 
Retirement Act of 1974.” 

(b) CONFORMING AMENDMENT.—Paragraph (5) of section 401(a) is 
amended to read as follows: 

“(5) SPECIAL RULES RELATING TO NONDISCRIMINATION REQUIRE- 
MENTS.— 

“(A) SALARIED OR CLERICAL EMPLOYEES.—A classification 
shall not be considered discriminatory within the meaning 
of paragraph (4) or section 410(b\2XAXi) merely because it 
is limited to salaried or clerical employees. 

“(B) CONTRIBUTIONS AND BENEFITS MAY BEAR UNIFORM 
RELATIONSHIP TO COMPENSATION.—A plan shall not be 
considered discriminatory within the meaning of paragraph 
(4) merely because the contributions or benefits of, or on 
behalf of, the employees under the plan bear a uniform 
relationship to the compensation (within the meaning of 
section 414(s)) of such employees. 

“(C) CERTAIN DISPARITY PERMITTED.—A plan shall not be 
considered discriminatory within the meaning of paragraph 
(4) merely because the contributions or benefits of, or on 
behalf of, the employees under the plan favor highly com- 
pensated employees (as defined in section 414(q)) in the 
manner permitted under subsection (1). 

“(D) INTEGRATED DEFINED BENEFIT PLAN.— 

“(i) IN GENERAL.—A defined benefit plan shall not be 
considered discriminatory within the meaning of para- 
graph (4) merely because the plan provides that the 
employer-derived accrued retirement benefit for any 
participant under the plan may not exceed the excess 
(if any) of— 

“(I) the participant’s final pay with the em- 
ployer, over 
“(ID the employer-derived retirement benefit cre- 
ated under Federal law attributable to service by 
the participant with the employer. 
For purposes of this clause, the employer-derived 
retirement benefit created under Federal law shall be 
treated as accruing ratably over 35 years. 

“(ii) FINAL PAY.—For purposes of this subparagraph, 
the participant’s final pay is the compensation (as de- 
fined in section 414(qX7)) paid to the participant by the 
employer for any year— 
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“(D which ends during the 5-year period ending 
with the year in which the participant separated 
from service for the employer, and 

“(ID for which the participant’s total compensa- 
tion from the employer was highest. 

“(E) 2 OR MORE PLANS TREATED AS SINGLE PLAN.—For 
purposes of determining whether 2 or more plans of an 
employer satisfy the requirements of paragraph (4) when 
considered as a single plan— 

“(i) ConTRIBUTIONS.—If the amount of contributions 
on behalf of the employees allowed as a deduction 
under section 404 for the taxable year with respect to 
such plans, taken together, bears a uniform relation- 
ship to the compensation (within the meaning of sec- 
tion 414(s)) of such employees, the plans shall not be 
considered discriminatory merely because the rights of 
employees to, or derived from, the employer contribu- 
tions under the separate plans do not become non- 
forfeitable at the same rate. 

“(ii) BENEFITs.—If the employees’ rights to benefits 
under the separate plans do not become nonforfeitable 
at the same rate, but the levels of benefits provided by 
the separate plans satisfy the requirements of regula- 
tions prescribed by the Secretary to take account of the 
differences in such rates, the plans shall not be consid- 
ered discriminatory merely because of the difference in 
such rates.” 

(c) EFFECTIVE DaTE.— 

(1) SuBsEcTION (a).—The amendments made by subsection (a) 
shall apply to benefits attributable to plan years beginning after 
December 31, 1988. 

(2) SuBsecTion (b).—The amendments made by subsection (b) 
shall apply to years beginning after December 31, 1988. 

(3) SPECIAL RULE FOR COLLECTIVE BARGAINING AGREEMENTS.— 
In the case of a plan maintained pursuant to 1 or more collec- 
tive bargaining agreements between employee representatives 
and 1 or more employers ratified before March 1, 1986, the 
amendments made by this section shall not apply to benefits 
pursuant to, and individuals covered by, any such agreement in 
plan years beginning before the earlier of— 

(A) the later of— 

(i) January 1, 1989, or 

(ii) the date on which the last of such collective 
bargaining agreements terminates (determined without 
regard to any extension thereof after February 28, 
1986), or 

(B) January 1, 1991. 


SEC. 1112. MINIMUM COVERAGE REQUIREMENTS FOR QUALIFIED PLANS. 


(a) IN GENERAL.—Subsection (b) of section 410 (relating to eligi- 
bility requirements) is amended to read as follows: 
“(b) MintmuM CovERAGE REQUIREMENTS.— 

“(1) IN GENERAL.—A trust shall not constitute a qualified 
trust under section 401(a) unless such trust is designated by the 
employer as part of a plan which meets 1 of the following 
requirements: 
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“(A) The plan benefits at least 70 percent of employees 
who are not highly compensated employees. 

“(B) The plan benefits— 

“(i) a percentage of employees who are not highly 
compensated employees which is at least 70 percent of 

“(ii) the percentage of highly compensated employees 
benefiting under the plan. 

“(C) The plan meets the requirements of paragraph (2). 

“(2) AVERAGE BENEFIT PERCENTAGE TEST.— 

“(A) IN GENERAL.—A plan shall be treated as meeting the 
requirements of this paragraph if— 

“(i) the plan benefits such employees as qualify under 
a Classification set up by the employer and found by the 
Secretary not to be discriminatory in favor of highly 
compensated employees, and 

“(ii) the average benefit percentage for employees 
who are not highly compensated employees is at least 
70 percent of the average benefit percentage for highly 
compensated employees. 

“(B) AVERAGE BENEFIT PERCENTAGE.—F or purposes of this 
paragraph, the term ‘average benefit percentage’ means, 
with respect to any group, the average of the benefit 
percentages calculated separately with respect to each em- 
= in such group (whether or not a participant in any 
plan). 

Po BENEFIT PERCENTAGE.—For purposes of this para- 
graph— 

“(i) IN GENERAL.—The term ‘benefit percentage’ 
means the employer-provided contribution or benefit of 
an employee under all qualified plans maintained b 
the employer, expressed as a percentage of suc 
employee’s compensation (within the meaning of sec- 
tion 414(s)). 

“(ii) PERIOD FOR COMPUTING PERCENTAGE.—At the 
election of an employer, the benefit percentage for any 
plan year shall be computed on the basis of contribu- 
tions or benefits for— 

“(I such plan year, or 
“(II) any consecutive plan bees period (not 
greater than 3 years) which ends with such plan 
year and which is specified in such election. 
An election under this clause, once made, may be revoked 
or modified only with the consent of the Secretary. 

“(D) EMPLOYEES TAKEN INTO ACCOUNT.—For purposes of 
determining who is an employee for purposes of determin- 
ing the average benefit percentage under subparagraph 
(B)— 


“(i) except as provided in clause (ii), paragraph (4A) 
shall not apply, or 

“(ii) if the onulene elects, paragraph (4A) shall be 
applied by using the lowest age and service require- 
ments of all qualified plans maintained by the em- 
ployer. 

“(E) QUALIFIED PLAN.—For purposes of this agraph, 
the term ‘qualified plan’ means any plan which (without 
regard to this subsection) meets the requirements of section 
401(a). 
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“(3) EXCLUSION OF CERTAIN EMPLOYEES.—For purposes of this 
subsection, there shall be excluded from consideration— 

“(A) employees who are included in a unit of employees 
covered by an agreement which the Secretary of Labor 
finds to be a collective bargaining agreement between em- 
ployee representatives and one or more employers, if there 
is evidence that retirement benefits were the subject of 
good faith bargaining between such employee representa- 
tives and such employer or employers, 

“(B) in the case of a trust established or maintained 
pursuant to an agreement which the Secretary of Labor 
finds to be a collective bargaining agreement between air 
pilots represented in accordance with title II of the Railway 
Labor Act and one or more employers, all employees not 
covered by such agreement, and 

“(C) employees who are nonresident aliens and who re- 
ceive no earned income (within the meaning of section 
911(d\(2)) from the employer which constitutes income from 
sources within the United States (within the meaning of 
section 861(aX3)). 

Subparagraph (A) shall not apply with respect to coverage of 
employees under a plan pursuant to an agreement under such 
subparagraph. Subparagraph (B) shall not apply in the case of a 
plan which provides contributions or benefits for employees 
whose principal duties are not customarily performed aboard 
aircraft in flight. 

“(4) EXCLUSION OF EMPLOYEES NOT MEETING AGE AND SERVICE 
REQUIREMENTS.— 

“(A) In GENERAL.—If a plan— 

“(ij) prescribes minimum age and service require- 
ments as a condition of participation, and 
“(ii) excludes all employees not meeting such require- 
ments from participation, 
then such employees shall be excluded from consideration 
for purposes of this subsection. 

“(B) REQUIREMENTS MAY BE MET SEPARATELY WITH RESPECT 
TO EXCLUDED GROUP.—If employees do not meet the mini- 
mum age or service requirements of subsection (a1) (with- 
out regard to subparagraph (B) thereof) and are covered 
under a plan of the employer which meets the requirements 
of paragraph (1) separately with respect to such employees, 
such employees may be excluded from consideration in 
determining whether any plan of the employer meets the 
requirements of paragraph (1). 

“(5) LINE OF BUSINESS EXCEPTION.— 

“(A) IN GENERAL.—If, under section 414(r), an employer is 
treated as operating separate lines of business for a year, 
the employer may apply the requirements of this subsection 
for such year separately with respect to employees in each 
separate line of business. 

‘(B) PLAN MUST BE NONDISCRIMINATORY.—Subparagraph 
(A) shall not apply with respect to any plan maintained by 
an employer unless such plan benefits such employees as 

qualify under a classification set up by the employer and 
found by the Secretary not to be discriminatory in favor of 
highly compensated employees. 
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“(6) DEFINITIONS AND SPECIAL RULES.—For purposes of this 
subsection— 

“(A) HIGHLY COMPENSATED EMPLOYEE.—The term ‘highly 
compensated employee’ has the meaning given such term 
by section 414(q). 

“(B) AGGREGATION RULES.—An employer may elect to 
designate— 

“(i) 2 or more trusts, 

“(ii) 1 or more trusts and 1 or more annuity plans, or 

“(iii) 2 or more annuity plans, 

as part of 1 plan intended to qualify under section 401(a) to 
determine whether the requirements of this subsection are 
met with respect to such trusts or annuity plans. If an 
employer elects to treat any trusts or annuity plans as 1 
plan under this subparagraph, such trusts or annuity plans 
shall be treated as 1 plan for purposes of section 401(a)(4). 

“(C) SPECIAL RULES FOR CERTAIN DISPOSITIONS OR ACQUISI- 
TIONS.— 

“(i) IN GENERAL.—If a person becomes, or ceases to 
be, a member of a group described in subsection (b), (c), 
(m), or (0) of section 414, then the requirements of this 
subsection shall be treated as having been met during 
the transition period with respect to any plan covering 
employees of such person or any other member of such 
group if— 

“(I) such requirements were met immediately 
before each such change, and 

“(II) the coverage under such plan is not signifi- 
cantly changed during the transition period (other 
than by reason of the change in members of a 
group). 

“(ii) TRANSITION PERIOD.—For purposes of clause (i), 
the term ‘transition period’ means the period— 

“(D1 beginning on the date of the change in mem- 
bers of a group, and 

“(II) ending on the last day of the lst plan year 
beginning after the date of such change. 

“(D) SPECIAL RULE FOR CERTAIN EMPLOYEE STOCK OWNER- 
SHIP PLANS.—A trust which is part of a tax credit employee 
stock ownership plan which is the only plan of an employer 
intended to qualify under section 401(a) shall not be treated 
as not a qualified trust under section 401(a) solely because it 
fails to meet the requirements of this subsection if— 

“(i) such plan benefits 50 percent or more of all the 
employees who are eligible under a nondiscriminatory 
classification under the plan, and 

“(ii) the sum of the amounts allocated to each partici- 
pant’s account for the year does not exceed 2 percent of 
the compensation of that participant for the year. 

“(E) ELIGIBILITY TO CONTRIBUTE.—In the case of contribu- 
tions which are subject to section 401(k) or 401(m), employ- 
ees who are eligible to contribute (or elect to have contribu- 
tions made on their behalf) shall be treated as benefiting 
nee ’ plan (other than for purposes of paragraph 
(2 AXii)). 
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“(F) ReGuLaTions.—The Secretary shall prescribe such 
regulations as may be necessary or appropriate to carry out 
the purposes of this subsection.” 

(b) ADDITIONAL PARTICIPATION REQUIREMENTS.—Section 401(a) 
(relating to qualification requirements) is amended by adding at the 
end thereof the following new paragraph: 

“(26) ADDITIONAL PARTICIPATION REQUIREMENTS.— 

“(A) IN GENERAL.—A trust shall not constitute a qualified 
trust under this subsection unless such trust is part of a 
plan which on each day of the plan year benefits the lesser 
of— 

“(i) 50 employees of the employer, or 

“(ii) 40 percent or more of all employees of the 
employer. 

“(B) TREATMENT OF EXCLUDABLE EMPLOYEES.— 

“(i) IN GENERAL.—A plan may exclude from consider- 
ation under this paragraph employees described in 
paragraphs (8) and (4)(A) of section 410(b). 

“(ii) SEPARATE APPLICATION FOR CERTAIN EXCLUDABLE 
EMPLOYEES.—If employees described in _ section 
410(b\4\(B) are covered under a plan which meets the 
requirements of subparagraph (A) separately with re- 
spect to such employees, such employees may be ex- 
cluded from consideration in determining whether any 
plan of the employer meets such requirements if— 

“(I the benefits for such employees are provided 
under the same plan as benefits for other em- 
ployees, 

“(ID the benefits provided to such employees are 
not greater than comparable benefits provided to 
other employees under the plan, and 

“(III) no highly compensated employee (within 
the meaning of section 414(q)) is included in the 
group of such employees for more than 1 year. 

“(C) ELIGIBILITY TO PARTICIPATE.—In the case of contribu- 
tions under section 401(k) or 401(m), employees who are 
eligible to contribute (or may elect to have contributions 
made on their behalf) shall be treated as benefiting under 
the plan. 

“(D) SPECIAL RULE FOR COLLECTIVE BARGAINING UNITS.— 
Except to the extent provided in regulations, a plan cover- 
ing only employees described in section 410(bX3XA) may 
exclude from consideration any employees who are not 
included in the unit or units in which the covered employ- 
ees are included. 

“(E) PARAGRAPH NOT TO APPLY TO MULTIEMPLOYER 
PLANS.—Except to the extent provided in regulations, this 
paragraph shall not apply to employees in a multiemployer 
plan (within the meaning of section 414(f)) who are covered 
by collective bargaining agreements. 

“(F) RecutatTions.—The Secretary may by regulation 
provide that any separate benefit structure, any separate 
trust, or any other separate arrangement is to be treated as 
a separate plan for purposes of applying this paragraph.” 

(c) PLans Farmmnc To MEET REQUIREMENTS OF SECTION 410(b).— 
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(1) IN GENERAL.—Subsection (b) of section 402 (relating to 
taxability of beneficiary of nonexempt trust) is enanded by 
adding at the end thereof the following new paragraph: 

“(2) FAILURE TO MEET REQUIREMENTS OF SECTION 410(b).— 

“(A) IN GENERAL.—In the case of a trust which is not 
exempt from tax under section 501(a) solely because such 
trust is part of a plan which fails to meet the requirements 
of section 410(b)— 

“(i) such trust shall be treated as exempt from tax 
under section 501(a) for purposes of applying paragraph 
(1) to employees who are not highly compensated 
employees, and 

“(ii) paragraph (1) shall be applied to the vested 
accrued benefit (other than employee contributions) of 
any highly compensated employee as of the close of the 
employer's taxable year described in paragraph (1) 
(rather than contributions made during such year). 

“(B) FAILURE IN MORE THAN 1 YEAR.—If a plan fails to 
meet the requirements of section 410(b) for more than 1 
taxable year, any portion of the vested accrued benefit to 
which subparagraph (A) applies shall be included in gross 
income only once. 

“(C) HIGHLY COMPENSATED eneeen Ter suena of 
this paragraph, the term ‘highly compensated employee’ 
has the meaning given such term by section 414(q).” 

(2) CONFORMING AMENDMENT.—The heading for section 402(b) 
is amended to read as follows: 

“(b) TAXABILITY OF BENEFICIARY OF NONEXEMPT TRUST.— 

“(1) IN GENERAL.—”. 

(d) TECHNICAL AND CONFORMING AMENDMENTS.— 

(1) Section 401(kX3XA) is amended by striking out “subpara- 
graph (A) or (B) of’ before “section 410(bX(1)”. 

(2) Section 404(a\2) is amended by striking out “and (22)” and 
inserting in lieu thereof “(22), and (26)’. 

(3) Sections 406(bX1) and 407(bX(1) are each amended by strik- 
ing out “(without regard to paragraph (1A) thereof)’ after 
“section 410(b)’. 

(4) Section 818(aX3) is amended by striking out “and (22)” and 
inserting in lieu thereof “(22), and (26)”. 

(e) ErrectIvE DaTEs.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to plan years beginning after December 31, 1988. 

(2) SPECIAL RULE FOR COLLECTIVE BARGAINING AGREEMENTS.— 
In the case of a plan maintained pursuant to 1 or more collec- 
tive bargaining agreements between employee representatives 
and 1 or more employers ratified before March 1, 1986, the 
amendments made by this section shall not apply to employees 
covered by any such agreement in plan years ledlaaine before 
the earlier of— 

(A) the later of— 

(i) January 1, 1989, or 

(ii) the date on which the last of such collective 
bargaining agreement terminates (determined without 
regard to any extension thereof after February 28, 
1986), or 

(B) January 1, 1991. 

(3) WAIVER OF EXCISE TAX ON REVERSIONS.— 
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(A) IN GENERAL.—If— 
(i) a plan is in existence on August 16, 1986, 
(ii) such plan would fail to meet the requirements of 
section 401(a\(26) of the Internal Revenue Code of 1986 
(as added by subsection (b)) if such section were in 
effect for the plan year including August 16, 1986, and 
(iii) there is no transfer of assets to or liabilities from 
a plan or merger or spinoff or merger involving such 
plan after August 16, 1986, 
then no tax shall be imposed under section 4980 of such 
Code on any employer reversion by reason of the termi- 
nation or merger of such plan before the lst year to which 
the amendment made by subsection (b) applies. 

(B) DETERMINATION OF AMOUNT OF REVERSION.—For pur- 
poses of the Internal Revenue Code of 1986, in determining 
the present value of the accrued benefit of any highly 
compensated employee (within the meaning of section 
414(q) of such Code) on the termination or merger of any 
plan to which subparagraph (A) applies, the plan shall use 
the highest interest rate which may be used for calculating 
present value under section 411(aX11\B) of such Code. 

(C) SPECIAL RULE FOR PLANS WHICH MAY NOT TERMINATE.— 
To the extent provided in regulations prescribed by the 
Secretary of the Treasury or his delegate, if a plan is 
prohibited from terminating under title IV of the Employee 
Retirement Income Security Act of 1974 before the lst year 
to which the amendment made by subsection (b) applies, 
subparagraph (A) shall be applied by substituting “the 1st 
year in which the plan is able to terminate” for “the 1st 
pee? to which the amendment made by subsection (b) 
applies”. 


SEC. 1113. MINIMUM VESTING STANDARDS. 


(a) IN GENERAL.—Paragraph (2) of section 411(a) (relating to mini- 
mum vesting standards) is amended to read as follows: 

“(2) EMPLOYER CONTRIBUTIONS.—A plan satisfies the require- 
ments of this paragraph if it satisfies the requirements of 
subparagraph (A), (B), or (C). 

“(A) 5-YEAR VESTING.—A plan satisfies the requirements 
of this subparagraph if an employee who has completed at 
least 5 years of service has a nonforfeitable right to 100 
percent of the employee’s accrued benefit derived from 
employer contributions. 

“(B) 3 TO 7 YEAR VESTING.—A plan satisfies the require- 
ments of this subparagraph if an employee has a nonforfeit- 
able right to a percentage of the employee’s accrued benefit 
derived from employer contributions determined under the 
following table: 

The nonforfeitable 


“Years of service: percentage is: 
3 20 


“(C) MULTIEMPLOYER PLANS.—A plan satisfies the require- 
ments of this subparagraph if— 
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“(i) the plan is a multiemployer plan (within the 
meaning of section 414(f)), and 
“(ii) under the plan— 

“(I an employee who is covered pursuant to a 
collective bargaining agreement described in sec- 
tion 414(f(1)(B) and who has completed at least 10 
years of service has a nonforfeitable right to 100 
percent of the employee’s accrued benefit derived 
from employer contributions, and 

“(II) the requirements of subparagraph (A) or (B) 
are met with respect to employees not described in 
subclause (I).” 

(b) REPEAL oF Ciass YEAR VESTING.—Paragraph (4) of section 
411(d) (relating to class year vesting) is hereby repealed. 

(c) MoDIFICATION OF MINIMUM PARTICIPATION STANDARDS.—Clause 
(i) of section 410(aX1\B) (relating to special rules for certain plans) is 
amended by striking out “3 years” each place it appears and insert- 
ing in lieu thereof “2 years”. 

(d) CONFORMING AMENDMENTS.— 

(A) The heading for section 410(aX5\B) is amended by striking 
out “3-year” and inserting in lieu thereof “2-year”. 

(B) Section 411(aX10\B) is amended by striking out “5 years” 
and inserting in lieu thereof “3 years”. 

(e) AMENDMENTS TO ERISA.— 

(1) IN GENERAL.—Paragraph (2) of section 203(a) of the Em- 
ployee Retirement Income Security Act of 1974 (29 U.S.C. 
1053(a(2)) is amended to read as follows: 

“(2) A plan satisfies the requirements of this paragraph if it 
— the following requirements of subparagraph (A), (B), or 
(C). 

“(A) A plan satisfies the requirements of this subpara- 
graph if an employee who has completed at least 5 years of 
service has a nonforfeitable right to 100 percent of the 
employee’s accrued benefit derived from employer contribu- 
tions. 

“(B) A plan satisfies the requirements of this subpara- 
graph if an employee has a nonforfeitable right to a 
percentage of the employee’s accrued benefit derived from 
comers contributions determined under the following 
table: 

The nonforfeitable 


— of service: 


40 
60 
80 


7 or more 
“(C) A plan satisfies the requirements of this subpara- 
graph if— 
“(i) the plan is a multiemployer plan (within the 
meaning of section 3(37)), and 
“(ii) under the plan— 
“(D) an employee who is covered pursuant to a 
collective bargaining agreement described in sec- 
tion 414(f(1B) and who has completed at least 10 
years of service has a nonforfeitable right to 100 
percent of the employee’s accrued benefit derived 
from employer contributions, and 
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“(ID the requirements of subparagraph (A) or (B) 
are met with respect to employees not described in 
subclause (I).” 

(2) REPEAL OF CLASS YEAR VESTING.—Subsection (c) of section 
203 of such Act is amended by striking out paragraph (3). 

(3) MINIMUM PARTICIPATION STANDARDS. —Section 202(BXi) of 
such Act is amended by striking out “3 years’ ’ each place it 
appears and inserting in lieu thereof “2 years”. 

(4) CONFORMING AMENDMENTS.— 

(A) MINIMUM VESTING STANDARDS. —Section 203(cX1\B) of 
such Act is amended by striking out “5 years” and inserting 
in lieu thereof “3 years”. 

(B) BENEFIT ACCRUAL REQUIREMENTS.—Subsection (i) of 
section 204 of such Act (29 U.S.C. 1054(i)) is amended to 
read as follows: 

(i) Cross REFERENCE.— 
“For special rules relating to plan provisions adopted to preclude dis- 

crimination, see section 203(c)(2).”. 

(e) EFFEcTIVE DaTEs.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall apply to plan years 
beginning after December 31, 1988. 

(2) SPECIAL RULE FOR COLLECTIVE BARGAINING AGREEMENTS.— 
In the case of a plan maintained pursuant to 1 or more collec- 
tive bargaining agreements between employee representatives 
and 1 or more on ratified before March 1, 1986, the 
amendments made by this section shall not apply to employees 
covered by any such agreement in plan years Saoisnine before 
the earlier of— 

(A) the later of— 

(i) January 1, 1989, or 

(ii) the date on which the last of such collective 
bargaining agreements terminates (determined without 
regard to any extension thereof after February 28, 
1986), or 

(B) January 1, 1991. 

(3) PARTICIPATION REQUIRED.—The amendments made by this 
section shall not apply to any employee who does not have 1 
hour of service in any plan year to which the amendments made 
by this section apply. 

SEC. 1114. DEFINITION OF HIGHLY COMPENSATED EMPLOYEE. 


(a) GENERAL RuLE.—Section 414 is amended by adding at the end 
thereof the following new subsection: 
“(q) HicHity COMPENSATED EMPLOYEE.— 

“(1) IN GENERAL.—The term ‘highly compensated employee’ 
means any employee who, during the year or the p ing 
year— 

“(A) was at any time a 5-percent owner, 

“(B) received compensation from the employer in excess 
of $75,000, 

“(C) received compensation from the employer in excess 
of $50,000 and was in the top-paid group of employees for 
such year, or 

“(D) was at any time an officer and received compensa- 
tion greater than 150 percent of the amount in effect under 
section 415(c\1A) for such year. 
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“(2) SPECIAL RULE FOR CURRENT YEAR.—In the case of the year 
for which the relevant determination is being made, an em- 
ployee not described in subparagraph (B), (C), or (D) of para- 
graph (1) for the preceding year (without regard to this para- 
graph) shall not be treated as described in subparagraph (B), (C), 
or (D) of paragraph (1) unless such employee is a member of the 
group consisting of the 100 employees paid the greatest com- 
= during the year for which such determination is being 
made. 

“(3) 5-PERCENT OWNER.—An employee shall be treated as a 5- 
percent owner for any year if at any time during such year such 
employee was a 5-percent owner (as defined in section 416(i\(1)) 
of the employer. 

“(4) Top-PAID GROUP.—An employee is in the top-paid group of 
employees for any year if such employee is in the group consist- 
ing of the top 20 percent of the employees when ranked on the 
basis of compensation paid during such year. 

“(5) SPECIAL RULES FOR TREATMENT OF OFFICERS.— 

“(A) NOT MORE THAN 50 OFFICERS TAKEN INTO ACCOUNT.— 
For purposes of paragraph (1D), no more than 50 employ- 
ees (or, if lesser, the greater of 3 employees or 10 percent of 
the employees) shall be treated as officers. 

“(B) AT LEAST 1 OFFICER TAKEN INTO ACCOUNT.—If for an 
year no officer of the employer is described in paragrap 
(1D), the highest paid officer of the employer for such year 
shall be treated as described in such paragraph. 

“(6) TREATMENT OF CERTAIN FAMILY MEMBERS.— 

“(A) IN GENERAL.—If any individual is a member of the 
family of a 5-percent owner or of a highly compensated 
employee in the group consisting of the 10 highly com- 
pensated employees paid the greatest compensation during 
the year, then— 

“(i) such individual shall not be considered a separate 
employee, and 

“(ii) any compensation paid to such individual (and 
any applicable contribution or benefit on behalf of such 
individual) shall be treated as if it were paid to (or on 
behalf of) the 5-percent owner or highly compensated 
employee. 

“(B) Famity.—For purposes of subparagraph (A), the 
term ‘family’ means, with respect to any employee, such 
employee’s spouse and lineal ascendants or descendants 
and the spouses of such lineal ascendants or descendants. 

“(7) COMPENSATION.—For purposes of this subsection— 

“(A) IN GENERAL.—The term ‘compensation’ means com- 
pensation within the meaning of section 415(c)(3). 

“(B) CERTAIN PROVISIONS NOT TAKEN INTO ACCOUNT.—The 
determination under subparagraph (A) shall be made— 

“(i) without regard to sections 125, 402(a\8), and 
402(hX 1B), and 

“(ii) in the case of employer contributions made 
pursuant to a salary reduction agreement, without 
regard to section 403(b). 

“(8) EXCLUDED EMPLOYEES.—F or purposes of subsection (r) and 
for purposes of determining the number of employees in the top- 
~ — under paragraph (4), the following employees shall 

exc — 
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“(A) employees who have not completed 6 months of 
service, 

“(B) employees who normally work less than 17% hours 
per week, 

“(C) employees who normally work during not more than 
6 months during any year, 

“(D) employees who have not attained age 21, 

“(E) except to the extent provided in regulations, employ- 
ees who are included in a unit of employees covered by an 
agreement which the Secretary of Labor finds to be a 
collective bargaining agreement between employee rep- 
resentatives and the employer, and 

“(F) employees who are nonresident aliens and who re- 
ceive no earned income (within the meaning of section 
911(d\(2)) from the employer which constitutes income from 
sources within the United States (within the meaning of 
section 861(aX3)). 

The employer may elect to apply subparagraph (A), (B), (C), or 
(D) by substituting a shorter period of service, smaller number 
of hours or months, or lower age for the period of service, 
number of hours or months, or age (as the case may be) than 
that specified in such subparagraph. 

“(9) FORMER EMPLOYEES.—A former employee shall be treated 
asa highly compensated employee if— 

‘(A) such employee was a highly compensated employee 
when such employee separated from service, or 

“(B) such employee was a highly compensated employee 
at any time after attaining age 55. 

“(10) COORDINATION WITH OTHER PROVISIONS.—Subsections (b), 
(c), (m), (n), and (0) shall be applied before the application of this 
section.” 

(b) CONFORMING AMENDMENTS.— 

(1) Section 106(bX1) is amended by striking out “highly com- 
pensated individual (within the meaning of section 105(h\(5))” 
and inserting in lieu thereof “highly compensated employee 
(within the meaning of section 414(q))”. 

(2) Section 117(dX3), as amended by section 123 of this Act, is 
amended— 

(A) by striking out “officer, owner, or”, 

(B) by striking out “officers, owners, or”, and 

(C) by inserting at the end thereof the following new 
sentence: “For purposes of this paragraph, the term ‘highly 
compensated employee’ has the meaning given such term 
by section 414(q).” 

(3XA) Section 120(cX1) is amended by striking out “officers, 
shareholders, self-employed individuals, or highly compensated” 
and inserting in lieu thereof “highly compensated employees 
(within the meaning of section 414(q))’’. 

(B) Section 120(d\(1) is amended— 

(i) by striking out “The term ‘self-employed individual’ 
means, and the” and inserting in lieu thereof “The”, and 

(ii) by striking out “SELF-EMPLOYED INDIVIDUAL;” in the 
heading thereof. 

(4) Sections 127(bX2) and 129(d2) are each amended by strik- 
ing out “officers, owners, or highly compensated,” and inserting 
in lieu thereof “highly compensated employees (within the 

-eaning of section 414(q))’’. 
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(5A) Sections 132 (eX(2) and (h\(1) are each amended— 
(i) by striking out ‘ ‘officer, owner, or”, and 
(ii) by striking out “officers, owners, or” 

(B) Section 132(h) is amended by adding at the end thereof the 
following new paragraph: 

‘“(7) HIGHLY COMPENSATED EMPLOYEE.—For purposes of this 
section, the term ‘highly compensated employee’ has the mean- 
ing given such term by section 414(q).” 

(6) Section 274(e5) is amended by striking out “officers, 
shareholders or other owners, or highly compensated em- 
ployees” and inserting in lieu thereof ‘ ‘highly compensated 
employees (within the meaning of section 414(q))’. 

(7) Section 401(a\(4) is amended to read as follows: 

‘(4) if the contributions or benefits provided under the plan do 
not discriminate in favor of highly compensated employees 
(within the meaning of section 414(q)). For purposes of this 
paragraph, there shall be excluded from consideration em- 
ployees described in section 410(b)(3) (A) and (C).” 

(8) Section 404A(gX1)A) is amended by striking out “an offi- 
cer, shareholder, or highly compensated” and inserting in lieu 
thereof “a highly compensated employee (within the meaning of 
section 414(q))”. 

(9A) Section 406(bX1A) is amended by striking out “an 
officer, shareholder, or person whose principal duties consist of 
supervising the work of other employees of a foreign affiliate of 
such American employer” and insert in lieu thereof “a highly 
compensated employee (within the meaning of section 414(q))”. 

(B) Section 407(b\1A) is amended by striking out “an officer, 
shareholder, or person whose principal duties consist of super- 
vising the work of other employees of a domestic subsidiary” 
and insert in lieu thereof “a highly compensated employee 
(within the meaning of section 414(q))”’. 

(C) Sections 406(bX(1(B) and 407(bX1B) are each amended by 
inserting “(as so defined)” after “employee 

(10) Subparagraphs (A) and (B) of section 411(d\(1) are each 
amended by striking out “officers, shareholders, or highly com- 
pensated” and inserting in lieu thereof ‘ ‘highly compensated 
employees (within the meaning of section 414(q))”’. 

(11) Clause (ii) of section 414(m\(2\B) is amended by striking 
out “officers, highly compensated employees, or owners” and 
inserting in lieu thereof “highly compensated employees (within 
the meaning of section 414(q))”. 

(12) Section 415(cX(3\C\ii) is amended by striking out “an 
officer, owner, or highly compensated” and inserting in lieu 
thereof “a highly compensated employee (within the meaning of 
section 414(q))”. 

(18) Section 423(b(4)(D) is amended by striking out “officers, 
persons whose principal duties consist of supervising the work 
of other employees, or highly compensated employees” and 
inserting in lieu thereof “highly compensated employees (within 
the meaning of section 414(q))”. 

(14) Clauses (ii) and (iii) of section 501(c\17) and subpara- 
graphs (B) and (C) of section 501(cX18) are each amended by 
striking out “officers, shareholders, persons whose principal 
duties consists of supervising the work of other employees, or 
highly compensated employees” and inserting in lieu thereof 
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we compensated employees (within the meaning of section 
414(q 

(15XA) Section 4975(d\1\B) is amended by striking out 
“highly compensated employees, officers, or shareholders’ and 
inserting in lieu thereof “highly compensated employees (within 
the meaning of section Sar 

(B) Section 408(bX1\B) of the Employee Retirement Income 
Security Act of 1974 (29 U.S.C. 1108(b\(1)) is amended by striking 
out “highly compensated emplo — , Officers, or shareholders” 
and inserting in lieu thereof ‘ ighly compensated employees 
(within the meaning of section 414(q) of the Internal Revenue 
Code of 1986)”. 

‘ = Paragraph (5) of section 505(b) is amended to read as 
ollows: 

“(5) HIGHLY COMPENSATED INDIVIDUAL.—For purposes of this 
subsection, the determination as to whether an individual is a 
highly compensated individual shall be made under rules simi- 
lar to the rules for determining whether an individual is a 
es compensated employee (within the meaning of section 

(q)).” 
(c) EFFECTIVE DaTE.— 

(1) IN GENERAL.—Except as provided in this. subsection, the 
amendment made by this section shall apply to years beginning 
after December 31, 1986. 

(2) CONFORMING AMENDMENTS TO EMPLOYEE BENEFIT PROVI- 
SIONS.—The amendments made by paragraphs (2), (3), (4), (5), 
and (16) of subsection (b) shall apply to years beginning after 
December 31, 1987. 

(3) CONFORMING AMENDMENTS TO PENSION PROVISIONS.—The 
amendments made by paragraphs (7), (8), (9), (10), (11), (12), and 
(15) of subsection (b) shall apply to years beginning after Decem- 
ber 31, 1988. 

(4) SPECIAL RULE FOR DETERMINING HIGHLY COMPENSATED 
EMPLOYEES.—For purposes of sections 401(k) and 401(m) of the 
Internal Revenue Code of 1986, in the case of an employer 
incorporated on December 15, 1924, if more than 50 percent of 
its employees in the top-paid group (within the meaning of 
section 414(q\4) of such Code) earn less than $25,000 (indexed at 
the same time and in the same manner as under section 415(d) 
of such Code), then the highly compensated employees shall 
include employees described in section 414(q\1\C) of such Code 
determined without regard to the level of compensation of such 
employees. 


SEC. 1115. SEPARATE LINES OF BUSINESS; COMPENSATION. 


(a) IN GENERAL.—Section 414 is amended by adding at the end 
thereof the following new subsections: 
“(r) SPECIAL RULES FOR SEPARATE LINE OF BUSINESS.— 

(1) IN GENERAL.—For purposes of sections 89 and 410(b), an 
employer shall be treated as operating separate lines of business 
during any year if the employer for bona fide business reasons 
operates separate lines of business. 

“(2) LINE OF BUSINESS MUST HAVE 50 EMPLOYEES, ETC.—A line 
of a shall not be treated as separate under paragraph (1) 
unless— 

“(A) such line of business has at least 50 employees who 
are not excluded under subsection (q\8), 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2453 


“(B) the employer notifies the Secretary that such line of 
business is being treated as separate for purposes of para- 
graph (1), and 

“(C) such line of business meets guidelines prescribed 
by the Secretary or the employer receives a determin- 
ation from the Secretary that such line of business may be 
treated as separate for purposes of paragraph (1). 

“(3) SAFE HARBOR RULE.—The requirements of subparagraph 
(C) of paragraph (2) shall not apply to any line of business if the 
highly compensated employee percentage with respect to such 
line of business is— 

“(A) not less than one-half, and 

“(B) not more than twice, 

the percentage which highly compensated employees are of all 
employees of the employer. An employer shall be treated as 
meeting the requirements of subparagraph (A) if at least 10 
percent of all highly compensated employees of the employer 
perform services solely for such line of business. 

“(4) HIGHLY COMPENSATED EMPLOYEE PERCENTAGE DEFINED.— 
For purposes of this subsection, the term ‘highly compensated 
employee percentage’ means the percentage which highly com- 
pensated employees performing services for the line of business 
are of all employees performing services for the line of business. 

“(5) ALLOCATION OF BENEFITS TO LINE OF BUSINESS.—For pur- 
poses of this subsection, benefits which are attributable to 
services sagen to a line of business shall be treated as 
provided by such line of business. 

“(6) HEADQUARTERS PERSONNEL, ETC.—The Secretary shall pre- 
scribe rules providing for— 

“(A) the allocation of headquarters personnel among the 
lines of business of the employer, and 

“(B) the treatment of other employees providing services 
for more than 1 line of business of the employer or not in 
lines of business meeting the —_ irements of paragraph (2). 

“(7) SEPARATE OPERATING UNITS.—For purposes of this subsec- 
tion, the term ‘separate line of business’ includes an operating 
unit in a separate geographic area separately operated for a 
bona fide business reason. 

“(8) AFFILIATED SERVICE GROUPS.—This subsection shall not 
apply in the case of any affiliated service group (within the 
meaning of section 414(m)). 

“(s) COMPENSATION.—For purposes of this part— 

“(1) IN GENERAL.—The term ‘compensation’ means compensa- 
tion for service performed for an employer which (taking into 
account the provisions of this chapter) is currently includible in 
gross income. 

“(2) SELF-EMPLOYED INDIVIDUALS.—The Secretary shall pre- 
scribe regulations for the determination of the compensation of 
an employee who is a self-employed individual (within the 
meaning of section 401(cX1)) which are based on the principles 
of par aph (1). 

(8) EMPLOYER MAY ELECT TO TREAT CERTAIN DEFERRALS AS 
COMPENSATION.—An employer may elect to include as com- 
pensation any amount which is contributed by the employer 
pursuant to a salary reduction agreement and which is not 
includible in the gross income of an employee under section 125, 
402(aX8), 402(h), or 403(b). 
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“(4) ALTERNATIVE DETERMINATION OF COMPENSATION.—The 
Secretary shall by regulation provide for alternative methods of 
determining compensation which may be used by an employer, 
except that such regulations shall provide that an employer 
may not use an alternative method if the use of such method 
discriminates in favor of highly compensated employees (within 
the meaning of subsection (q)).” 

(b) ErrectivE Dates.—The amendment made by subsection (a) 
shall apply to years beginning after December 31, 1986. 


Subpart B—Other Provisions 


SEC. 1116. CASH OR DEFERRED ARRANGEMENTS. 


(a) GENERAL RuLE.—Subparagraph (A) of section 401(k\(3) (relat- 
ing to application of participation and discrimination standards) is 
amended— 

(1) by striking out “1.5” in clause (iiI) and inserting in lieu 
thereof “1.25”, 

(2) by striking out “3 percentage points” in clause (ii\II) and 
inserting in lieu thereof “2 percentage points”, and 

(3) by striking out “2.5” in clause (ii)(II) and inserting in lieu 
thereof “2”. 

(b) WITHDRAWAL AND OTHER RESTRICTIONS.— 

(1) WITHDRAWALS.—Paragraph (2)(B) of section 401(k) (defin- 
ing qualified cash or deferred arrangement) is amended to read 
as follows: 

“(B) under which— 

“(i) amounts held by the trust which are attributable 
to employer contributions made pursuant to the 
employee’s election may not be distributable to partici- 
pants or other beneficiaries earlier than— 

“(I) separation from service, death, or disability, 

“(II) termination of the plan without establish- 
ment of a successor plan, 

“(III) the date of the sale by a corporation of 
substantially all of the assets (within the meaning 
of section 409(d\(2)) used by such corporation in a 
trade or business of such corporation with respect 
to an employee who continues employment with 
the corporation acquiring such assets, 

“(IV) the date of the sale by a corporation of such 
corporation’s interest in a subsidiary (within the 
meaning of section 409(d)(3)) with respect to an 
employee who continues employment with such 
subsidiary, 

“(V) in the case of a profit-sharing or stock bonus 
plan, the attainment of age 59%, or 

“(VI) in the case of contributions to a profit- 
sharing or stock bonus plan to which section 
— applies, upon hardship of the employee, 
an 


“(ii) amounts will not be distributable merely by 
reason of the completion of a stated period of participa- 
tion or the lapse of a fixed number of years; and”. 

(2) NoT MORE THAN 1 YEAR OF SERVICE MAY BE REQUIRED.— 
Paragraph (2) of section 401(k) is amended by striking out “and” 
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at the end of subparagraph (B), by striking out the period at the 

end of subparagraph (C) and inserting in lieu thereof “, and”, 

and by adding at the end thereof the following new subpara- 
graph: 

“(D) which does not require, as a condition of participa- 
tion in the arrangement, that an employee complete a 
period of service with the employer (or employers) 
maintaining the plan extending beyond the period per- 
mitted under section 410(aX(1) (determined without regard 
to subparagraph (B)(i) thereof).” 

(3) OTHER REQUIREMENTS.—Subsection (k) of section 401 is 
amended by redesignating paragraphs (4), (5), and (6) as para- 
graphs (5), (6), and (7), respectively, and by inserting after 
paragraph (3) the following new paragraph: 

“(4) OTHER REQUIREMENTS.— 

“(A) BENEFITS (OTHER THAN MATCHING CONTRIBUTIONS) 
MUST NOT BE CONTINGENT ON ELECTION TO DEFER.—A cash or 
deferred arrangement of any employer shall not be treated 
as a qualified cash or deferred arrangement if any other 
benefit provided by such employer is conditioned (directly 
or indirectly) on the employee electing to have the em- 
ployer make or not make contributions under the arrange- 
ment in lieu of receiving cash. The preceding sentence shall 
not apply to any matching contribution (as defined in sec- 
tion 401(m)) made by reason of such an election. 

“(B) STATE AND LOCAL GOVERNMENTS AND TAX-EXEMPT 
ORGANIZATIONS NOT ELIGIBLE.—A cash or deferred arrange- 
ment shall not be treated as a qualified cash or deferred 
arrangement if it is part of a plan maintained by— 

“(i) a State or local government or political subdivi- 
sion thereof, or any agency or instrumentality thereof, 
or 

“(ii) any organization exempt from tax under this 
subtitle. 

“(C) COORDINATION WITH OTHER PLANS.—Except as pro- 
vided in section 401(m), any employer contribution made 
pursuant to an employee’s election under a qualified cash 
or deferred arrangement shall not be taken into account for 
purposes of determining whether any other plan meets the 
requirements of section 401(a) or 410(b). This subparagraph 
shall not apply for purposes of determining whether a plan 
meets the average benefit requirement of section 
410(bX2)(AXii).” 

(4) AGGREGATION RULE.—The last sentence of subparagraph 
(A) of section 401(k\(3) (relating to application of participation 
and discrimination standards) is amended by striking out “any 
employee” and inserting in lieu thereof “any highly com- 
pensated employee”’. 

(c) PLan Nor DisQuALIFIED IF Excess CONTRIBUTIONS DISTRIBUTED 

BEFORE THE END OF FOLLOWING PLAN YEAR.— 

(1) IN GENERAL.—Subsection (k) of section 401 is amended by 
adding at the end thereof the following new paragraph: 

“(8) ARRANGEMENT NOT DISQUALIFIED IF EXCESS CONTRIBUTIONS 
DISTRIBUTED.— 

“(A) IN GENERAL.—A cash or deferred arrangement shall 
not be treated as failing to meet the requirements of clause 
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(ii) of paragraph (3A) for any plan year if, before the close 
of the following plan year— 

“(i) the amount of the excess contributions for such 
plan year (and any income allocable to such contribu- 
tions) is distributed, or 

“(ii) to the extent provided in regulations, the em- 
ployee elects to treat the amount of the excess contribu- 
tions as an amount distributed to the employee and 
then contributed by the employee to the plan. 

Any distribution of excess contributions (and income) may 
be made without regard to any other provision of law. 

“(B) EXCESS CONTRIBUTIONS.—For purposes of subpara- 
graph (A), the term ‘excess contributions’ means, with re- 
spect to any plan year, the excess of— 

“(i) the aggregate amount of employer contributions 
actually paid over to the trust on behalf of highly 
compensated employees for such plan year, over 

“(ii) the maximum amount of such contributions per- 
mitted under the limitations of clause (ii) of paragraph 
(3A) (determined by reducing contributions made on 
behalf of highly compensated employees in order of the 
actual deferral percentages beginning with the highest 
of such percentages). 

“(C) METHOD OF DISTRIBUTING EXCESS CONTRIBUTIONS.— 
Any distribution of the excess contributions for any plan 
year shall be made to highly compensated employees on the 
basis of the respective portions of the excess contributions 
attributable to each of such employees. 

“(D) ADDITIONAL TAX UNDER SECTION 72(t) NOT TO APPLY.— 
No tax shall be imposed under section 72(t) on any amount 
required to be distributed under this paragraph. 

“(E) Cross REFERENCE.— 


“For excise tax on certain excess contributions, see section 4979.” 

(2) TECHNICAL AMENDMENT.—Clause (ii) of section 401(k\3\A) 
is amended by striking out “paragraph (4)” and inserting in lieu 
thereof “paragraph (5)”. 

(d) DEFINITIONS OF HIGHLY COMPENSATED EMPLOYEE AND CoM- 
PENSATION.— 

(1) HIGHLY COMPENSATED EMPLOYEE.—Paragraph (5) of section 
401(k), as redesignated by this Act, is amended to read as 
follows: 

“(5) HIGHLY COMPENSATED EMPLOYEE.—For purposes of this 
subsection, the term ‘highly compensated employee’ has the 
meaning given such term by section 414(q).” 

(2) COMPENSATION.—Section 401(k), as amended by this Act, is 
— by adding at the end thereof the following new para- 
graph: 

“(9) COMPENSATION.—For purposes of this subsection, the 
term ‘compensation’ has the meaning given such term by sec- 
tion 414(s). 

(3) CONFORMING AMENDMENT.—Subparagraph (B) of section 
401(kX3) is amended by striking out the last sentence thereof. 

(e) NONDISCRIMINATION STANDARDS.—Section 401(k\3) is amended 
by adding at the end thereof the following new subparagraph: 
“(C) For purposes of subparagraph (B), the employer con- 

tributions on behalf of any employee— 
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“(i) shall include any employer contributions made 
a to the employee’s election under paragraph 
(2), an 

“(ii) under such rules as the Secretary may prescribe, 
may, at the election of the employer, include— 

“(I) matching contributions (as defined in 
401(m\4(A)) which meets the requirements of 
paragraph (2) (B) and (C), and 

“(II qualified nonelective contributions (within 
the meaning of section 401(m)(4\(C)).” 

(f) EFFECTIVE DATES.— 

(1) IN GENERAL.—Except as provided in this subsection, the 
amendments made by this section shall apply to years begin- 
ning after December 31, 1988. 

« (2) NONDISCRIMINATION RULES.— 

(A) IN GENERAL.—Except as provided in subparagraph (B), 
the amendments made by subsections (a), (b)(4), and (d), and 
the provisions of section 401(k\4\B) of the Internal Reve- 
nue Code of 1986 (as added by this section), shaii apply to 
years beginning after December 31, 1986. 

(B) TRANSITION RULES FOR CERTAIN GOVERNMENTAL AND 
TAX-EXEMPT PLANS.—Subparagraph (B) of section 401(k\4) of 
the Internal Revenue Code of 1986 (relating to governments 
and tax-exempt organizations not eligible for cash or de- 
ferred arrangements), as added by this section, shall not 
apply to any cash or deferred arrangement adopted by— 

(i) a State or local government (or political subdivi- 
sion thereof) before May 6, 1986, or 

(ii) a tax-exempt organization before July 2, 1986. 

In the case of an arrangement described in clause (i), the 
amendments made by subsections (a), (b\4), and (d) shall 
apply to years beginning after December 31, 1988. 

(3) AGGREGATION AND EXCESS CONTRIBUTIONS.—The amend- 
ments made by subsections (c) and (e) shall apply to years 
beginning after December 31, 1986. 

(4) COLLECTIVE BARGAINING AGREEMENTS.— 

(A) IN GENERAL.—In the case of a plan maintained pursu- 
ant to 1 or more collective bargaining agreements between 
employee representatives and 1 or more employers ratified 
before March 1, 1986, the amendments made by this section 
shall not apply to years beginning before the earlier of— 

(i) the later of— 

(I) January 1, 1989, or 

(ID the date on which the last of such collective 
bargaining agreements terminates (determined 
without regard to any extension thereof after Feb- 
ruary 28, 1986), or 

(ii) January 1, 1991. 

(B) SPECIAL RULE FOR NONDISCRIMINATION RULES.—In the 
case of a plan described in subparagraph (A), the amend- 
ments and provisions described in paragraph (2) shall not 
apply to years beginning before the earlier of— 

(i) the date determined under subparagraph (AXiXID, 
or 

(ii) January 1, 1989. 

(5) SPECIAL RULE FOR QUALIFIED OFFSET ARRANGEMENTS.— 
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(A) IN GENERAL.—A cash or deferred arrangement shall 
not be treated as failing to meet the requirements of section 
401(k\(4) of the Internal Revenue Code of 1986 (as added by 
this section) to the extent such arrangement is part of a 
qualified offset arrangement consisting of such cash or 
deferred arrangement and a defined benefit plan. 

(B) QUALIFIED OFFSET ARRANGEMENT.—For purposes of 
subparagraph (A), a cash or deferred arrangement is part of 
a qualified offset arrangement with a defined benefit plan 
to the extent such offset arrangement satisfies each of the 
following conditions with respect to the employer maintain- 
ing the arrangement on April 16, 1986, and at all times 
thereafter: 

(i) The benefit under the defined benefit plan is 
directly and uniformly conditioned on the initial élec- 
tive deferrals (up to 4 percent of compensation). 

(ii) The benefit provided under the defined benefit 
plan (before the offset) is at ieast 60 percent of an 
employee’s cumulative elective deferrals (up to 4 per- 
cent of compensation). 

(iii) The benefit under the defined benefit plan is 
reduced by the benefit attributable to the employee’s 
elective deferrals under the plan (up to 4 percent of 
compensation) and the income allocable thereto. The 
interest rate used to calculate the reduction shall not 
exceed the greater of the rate under section 
411(a\(11\Byii) of such Code or the interest rate ap- 
plicable under section 411(c\(2XC\iii) of such Code, 
taking into account section 411(c\2\D) of such Code. 

For purposes of applying section 401(k\3) of such Code to 
the cash or deferred arrangement, the benefits under the 
defined benefit plan conditioned on initial elective deferrals 
may be treated as matching contributions under such rules 
as the Secretary of the Treasury or his delegate may pre- 
scribe. The Secretary shall provide rules for the application 
of this paragraph in the case of successor plans. 

(C) DEFINITION OF EMPLOYER.—For purposes of this para- 
graph, the term “employer” includes any research and 
development center which is federally funded and engaged 
in cancer research, but only with respect to employees of 
contractor-operators whose salaries are reimbursed as 
direct costs against the operator’s contract to perform work 
at such center. 

(6) WITHDRAWALS ON SALE OF ASSETS.—Subclauses (II), (IID), 
and (IV) of section 401(k\(2\B\i) of the Internal Revenue Code of 
1986 (as added by subsection (b)(1)) shall apply to distributions 
after December 31, 1984. 

(7) DisTRIBUTIONS BEFORE PLAN AMENDMENT.— 

(A) IN GENERAL.—If a plan amendment is required to 
allow a plan to make any distribution described in section 
401(k\(8) of the Internal Revenue Code of 1986, any such 
distribution which is made before the-close of the lst plan 
year for which such amendment is required to be in effect 
under section 1140, shall be treated as made in accordance 
with the provisions of such plan. 

(B) DistRIBUTIONS PURSUANT TO MODEL AMENDMENT.— 
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(i) SECRETARY TO PRESCRIBE AMENDMENT.—The Sec- 
retary of the Treasury or his delegate shall prescribe 
an amendment which allows a plan to make any dis- 
tribution described in section 401(k\8) of such Code. 

(ii) ADOPTION BY PLAN.—If a plan adopts the amend- 
ment prescribed under clause (i) and makes a distribu- 
tion in accordance with such amendment, such dis- 
tribution shall be treated as made in accordance with 
the provisions of the plan. 


SEC. 1117. NONDISCRIMINATION REQUIREMENTS FOR EMPLOYER 
MATCHING CONTRIBUTIONS AND EMPLOYEE CONTRIBU- 
TIONS. 


(a) GENERAL Rute.—Section 401 (relating to qualified pension, 
profit-sharing, and stock bonus plans) is amended by redesignating 
subsections (m) and (n) as subsections (n) and (0), respectively, and 
by inserting after subsection (1) the following new subsection: 

“(m) NONDISCRIMINATION TEST FOR MATCHING CONTRIBUTIONS AND 
EMPLOYEE CONTRIBUTIONS.— 

“(1) In GENERAL.—A plan shall be treated as meeting the 
requirements of subsection (a4) with respect to the amount of 
any matching contribution or employee contribution for any 
plan year only if the contribution percentage requirement of 
paragraph (2) of this subsection is met for such plan year. 

(2) REQUIREMENTS.— 

“(A) CONTRIBUTION PERCENTAGE REQUIREMENT.—A plan 
meets the contribution percentage requirement of this 
paragraph for any plan year only if the contribution 
percentage for eligible highly compensated employees does 
not exceed the greater of— 

“(i) 125 percent of such percentage for all other 
eligible employees, or 

“(ii) the lesser of 200 percent of such percentage for 
all other eligible employees, or such percentage for all 
other eligible employees plus 2 percentage points. 

“(B) MULTIPLE PLANS TREATED AS A SINGLE PLAN.—If two 
or more plans of an employer to which matching contribu- 
tions, employee ocala tieaaibints or elective deferrals are 
made are treated as one plan for purposes of section 410(b), 
such plans shall be treated as one plan for purposes of this 
subsection. If a highly compensated employee participates 
in two or more plans of an employer to which such con- 
tributions are made, all such contributions shall be aggre- 
gated for purposes of this subsection. 

“(3) CONTRIBUTION PERCENTAGE.—For purposes of paragraph 
(2), the contribution soma for a specified group of em- 
ployees for a plan year shall be the average of the ratios 
(ealculeten separately for each employee in such group) of— 

“(A) the sum of the matching contributions and employee 
contributions paid under the plan on behalf of each such 
employee for such plan year, to 

“(B) the employee’s compensation (within the meaning of 
section 414(s)) for such = year. 

Under regulations, an employer may elect to take into account 
(in computing the contribution percentage) elective deferrals 
and qualified nonelective contributions under the plan or any 
other plan of the employer. 
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“(4) DeFiniTions.—For purposes of this subsection— 

“(A) MATCHING CONTRIBUTION.—The term ‘matching con- 
tribution’ means— 

“(ij) any employer contribution made to the plan on 
behalf of an employee on account of an employee con- 
tribution made by such employee, and 

“(ii) any employer contribution made to the plan on 
behalf of an employee on account of an employee’s 
elective deferral. 

“(B) ELECTIVE DEFERRAL.—The term ‘elective deferral’ 
means any employer contribution described in section 
402(g)(3)(A). 

“(C) QUALIFIED NONELECTIVE CONTRIBUTIONS.—The term 
‘qualified nonelective contribution’ means any employer 
contribution (other than a matching contribution) with re- 
spect to which— 

“(i) the employee may not elect to have the contribu- 
tion paid to the employee in cash instead of being 
contributed to the plan, and 

“(ii) the requirements of subparagraphs (B) and (C) of 
subsection (k\(2) are met. 

“(5) EMPLOYEES TAKEN INTO CONSIDERATION.— 

“(A) IN GENERAL.—Any employee who is eligible to make 
an employee contribution (or, if the employer takes elective 
contributions into account, elective contributions) or to re- 
ceive a matching contribution under the plan being tested 
under paragraph (1) shall be considered an eligible em- 
ployee for purposes of this subsection. 

“(B) CERTAIN NONPARTICIPANTS.—If an employee con- 
tribution is required as a condition of participation in the 
plan, any employee who would be a icipant in the plan 
if such employee made such a contribution shall be treated 
as an eligible employee on behalf of whom no employer 
contributions are made. 

“(6) PLAN NOT DISQUALIFIED IF EXCESS AGGREGATE CONTRIBU- 
TIONS DISTRIBUTED BEFORE END OF FOLLOWING PLAN YEAR.— 

“(A) IN GENERAL.—A plan shall not be treated as failing 
to meet the requirements of —— (1) for any plan year 
if, before the close of the following plan year, the amount of 
the excess aggregate contributions for such plan year (and 
any income allocable to such contributions) is distributed 
(or, if forfeitable, is forfeited). Such contributions (and such 
income) may be distributed without regard to any other 
provision of law. 

“(B) EXCESS AGGREGATE CONTRIBUTIONS.—For pu of 
subparagraph (A), the term ‘excess aggregate contrlioations’ 
means, with respect to any plan year, the excess of— 

“(i) the aggregate amount of the matching contribu- 
tions and employee contributions (and any qualified 
nonelective contribution or elective contribution taken 
into account in computing the contribution percentage) 
actually made on behalf of highly compensated em- 
ployees for such plan year, over 

“(ii) the maximum amount of such contributions per- 
mitted under the limitations of paragraph (2A) (deter- 
mined by reducing contributions made on behalf of 
highly compensated employees in order of their con- 
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tribution percentages beginning with the highest of 
such percentages). 

“(C) METHOD OF DISTRIBUTING EXCESS CONTRIBUTIONS.— 
Any distribution of the excess aggregate contributions for 
any plan year shall be made to highly compensated employ- 
ees on the basis of the respective portions of such amounts 
attributable to each of such employees. Forfeitures of excess 
aggregate contributions may not be allocated to partici- 
— whose contributions are reduced under this para- 
graph. 

“(D) CoORDINATION WITH SUBSECTION (k) AND 402(g).— 
The determination of the amount of excess aggregate con- 
tributions with respect to a plan shall be made after— 

“(i) first determining the excess deferrals (within the 
meaning of section 402(g)), and 

“(ii) then determining the excess contributions under 
subsection (k). 

(7) TREATMENT OF DISTRIBUTIONS.— 

“(A) ADDITIONAL TAX OF SECTION 72(t) NOT APPLICABLE.— 
No tax shall be imposed under section 72(t) on any amount 
required to be distributed under paragraph (8). 

“(B) EXCLUSION OF EMPLOYEE CONTRIBUTIONS.—Any dis- 
tribution attributable to employee contributions shall not 
be included in gross income except to the extent attrib- 
utable to income on such contributions. 

“(8) HIGHLY COMPENSATED EMPLOYEE.—For purposes of this 
subsection, the term ‘highly compensated employee’ has the 
meaning given to such term by section 414(q). 

“(9) REGULATIONS.—The Secretary shall prescribe such regu- 
lations as may be necessary to carry out the purposes of this 
subsection and subsection (k) including— 

“(A) such regulations as may be necessary to prevent the 
multiple use of the alternative limitation with respect to 
any highly compensated employee, and 

“(B) regulations permitting appropriate aggregation of 
plans and contributions. 

For purposes of the preceding sentence, the term ‘alternative 
limitation’ means the limitation of section 401(k\3\AXiiXID and 
the limitation of paragraph (2)(A)(ii) of this subsection. 

“(10) CRoss REFERENCE.— 


“For excise tax on certain excess contributions, see section 4979.” 
(b) Excise Tax ON Excess CONTRIBUTIONS.— 
(1) IN GENERAL.—Chapter 43 (relating to qualified pension, 


etc. plans) is amended by adding at the end thereof the follow- 
ing new section: 


“SEC. 4979. TAX ON CERTAIN EXCESS CONTRIBUTIONS. 


“(a) GENERAL Ru.e.—In the case of any plan, there is hereby 
imposed a tax for the taxable year equal to 10 percent of the sum 
of— 

“(1) any excess contributions under a cash or deferred 
arrangement which is part of such plan for the plan year ending 
in such taxable year, and 

“(2) any excess aggregate contributions under the plan for the 
plan year ending in such taxable year. 
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“(b) LiaBILITy FoR TAx.—The tax imposed by subsection (a) shall 
be paid by the employer. 

“(c) Excess CoNTRIBUTIONS.—For purposes of this section, the 
term ‘excess contributions’ has the meaning given such term by 
sections 401(kX8)B), 403(b), 408(k\(8\(B), and 501(c(18). 

“(d) Excess AGGREGATE CONTRIBUTION.—For purposes of this sec- 
tion, the term ‘excess aggregate contribution’ has the meaning given 
to such term by section 401(m)(6)(B). 

“(e) PLan.—For purposes of this section, the term ‘plan’ means— 

“(1) a plan described in section 401(a) which includes a trust 
exempt from tax under section 501(a), 

“(2) any annuity plan described in section 403(a), 

“(3) any annuity contract described in section 403(b), 

“(4) a simplified employee pension of an employer which 
satisfies the requirements of section 408(k), and 

“(5) a plan described in section 501(c)(18). 

Such term includes any plan which, at any time, has been deter- 
mined by the Secretary to be such a plan. 

“(f) No Tax WuereE Excess DistrisuTED WITHIN 24% MONTHS OF 
CLOSE OF YEAR.— 

“(1) IN GENERAL.—No tax shall be imposed under this section 
on any excess contribution or excess aggregate contribution, as 
the case may be, to the extent such contribution (together with 
any income allocable thereto) is distributed (or, if forfeitable, is 
forfeited) before the close of the first 24% months of the follow- 
ing plan year. 

“(2) INCLUDED IN PRIOR YEAR.—Any amount distributed as 
provided in paragraph (1) shall be treated as received and 
earned by the recipient in his taxable year for which such 
contribution was made.” 

(2) CLERICAL AMENDMENT.—The table of sections for chapter 
43 is amended by adding at the end thereof the following new 
item: 

“Sec. 4979. Tax on certain excess contributions.” 


(c) TECHNICAL AMENDMENT.—Paragraph (2) of section 414(k) 
(relating to certain plans) is amended by striking out “and 415 
(relating to limitations on benefits and contributions under qualified 
plans)” and inserting in lieu thereof “, 415 (relating to limitations on 
benefits and contributions under qualified plans), and 401(m) (relat- 
ing to nondiscrimination tests for matching requirements and em- 
ployee contributions)’. 

(d) EFrecTIveE DATE.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to plan years beginning after December 31, 1986. 

(2) COLLECTIVE BARGAINING AGREEMENTS.—In the case of a 
plan maintained pursuant to 1 or more collective bargaining 
agreements between employee representatives and 1 or more 
employers ratified before March 1, 1986, the amendments made 
by this section shall not apply to plan years beginning before 
the earlier of— 

(A) January 1, 1989, or 

(B) the date on which the last of such collective bargain- 
ing agreements terminates (determined without regard to 
any extension thereof after February 28, 1986). 

(3) ANNUITY CONTRACTS.—In the case of an annuity contract 
under section 403(b) of the Internal Revenue Code of 1986— 
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(A) the amendments made by this section shall apply to 
plan years beginning after December 31, 1988, and 

(B) in the case of a collective bargaining agreement de- 
scribed in paragraph (2), the amendments made by this 
— shall not apply to years beginning before the earlier 
0 — 


(i) the later of— 
(D January 1, 1989, or 
(II) the date determined under paragraph (2B), 


or 
(ii) January 1, 1991. 


SEC. 1118. BENEFITS TREATED AS ACCRUING RATABLY FOR PURPOSES 
OF DETERMINING WHETHER PLAN IS TOP-HEAVY. 


(a) GENERAL RuLE.—Paragraph (4) of section 416(g) (defining top- 
heavy plan) is amended by adding at the end thereof the following 
new subparagraph: 

“(F) ACCRUED BENEFITS TREATED AS ACCRUING RATABLY.— 
The accrued benefit of any employee (other than a key 
employee) shall be determined— 

“(i) under the method which is used for accrual 
purposes for all plans of the employer, or 

“(ii) if there is no method described in clause (i), as if 
such benefit accrued not more rapidly than the slowest 
accrual rate permitted under section 411(b\(1\(C).” 

(b) ErrectivE Date.—The amendment made by subsection (a) 
shall apply to plan years beginning after December 31, 1986. 


SEC. 1119. MODIFICATION OF RULES FOR BENEFIT FORFEITURES. 


(a) GENERAL RULE.—Paragraph (8) of section 401(a) (relating to 
qualified pension, profit-sharing, and stock bonus plans) is amended 
by striking out “pension plan” and inserting in lieu thereof “defined 
benefit plan”. 

(b) ErrectivE Date.—The amendment made by subsection (a) 
shall apply to plan years beginning after December 31, 1985. 


SEC. 1120. NONDISCRIMINATION REQUIREMENTS FOR TAX-SHELTERED 
ANNUITiES. 


(a) GENERAL RuLE.—Paragraph (1) of section 403(b) is amended by 
striking out “and” at the end of subparagraph (B), by inserting 
“and” at the end of subparagraph (C), and by inserting after 
subparagraph (C) the following new subparagraph: 

“(D) except in the case of a contract purchased by a 
church, such contract is purchased under a plan which 
meets the nondiscrimination requirements of paragraph 
(10),”. 

(b) NONDISCRIMINATION REQUIREMENTS.—Subsection (b) of section 
403 is amended by adding at the end thereof the following new 
paragraph: 

“(10) NoNDISCRIMINATION REQUIREMENTS.— 

“(A) IN GENERAL.—For purposes of paragraph (1D), a 
plan meets the nondiscrimination requirements of this 
paragraph if— 

“q) with respect to contributions not made pursuant 
to a salary reduction agreement, such plan meets the 
requirements of paragraphs (4), (5), and (26) of section 
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401(a) and section 410(b) in the same manner as if such 
plan were described in section 401(a), and 
“(ii) all employees of the organization may elect to 
have the employer make contributions of more than 
$200 pursuant to a salary reduction agreement if any 
employee of the organization may elect to have the 
organization make contributions for such contracts 
pursuant to such agreement. 
For purposes of clause (ii), there may be excluded any 
employee who is a participant in an eligible deferred com- 
pensation plan (within the meaning of section 457) or a 
qualified cash or deferred arrangement of the organization 
or another annuity contract described in this subsection. 
Any nonresident alien described in section 410(b\3C) may 
also be excluded. For purposes of this subparagraph, stu- 
dents who normally work less than 20 hours per week may 
(subject to the conditions applicable under section 410(b)(4)) 
be excluded. 

“(B) CHurcH.—For purposes of paragraph (1)(D), the term 
‘church’ has the meaning given to such term by section 
3121(w)3\A). Such term shall include any qualified church- 
controlled organization (as defined in __ section 
3121(w\(3XB)).” 

(c) EFFectivE Date.—The amendments made by this section shall 
apply to years beginning after December 31, 1988. 


PART III—TREATMENT OF DISTRIBUTIONS 


SEC. 1121. MINIMUM DISTRIBUTION REQUIREMENTS. 


(a) Excise TAX ON FaILureE To DistRIBUTE.— 
(1) IN GENERAL.—Section 4974 is amended to read as follows: 


“SEC. 4974. EXCISE TAX ON CERTAIN ACCUMULATIONS IN QUALIFIED 
RETIREMENT PLANS. 


“(a) GENERAL RuLE.—If the amount distributed during the taxable 
year of the payee under any qualified retirement plan or any 
eligible deferred compensation plan (as defined in section 457(b)) is 
less than the minimum required distribution for such taxable year, 
there is hereby imposed a tax equal to 50 percent of the amount by 
which such minimum required distribution exceeds the actual 
amount distributed during the taxable year. The tax imposed by this 
section shall be paid by the payee. 

“(b) MINIMUM REQUIRED DisTRIBUTION.—For purposes of this sec- 
tion, the term ‘minimum required distribution’ means the minimum 
amount required to be distributed during a taxable year under 
section 401(aX9), 403(b\10), 408(aX(6), 408(bX3), or 457(dX2), as the 
case may be, as determined under regulations prescribed by the 
Secretary. 

“(c) QUALIFIED RETIREMENT PLAN.—For purposes of this section, 
the term ‘qualified retirement plan’ means— 

“(1) a plan described in section 401(a) which includes a trust 
exempt from tax under section 501(a), 

“(2) an annuity plan described in section 403(a), 

“(3) an annuity contract described in section 403(b), 

“(4) an individual retirement account described in section 
408(a), or 
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ia an individual retirement annuity described in section 
Such term includes any plan, contract, account, or annuity which, at 
any time, has been determined by the Secretary to be such a plan, 
contract, account, or annuity. 

“(d) WAIVER OF Tax IN CERTAIN CasEs.—If the taxpayer estab- 
lishes to the satisfaction of the Secretary that— 

“(1) the shortfall described in subsection (a) in the amount 
distributed during any taxable year was due to reasonable 
error, and 

“(2) reasonable steps are being taken to remedy the shortfall, 

the Secretary may waive the tax imposed by subsection (a) for the 
taxable year.” 

(2) CLERICAL AMENDMENT.—The table of sections for chapter 
43 is amended by striking out the item relating to section 4974 
and inserting in lieu thereof the following: 

“Sec. 4974. ~_ tax on certain accumulations in qualified retirement 

plans. 

(b) UnirorM REQuIRED BEGINNING Date.—Subparagraph (C) of 
section 401(a\(9) (defining required beginning date) is amended to 
read as follows: 

“(C) REQUIRED BEGINNING DATE.—For pur of this 
paragraph, the term ‘required beginning date’ means April 
1 of the calendar year following the calendar year in which 
the employee attains age 701.’ 

(c) CONFORMING AMENDMENTS.— 

(1) Subparagraph (F) of section 402(a)(5) is amended to read as 
follows: 

“(F) TRANSFER TREATED AS ROLLOVER CONTRIBUTION UNDER 
SECTION 408.—For purposes of this title, a transfer described 
in subparagraph (A) to an eligible retirement plan de- 
scribed in subclause (I) or (II) of subparagraph (E)iv) shall 
be treated as a rollover contribution described in section 
408(d\(3).” 

(2) Clause (ii) of section 408(d)(3)(A) is amended by striking out 
the third and fourth parenthetical phrases. 

(d) EFFECTIVE DATEs.— 

(1) IN GENERAL.—Except as provided in this subsection, the 
amendments made by this section shall apply to years begin- 
ning after December 31, 1988. 

(2) SUBSECTION (c).—The amendments made by subsection (c) 
shall apply to years beginning after December 31, 1986. 

(3) COLLECTIVE BARGAINING AGREEMENTS.—In the case of a 
plan maintained pursuant to 1 or more collective bargaining 
agreements between employee representatives and 1 or more 
employers ratified before March 1, 1986, the amendments made 
by this section shall not apply to distributions to individuals 
covered by such agreements in plan years beginning before the 
earlier of— 

(A) the later of— 

(i) the date on which the last of such collective 
bargaining agreements terminates (determined without 
regard to any extension thereof after February 28, 
1986), or 

(ii) January 1, 1989, or 

(B) January 1, 1991. 
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(4) TRANSITION RULES.— 

(A) The amendments made by subsections (a) and (b) shall 
not apply with respect to any benefits with respect to which 
a designation is in effect under section 242(b)\(2) of the Tax 
Equity and Fiscal Responsibility Act of 1982. 

(B\i) Except as provided in clause (ii), the amendment 
made by subsection (b) shall not apply in the case of any 
—— who has attained age 70% before January 1, 
1988. 

(ii) Clause (i) shall not apply to any individual who is a 5- 
percent owner (as defined in section 416(i) of the Internal 
Revenue Code of 1986), at any time during— 

(I) the plan year ending with or within the calendar 
year in which such owner attains age 66%, and 
(II) any subsequent plan year. 


SEC. 1122. TAXATION OF DISTRIBUTIONS. 


(a) LIMITATIONS ON SPECIAL AVERAGING PROVISIONS.— 

(1) AVERAGING PROVISIONS LIMITED TO 1 LUMP SUM DISTRIBU- 
TION AFTER AGE 59'%2.—Subparagraph (B) of section 402(e)(4) 
(relating to election of lump sum treatment) is amended to read 
as follows: 

“(B) AVERAGING TO APPLY TO 1 LUMP SUM DISTRIBUTION 
AFTER AGE 59%. —Paragraph (1) shall apply to a lump sum 
distribution with respect to an employee under subpara- 
graph (A) only if— 

“(i) such amount is received on or after the taxpayer 
has attained age 59%, and 
“(ii) the taxpayer elects for the taxable year to have 
all such amounts received during such taxable year so 
treated. 
Not more than 1 election may be made under this subpara- 
graph by any taxpayer with respect to any employee. No 
election may be made under this subparagraph by any 
taxpayer other than an individual, an estate, or a trust. In 
the case of a lump sum distribution made with respect to an 
employee to 2 or more trusts, the election under this 
subparagraph shall be made by the personal representative 
of the taxpayer.” 

(2) 5-YEAR AVERAGING IN LIEU OF 10-YEAR AVERAGING.— 
Subparagraph (C) of section 402(e\(1) (relating to initial separate 
tax) is amended— 

(A) by striking out “10 times” and inserting in lieu 
thereof “5 times”, and 

(B) by striking out “one-tenth” and inserting in lieu 
thereof “¥%s5”’. 

(b) REPEAL OF CapiTaL GAINS TREATMENT.— 

Rs GENERAL.—The following provisions are hereby re- 
pealed: 

(A) Paragraph (2) of section 402(a) (relating to capital 
gains treatment for portion of lump sum distribution). 

(B) Paragraph (2) of section 403(a) (relating to capital 
gains treatment for certain distributions). 

(2) TECHNICAL AMENDMENTS.— 

(A) Clause (iii) of section 402(aX5\XD) is amended to read 
as follows: 
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“(iii) DENIAL OF 10-YEAR AVERAGING FOR SUBSEQUENT 
DISTRIBUTIONS.—If an election under clause (i) is made 
with respect to any partial distribution paid to any 
employee, paragraphs (1) and (3) of subsection (e) shail 
not apply to any distribution (paid after such partial 
distribution) of the balance to the credit of such em- 
ployee under the plan under which such partial dis- 
tribution was made (or under any other plan which, 
under subsection (e4XC), would be aggregated with 
such plan).” 

(B) Paragraph (1) of section 402(e) is amended— 

(i) by striking out subparagraph (B) and by re- 
designating subparagraphs (C), (D), and (E) as subpara- 
graphs (B), (C), and (D), respectively, and 

(ii) by striking out “The initial separate tax” in 
subparagraph (B) (as so redesignated) and inserting in 
lieu thereof “The amount of tax imposed by subpara- 
graph (A)”, and 

(iii) by striking out “INITIAL SEPARATE” in the head- 
ing of subparagraph (B) (as so redesignated) and insert- 
ing in lieu thereof “AMOUNT OF TAX”. 

(C) Paragraph (3) of section 402(e) is amended by striking 
out “the ordinary income portion” and inserting in lieu 
thereof “total taxable amount”’. 

(D) Paragraph (4) of section 402(e) is amended by striking 
out subparagraph (E). 

(E) Subparagraph (H) of section 402(e)4) is amended by 
striking out “(but not for purposes of subsection (a2) or 
section 403(a(2)A))”. 

(c) AMENDMENTS TO SECTION 72.— 

(1) REPEAL OF SPECIAL RULE FOR EMPLOYEES ANNUITIES.— 
Subsection (d) of section 72 (relating to employee’s annuities 
where employee’s contributions recoverable in 3 years) is 
hereby repealed. 

(2) AMOUNT EXCLUDED UNDER EXCLUSION RATIO LIMITED TO 
EMPLOYEE'S INVESTMENT IN THE CONTRACT.—Subsection (b) of 
section 72 (relating to exclusion ratio) is amended to read as 
follows: 

“(b) ExcLusion Ratio.— 

“(1) IN GENERAL.—Gross income does not include that part of 
any amount received as an annuity under an annuity, endow- 
ment, or life insurance contract which bears the same ratio to 
such amount as the investment in the contract (as of the 
annuity starting date) bears to the expected return under the 
contract (as of such date). 

“(2) EXCLUSION LIMITED TO INVESTMENT.—The portion of any 
amount received as an annuity which is excluded from gross 
income under paragraph (1) shall not exceed the unrecovered 
investment in the contract immediately before the receipt of 
such amount. 

“(3) DEDUCTION WHERE ANNUITY PAYMENTS CEASE BEFORE 
ENTIRE INVESTMENT RECOVERED.— 

“(A) IN GENERAL.—If— 

“(i) after the annuity starting date, payments as an 
annuity under the contract cease by reason of the 
death of an annuitant, and 
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“(ii) as of the date of such cessation, there is unre- 
covered investment in the contract, 
the amount of such unrecovered investment (in excess of 
any amount specified in subsection (e)5) which was not 
included in gross income) shall be allowed as a deduction to 
the annuitant for his last taxable year. 

“(B) PAYMENTS TO OTHER PERSONS.—In the case of any 
contract which provides for payments meeting the require- 
ments of subparagraphs (B) and (C) of subsection (c)(2), the 
deduction under subparagraph (A) shall be allowed to the 
person entitled to such payments for the taxable year in 
which such payments are received. 

“(C) NET OPERATING LOSS DEDUCTIONS PROVIDED.—For pur- 
poses of section 172, a deduction allowed under this para- 
graph shall be treated as if it were attributable to a trade or 
business of the taxpayer. 

“(4) UNRECOVERED INVESTMENT.—For purposes of this subsec- 
tion, the unrecovered investment in the contract as of any date 
is— 

“(A) the investment in the contract as of the annuity 
starting date, reduced by 

“(B) the aggregate amount received under the contract on 
or after such annuity starting date and before the date as of 
which the determination is being made, to the extent such 
amount was excludable from gross income under this sub- 
title.” 

(3) AMOUNTS NOT RECEIVED AS ANNUITIES ALLOCATED ON A PRO 
RATA BASIS.— 

(A) IN GENERAL.—Subsection (e) of section 72 is amended 
by adding at the end thereof the following new paragraphs: 

“(8) EXTENSION OF PARAGRAPH (2)(b) TO QUALIFIED PLANS.— 

“(A) IN GENERAL.—Notwithstanding any other provision 
of this subsection (other than paragraph (7)), in the case of 
any amount received before the annuity starting date from 
a trust or contract described in paragraph (5D), paragraph 
(2B) shall apply to such amounts. 

“(B) ALLOCATION OF AMOUNT RECEIVED.—For purposes of 
paragraph (2)(B), the amount allocated to the investment in 
the contract shall be the portion of the amount described in 
subparagraph (A) which bears the same ratio to such 
amount as the investment in the contract bears to the 
account balance. The determination under the preceding 
sentence shall be made as of the time of the distribution or 
at such other time as the Secretary may prescribe. 

“(C) TREATMENT OF FORFEITABLE RIGHTS.—If an employee 
does not have a nonforfeitable right to any amount under 
any trust or contract to which subparagraph (A) anplies, 
such amount shall not be treated as part of the account 
balance. 

“(D) INVESTMENT IN THE CONTRACT BEFORE 1987.—In the 
case of a plan which on May 5, 1986, permitted withdrawal 
of any employee contributions before separation from serv- 
ice, subparagraph (A) shall apply only to the extent that 
amounts received before the annuity starting date (when 
increased by amounts previously received under the con- 
tract after December 31, 1986) exceed the investment 1n the 
contract as of December 31, 1986. 
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“(9) TREATMENT OF EMPLOYEE CONTRIBUTIONS AS SEPARATE 
CONTRACT.—Any employee contributions (and any income 
allocable thereto) under a defined contribution plan shall be 
treated as a separate contract for purposes of this subsection.” 

(B) CONFORMING AMENDMENT.—Subparagraph (D) of sec- 
tion 72(eX5) is amended by striking out “paragraph (7) and 
inserting in lieu thereof “paragraphs (7) and (8)’. 

(d) BENEFICIARY OF QUALIFIED ANNUITIES TAXED ONLY WHEN 
Amounts ACTUALLY RECEIVED.— 

(1) Paragraph (1) of section 403(a) (relating to taxability of 
beneficiary under a qualified annuity plan) is amended to read 
as follows: 

“(1) DISTRIBUTEE TAXABLE UNDER SECTION 72.—If an annuity 
contract is purchased by an employer for an employee under a 
plan which meets the requirements of section 404(a\(2) (whether 
or not the employer deducts the amounts paid for the contract 
under such section), the amount actually distributed to any 
distributee under the contract shall be taxable to the distributee 
(in the year in which so distributed) under section 72 (relating to 
annuities).” 

(2) The second sentence of section 403(b\1) (relating to tax- 
ability of beneficiary under annuity purchased by section 
501(cX3) organization or public school) is amended to read as 
follows: “The amount actually distributed to any distributee 
under such contract shall be taxable to the distributee (in the 
year in which so distributed) under section 72 (relating to 
annuities).” 

(3) The last sentence of section 403(c) (relating to taxability of 
beneficiary under nonqualified annuities or under annuities 
purchased by exempt organizations) is amended to read as 
follows: “In the case of any portion of any contract which is 
attributable to premiums to which this subsection applies, the 
amount actually paid or made available under such contract to 
any beneficiary which is attributable to such premiums shall be 
taxable to the beneficiary (in the year in which so paid or made 
available) under section 72 (relating to annuities).” 

(e) SpecIAL RuLEs For ROLLOVER DistRiBUTIONS.— 

(1) PARTIAL ROLLOVERS.—Clause (i) of section 402(aX5XD) 
(relating to requirements for partial distributions) is amended 
to read as follows: 

“(j) REQUIREMENTS.—Subparagraph (A) shall apply to 
a partial distribution only if the employee elects to 
have subparagraph (A) apply to such distribution and 
such distribution would be a lump sum distribution if 
subsection (e)4A) were applied— 

“(D by substituting ‘50 percent of the balance to 
the credit of an employee’ for ‘the balance to the 
credit of an employee’, 

“(II) without regard to clause (ii) thereof, the 
second sentence thereof, and subparagraph (B) of 
subsection (e)(4). 

Any distribution described in section 401(aX28XBXii) 
shall be treated as meeting the requirements of this 
clause.” 

(2) EXTENSION OF ROLLOVER PERIOD FOR FROZEN DEPOSITS — 
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(A) IN GENERAL.—Section 402(aX6) (relating to special 
rollover rules) is amended by adding at the end thereof the 
following new subparagraph: 

“(H) SPECIAL RULE FOR FROZEN DEPOSITS.— 

“(i) IN GENERAL.—The 60-day period described in 
paragraph (5)(C) shall not— 

“(I) include any period during which the amount 
transferred to the employee is a frozen deposit, or 

“(ID end earlier than 10 days after such amount 
ceases to be a frozen deposit. 

“(ii) FROZEN DEPOSIT.—For purposes of this subpara- 
graph, the term ‘frozen deposit’ means any deposit 
which may not be withdrawn because of — 

“(I) the bankruptcy or insolvency of any finan- 
cial institution, or 

“(ID any requirement imposed by the State in 
which such institution is located by reason of the 
bankruptcy or insolvency (or threat thereof) of 1 or 
more financial institutions in such State.” 

(B) INDIVIDUAL RETIREMENT PLANS.—Section 408(d)3) 
(relating to rollover contribution) is amended by adding at 
the end thereof the following new subparagraph: 

“(F) FrozEN DEPOsITs.—For purposes of this paragraph, 
rules similar to the rules of section 402(a)(6)(H) (relating to 
frozen deposits) shall apply.” 

(g) Net UNREALIZED APPRECIATION.—Section 402(e4\J) (relating 
to unrealized appreciation of employer securities) is amended by 
adding at the end thereof the following new sentence: “To the extent 
provided by the Secretary, a taxpayer may elect before any distribu- 


tion not to have this paragraph apply with respect to such distribu- 
tion.” 


(h) EFFEcTIVE DATEs.— 

(1) IN GENERAL.—Except as otherwise provided in this subsec- 
tion, the amendments made by this section shall apply to 
amounts distributed after December 31, 1986, in taxable years 
ending after such date. 

(2) SUBSECTION (c).— 

(A) SuBsEcTION (cX1).—The amendment made by subsec- 
tion (c1) shall apply to individuals whose annuity starting 
date is after July 1, 1986. 

(B) SuBsEcTION (c\2).—The amendment made by subsec- 
tion (c(2) shall apply to individuals whose annuity starting 
date is after December 31, 1986. 

(C) SPECIAL RULE FOR AMOUNTS NOT RECEIVED AS ANNU- 
ITIES.—In the case of any plan not described in section 
72(e(8XD) of the Internal Revenue Code of 1986 (as added 
by subsection (c)(3)), the amendments made by subsection 
(cX3) shall apply to amounts received after July 1, 1986. 

(3) SPECIAL RULE FOR INDIVIDUALS WHO ATTAINED AGE 50 
BEFORE JANUARY 1, 1986.— 

(A) IN GENERAL.—In the case of a lump sum distribution 
to which this paragraph applies— 

(i) the existing capital gains provisions shall continue 
to apply, and 

(ii) the requirement of subparagraph (B) of section 
402(eX4) of the Internal Revenue Code of 1986 (as 
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amended by subsection (a)) that the distribution be 
received after attaining age 59’ shall not apply. 

(B) CoMPUTATION OF TAX.—If subparagraph (A) applies to 
any lump sum distribution of any taxpayer for any taxable 
year, the tax imposed by section 1 of the Internal Revenue 
Code of 1986 on such taxpayer for such taxable year shall 
be equal to the sum of— 

(i) the tax imposed by such section 1 on the taxable 
income of the taxpayer (reduced by the portion of such 
lump sum distribution to which clause (ii) applies), plus 

(ii) 20 percent of the portion of such lump sum dis- 
tribution to which the existing capital gains provisions 
continue to apply by reason of this paragraph. 

(C) LUMP SUM DISTRIBUTIONS TO WHICH PARAGRAPH AP- 
PLIES.—This paragraph shall apply to any lump sum dis- 
tribution if— 

(i) such lump sum distribution is received by an 
individual who has attained age 50 before January 1, 
1986, and 

(ii) the taxpayer makes an election under this para- 


graph. 
Not more than 1 election may be made under this para- 
graph with respect to an employee. An election under this 
subparagraph shall be treated as an election under section 
402(e)(4B) of such Code with respect to any other lump 
sum distribution. 
(4) 5-YEAR PHASE-OUT OF CAPITAL GAINS TREATMENT.— 
(A) Notwithstanding the amendment made by subsection 
(b), if the taxpayer elects the application of this paragraph 
with respect to any distribution after December 31, 1986, 
and before January 1, 1992, the phase-out percentage of the 
amount which would have been treated, without regard to 
this subparagraph, as long-term capital gain under the 
existing capital gains provisions shall be treated as long- 
term capital gain. 
(B) For purposes of this paragraph— 
In the case of distributions The phase-out 
during calendar year: percentage is: 
1987 100 


(C) No more than 1 election may be made under this 
paragraph with respect to an employee. An election under 
this paragraph shall be treated as an election under section 
402(e)(4\(B) of the Internal Revenue Code of 1986 with 
respect to any other lump sum distribution. 

(5) ELECTION OF 10-YEAR AVERAGING.—An individual who has 
attained age 50 before January 1, 1986, and elects the applica- 
tion of paragraph (3) or section 402(e\(1) of the Internal Revenue 
Code of 1986 (as amended by this Act) may elect to have such 
section applied by substituting “10 times” for ‘5 times” and 
“49” for “Ys” in subparagraph (B) thereof. For purposes of the 
preceding sentence, section 402(e\1) of such Code shall be ap- 
plied by using the rate of tax in effect under section 1 of the 
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Internal Revenue Code of 1954 for taxable years beginning 
during 1986. 

(6) EXISTING CAPITAL GAIN PROVISIONS.—For purposes of para- 
graphs (3) and (4), the term ‘existing capital gains provisions’ 
means the provisions of paragraph (2) of section 402(a) of the 
Internal Revenue Code of 1954 (as in effect on the day before the 
date of the enactment of this Act) and paragraph (2) of section 
403(a) of such Code (as so in effect). 

(7) SUBSECTION (d).—The amendments made by subsection (d) 
shall apply to taxable years beginning after December 31, 1985. 

(8) FROZEN DEPOSITS.—The amendments made by subsection 
(e2) shall apply to amounts transferred to an employee before, 
on, or after the date of the enactment of this Act, except that in 
the case of an amount transferred on or before such date, the 
60-day period referred to in section 402(aX5XC) of the Internal 
Revenue Code of 1986 shall not expire before the 60th day after 
the date of the enactment of this Act. 


SEC. 1123. UNIFORM ADDITIONAL TAX ON EARLY DISTRIBUTIONS FROM 
QUALIFIED RETIREMENT PLANS. 


(a) IN GENERAL.—Section 72 (relating to annuities; certain pro- 
ceeds of endowment and life insurance contracts) is amended by 
redesignating subsection (t) as subsection (u) and by inserting after 
subsection (s) the following new subsection: 

“(t) 10-PERCENT ADDITIONAL TAX ON EarLy DistrIBUTIONS FROM 
QUALIFIED RETIREMENT PLANS.— 

“(1) IMPOSITION OF ADDITIONAL TAX.—If any taxpayer receives 
any amount from a qualified retirement plan (as defined in 
section 4974(c)), the taxpayer’s tax under this chapter for the 
taxable year in which such amount is received shall be in- 
creased by an amount equal to 10 percent of the portion of such 
amount which is includible in gross income. 

“(2) SUBSECTION NOT TO APPLY TO CERTAIN DISTRIBUTIONS.— 
Except as provided in paragraphs (3) and (4), paragraph (1) shall 
not apply to any of the following distributions: 

“(A) IN GENERAL.—Distributions which are— 

“(i) made on or after the date on which the employee 
attains age 59%, 

“(ii) made to a beneficiary (or to the estate of the 
employee) on or after the death of the employee, 

(iii) attributable to the employee’s being disabled 
within the meaning of subsection (m)(7), 

“(iv) part of a series of substantially —_ periodic 
payments (not less frequently than annually) made for 
the life (or life expectancy) of the employee or the joint 
lives (or joint life expectancies) of such employee and 
his beneficiary, 

“(v) made to an employee after separation from serv- 
ice on account of early retirement under the plan after 
attainment of age 55, or 

“(vi) dividends paid with respect to stock of a corpora- 
tion which are described in section 404(k). 

“(B) MEDICAL EXPENSES.—Distributions made to the em- 
ployee (other than distributions described in subparagraph 
(A) or (C)) to the extent such distributions do not exceed the 
amount allowable as a deduction under section 213 to the 
employee for amounts paid during the taxable year for 
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medical care (determined without regard to whether the 
employee itemizes deductions for such taxable year). 

“(C) CERTAIN PLANS.— 

“(i) IN GENERAL.—Except as provided in clause (ii), 
any distribution made before January 1, 1990, to an 
employee from an employee stock ownership plan de- 
fined in section 4975(eX7) to the extent that, on aver- 
age, a majority of assets in the plan have been invested 
in employer securities (as defined in section 409(1)) for 
the 5-plan-year period preceding the plan year in which 
the distribution is made. 

“(ii) BENEFITS DISTRIBUTED MUST BE INVESTED IN EM- 
PLOYER SECURITIES FOR 5 YEARS.—Clause (i) shall not 
apply to any distribution which is attributable to assets 
which have not been invested in employer securities at 
all times during the period referred to in clause (i). 

“(D) PAYMENTS TO ALTERNATE PAYEES PURSUANT TO QUALI- 
FIED DOMESTIC RELATIONS ORDERS.—Any distribution to an 
alternate payee pursuant to a qualified domestic relations 
order (within the meaning of section 414(p)(1)). 

“(3) LIMITATIONS.— 

“(A) CERTAIN EXCEPTIONS NOT TO APPLY TO INDIVIDUAL 
RETIREMENT PLANS.—Subparagraphs (A)v), (B), and (C) of 
paragraph (2) shall not apply to distributions from an 
individual retirement plan. 

“(B) PERIODIC PAYMENTS UNDER QUALIFIED PLANS MUST 
BEGIN AFTER SEPARATION.—Paragraph (2A)iv) shall not 
apply to any amount paid from a trust described in section 
401(a) which is exempt from tax under section 501(a) or 
from a contract described in section 72(e5D\ii) unless the 
series of payments begins after the employee separates 
from service. 

“(4) CHANGE IN SUBSTANTIALLY EQUAL PAYMENTS.— 

“(A) IN GENERAL.—If— 

“(i) paragraph (1) does not apply to a distribution by 
reason of paragraph (2)A)iv), and 

“(ii) the series of payments under such paragraph are 
subsequently modified (other than by reason of death 
or disability)}— 

“(I) before the close of the 5-year period begin- 
ning with the date of the first payment and after 
the employee attains age 59%, or 

“(ID before the employee attains age 59%, 

the taxpayer’s tax for the lst taxable year in which such 
modification occurs shall be increased by an amount, deter- 
mined under regulations, equal to the tax which (but for 
paragraph (2)(AXiv)) would have been imposed, plus interest 
for the deferral period. 

“(B) DEFERRAL PERIOD.—For purposes of this paragraph, 
the term ‘deferral period’ means the period beginning with 
the taxable year in which (without regard to paragraph 
(2XAXiv)) the distribution would have been includible in 
gross income and ending with the taxable year in which the 
modification described in subparagraph (A) occurs. 

“(5) EMPLOYEE.—For purposes of this subsection, the term 
‘employee’ includes any participant, and in the case of an 
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individual retirement plan, the individual for whose benefit 
such plan was established.” 
(b) CONFORMING CHANGES TO TAX ON PREMATURE DISTRIBUTIONS 
oa ANNUITY CONTRACTS; EXCEPTION FOR QUALIFIED FUNDING 
SSETS.— 

(1) INCREASE IN RATE.—Section 72(q) is amended— 

(A) by striking out “5 percent” in paragraph (1) thereof 
and inserting in lieu thereof “10 percent”, and 

(B) by striking out “5-PERcENT’ in the heading thereof 
and inserting in lieu thereof “10-PERCENT’’. 

(2) PERIODIC PAYMENTS.—Subparagraph (D) of section 72(q)(2) 
is amended to read as follows: 

“(D) which is a part of a series of substantially equal 
periodic payments (not less frequently than annually) made 
for the life (or life expectancy) of the taxpayer or the joint 
lives (or joint life expectancies) of such taxpayer and his 
beneficiary.” 

(3) ADDITIONAL TAX.—Section 72(q) is amended by adding at 
the end thereof the following new paragraph: 

“(3) CHANGE IN SUBSTANTIALLY EQUAL PAYMENTS.—If— 

“(A) paragraph (1) does not apply to a distribution by 
reason of paragraph (2)(D), and 

“(B) the series of payments under such paragraph are 
subsequently modified (other than by reason of death or 
disability)— 

“(i) before the close of the 5-year period beginning on 
the date of the first payment and after the employee 
attains age 59%, or 

“Gi before the employee attains age 59%, 

the taxpayer’s tax for the lst taxable year in which such 
modification occurs shall be increased by an amount, deter 
mined under regulations, equal to the tax which (but for para 
graph (2D)) would have been imposed, plus interest for the 
deferral period (within the meaning of subsection (t)4)(B)).” 

(3) Paragraph (2) of section 72(q) is amended by striking out 
“This subsection” and inserting in lieu thereof “Paragraph (1)”. 

(4) Section T2qy2), as amended by this Act, is amended by 
striking out “or” at the end of subparagraph (G), by striking out 
the period at the end of subparagraph (H), and by adding at the 
end thereof the following new subparagraphs: 

“() under an immediate annuity contract (within the 
meaning of section 72(u)(4)), or 

“(J) which is purchased by an employer upon the termi- 
nation of a plan described in section 401(a) or 403(a) and 
which is held by the employer until such time as the 
employee separates from service. 

(c) AMENDMENTS TO SECTION 403(b).— 

(1) IN GENERAL.—Subsection (b) of section 403 (relating to 
taxability of beneficiary under annuity purchased by section 
501(cX3) organization or public school) is amended by adding at 
the end thereof the following new paragraph: 

“(11) REQUIREMENT THAT DISTRIBUTIONS NOT BEGIN BEFORE AGE 
5912, SEPARATION FROM SERVICE, DEATH, OR DISABILITY.—This 
subsection shall not apply to any annuity contract unless under 
such contract distributions attributable to contributions made 
pursuant to a salary reduction agreement (within the meaning 
of section 402(g3)\(C)) may be paid only— 
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“(A) when the employee attains age 59%, separates from 
service, dies, or becomes disabled (within the meaning of 
section 72(m\7)), or 

“(B) in the case of hardship. 

Such contract may not provide for the distribution of any 
income attributable to such contributions in the case of 
hardship.” 

(2) CusToDIAL ACcoUNTS.—Clause (ii) of section 403(b\7) (relat- 
ing to amounts treated as contributions) is amended by insert- 
ing “in the case of contributions made pursuant to a salary 
reduction agreement (within the meaning of section 
3121(aX1XD)),” before “encounters”. 

(d) TECHNICAL AMENDMENTS.— 
P ho Subparagraph (A) of section 72(m)(5) is amended to read as 
ollows: 

“(A) This paragraph applies to amounts which are re- 
ceived from a qualified trust described in section 401(a) or 
under a plan described in section 403(a) at any time by an 
individual who is, or has been, a 5-percent owner, or by a 
successor of such an individual, but only to the extent such 
amounts are determined, under regulations prescribed b 
the Secretary, to exceed the benefits provided for suc 
individual under the plan formula.” 

(2) Subsection (f) of section 408 is hereby repealed. 

(e) EFFECTIVE DaTE.— 

(1) IN GENERAL.—Except as otherwise provided in this subsec- 
tion, the amendments made by this section shall apply to 
taxable years beginning after December 31, 1986. 

(2) SUBSECTION (c).—The amendments made by subsection (c) 
shall apply to taxable years beginning after December 31, 1988. 

(3) EXCEPTION WHERE DISTRIBUTION COMMENCES.—The amend- 
ments made by this section shall not apply to distributions to 
any employee from a plan maintained by any employer if— 

A) as of March 1, 1986, the employee separated from 
service with the employer, 

(B) as of March 1, 1986, the accrued benefit of the em- 
ployee was in pay status pursuant to a written election 
providing a specific schedule for the distribution of the 
entire accrued benefit of the employee, and 

(C) such distribution is made pursuant to such written 
election. 

(4) TRANSITION RULE.—The amendments made by this section 
shall not apply with respect to any benefits with respect to 
which a designation is in effect under section 242(b\(2) of the 
Tax Equity and Fiscal Responsibility Act of 1982. 


SEC. 1124. ELECTION TO TREAT CERTAIN LUMP SUM DISTRIBUTIONS RE- 
CEIVED DURING 1987 AS RECEIVED DURING 1986. 


(a) IN GENERAL.—If an employee separates from service during 
1986 and receives a lump sum distribution (within the meaning of 
section 402(e4A) of such Code) after December 31, 1986, and before 
March 16, 1987, on account of such separation from service, then, for 
purposes of the Internal Revenue Code of 1986, such employee may 
elect to treat such lump sum distribution as if it were received when 
such employee separated from service. 

(b) SpectiAL RULE ror TERMINATED PLAN.—In the case of an em- 
ployee who receives a distribution from a terminated plan which 
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was maintained by a corporation organized under the laws of the 
State of Nevada, the principal place of business of which is Denver, 
Colorado, and which filed for relief from creditors under the United 
States Bankruptcy Code on August 28, 1986, the employee may treat 
a lump sum distribution received from such plan before June 30, 
1987, as if it were received in 1986. 


PART IV—MISCELLANEOUS PROVISIONS 


SEC. 1131. ADJUSTMENTS TO SECTION 404 LIMITATIONS. 


(a) ELIMINATION OF Limit CARRYFORWARD OF _ SECTION 
404(aX3)A).—Subparagraph (A) of section 404(a)(3) (relating to limits 
on deductible contributions to stock bonus and profit-sharing trusts) 
is amended to read as follows: 

“(A) LIMITS ON DEDUCTIBLE CONTRIBUTIONS.— 

“(i) IN GENERAL.—In the taxable year when paid, if 
the contributions are paid into a stock bonus or profit- 
sharing trust, and if such taxable year ends within or 
with a taxable year of the trust with respect to which 
the trust is exempt under section 501(a), in an amount 
not in excess of 15 percent of the compensation other- 
wise paid or accrued during the taxable year to the 
a under the stock bonus or profit-sharing 
plan. 

“(ii) CARRYOVER OF EXCESS CONTRIBUTIONS.—Any 
amount paid into the trust in any taxable year in 
excess of the limitation of clause (i) (or the correspond- 
ing provision of prior law) shall be deductible in the 
succeeding taxable years in order of time, but the 
amount so deductible under this clause in any 1 such 
succeeding taxable year together with the amount 
allowable under clause (i) shall not exceed 15 percent of 
the compensation otherwise paid or accrued during 
such taxable year to the beneficiaries under the plan. 

“(iii) CERTAIN RETIREMENT PLANS EXCLUDED.—For 
purposes of this subparagraph, the term ‘stock bonus or 
profit-sharing trust’ shall not include any trust de- 
signed to provide benefits upon retirement and cover- 
ing a period of years, if under the plan the amounts to 
be contributed by the employer can be determined 
actuarially as provided in paragraph (1). 

“(iv) 2 OR MORE TRUSTS TREATED AS 1 TRUST.—If the 
contributions are made to 2 or more stock bonus or 
profit-sharing trusts, such trusts shall be considered a 
single trust for purposes of applying the limitations in 
this subparagraph. 

“(v) PRE-87 LIMITATION CARRYFORWARDS.— 

“(I IN GENERAL.—The limitation of clause (i) for 
any taxable year shall be increased by the unused 
pre-87 limitation carryforwards (but not to an 
amount in excess of 25 percent of the compensation 
described in clause (i)). 

“(ID UNUSED PRE-87 LIMITATION CARRYFOR- 
WARDs.—For purposes of subclause (I), the term 
‘unused pre-87 limitation carryforwards’ means 
the amount by which the limitation of the first 
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sentence of this subparagraph (as in effect on the 
day before the date of the enactment of the Tax 
Reform Act of 1986) for any taxable year beginning 
before January 1, 1987, exceeded the amount paid 
to the trust for such taxable year (to the extent 
such excess was not taken into account in prior 
taxable years).” 

(b) ComBINED Limit To AppLy TO COMBINATIONS OF DEFINED Con- 
TRIBUTION PLANS AND DEFINED BENEFIT PLANS.—Paragraph (7) of 
section 404(a) is amended to read as follows: 

“(7) LIMITATION ON DEDUCTIONS WHERE COMBINATION OF DE- 
FINED CONTRIBUTION PLAN AND DEFINED BENEFIT PLAN.— 

“(A) IN GENERAL.—If amounts are deductible under the 
foregoing provisions of this subsection (other than para- 
graph (5)) in connection with 1 or more defined contribution 
plans and 1 or more defined benefit plans, the total amount 
deductible in a taxable year under such plans shall not 
exceed the greater of— 

“(i) 25 percent of the compensation otherwise paid or 
accrued during the taxable year to the beneficiaries 
under such plans, or 

“(ii) the amount of contributions made to or under 
the defined benefit plans to the extent such contri- 
butions do not exceed the amount of employer 
contributions necessary to satisfy the minimum fund- 
ing standard provided by section 412 with respect to 
any such defined benefit plans for the plan year which 
ends with or within such taxable year (or for any prior 
plan year). 

A defined contribution plan which is a pension plan shall 
not be treated as failing to provide definitely determinable 
benefits merely by limiting employer contributions to 
amounts deductible under this section. 

“(B) CARRYOVER OF CONTRIBUTIONS IN EXCESS OF THE 
DEDUCTIBLE LIMIT.—Any amount paid under the plans in 
any taxable year in excess of the limitation of subpara- 
graph (A) shall be deductible in the succeeding taxable 
years in order of time, but the amount so deductible under 
this subparagraph in any 1 such succeeding taxable year 
together with the amount allowable under subparagraph 
(A) shall not exceed 25 percent of the compensation other- 
wise paid or accrued during such taxable year to the bene- 
ficiaries under the plans. 

“(C) PARAGRAPH NOT TO APPLY IN CERTAIN CASES.—This 
paragraph shall not have the effect of reducing the amount 
otherwise deductible under paragraphs (1), (2), and (3), if no 
employee is a beneficiary under more than 1 trust or under 
a trust and an annuity plan. 

“(D) SECTION 412(i) PLANS.—For purposes of this para- 
graph, any plan described in section 412(i) shall be treated 
as a defined: benefit plan.” 

(c) Excise Tax ON NONDEDUCTIBLE CONTRIBUTIONS TO QUALIFIED 
EMPLOYER PLANS.— 

(1) IN GENERAL.—Chapter 43 (relating to qualified pension, 
etc., plans) is amended by inserting after section 4971 the 
following new section: 





100 STAT. 2478 PUBLIC LAW 99-514—OCT. 22, 1986 


“SEC. 4972. TAX ON NONDEDUCTIBLE CONTRIBUTIONS TO QUALIFIED 
EMPLOYER PLANS. 


“(a) Tax Imposep.—In the case of any qualified employer plan, 
there is hereby imposed a tax equal to 10 percent of the nondeduct- 
ible contributions under the plan (determined as of the close of the 
taxable year of the employer). 

“(b) EMPLOYER LIABLE FOR Tax.—The tax imposed by this section 
shall be paid by the employer making the contributions. 

“(c) NONDEDUCTIBLE CONTRIBUTIONS.—For purposes of this section, 
the term ‘nondeductible contributions’ means, with respect to any 
qualified employer plan, the sum of— 

“(1) the excess (if any) of— 

“(A) the amount contributed for the taxable year by the 
employer to or under such plan, over 

“(B) the amount allowable as a deduction under section 
404 for such contributions, and 

“(2) the amount determined under this subsection for the 
preceding taxable year reduced by the sum of— 

“(A) the portion of the amount so determined returned to 
the employer during the taxable year, and 

“(B) the portion of the amount so determined deductible 
under section 404 for the taxable year. 

“(d) DEFINITIONS.—For purposes of this section— 

“(1) QUALIFIED EMPLOYER PLAN.—The term ‘qualified em- 
ployer plan’ means— 

“(A) any plan meeting the requirements of section 401(a) 
ae includes a trust exempt from the tax under section 

l(a), 

“(B) an annuity plan described in section 403(a), and 

“(C) any simplified employee pension (within the mean- 
ing of section 408(k)). 

“(2) EMPLOYER.—In the case of a plan which provides con- 
tributions or benefits for employees some or all of whom are 
self-employed individuals within the meaning of section 
401(cX1), the term ‘employer’ means the person treated as the 
employer under section 401(c)(4).” 

(2) CLERICAL AMENDMENT.—The table of sections for chapter 
43 is amended by inserting after the item relating to section 
4971 the following item: 


“Sec. 4972. ee! on ,,nondeductible contributions to qualified employer 
plans. 
(d) ErrectiveE Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


SEC. 1132. EXCISE TAX ON REVERSION OF QUALIFIED PLAN ASSETS TO 
EMPLOYER. 


(a) GENERAL RULE.—Chapter 43 (relating to qualified pension, etc., 


plans) is amended by adding at the end thereof the following new 
section: 


“SEC. 4980. TAX ON REVERSION OF QUALIFIED PLAN ASSETS TO 
EMPLOYER. 


“(a) ImposiTION OF Tax.—There is hereby imposed a tax of 10 
— of the amount of any employer reversion from a qualified 
plan. 
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“(b) LiaBitiry For TAx.—The tax imposed by subsection (a) shall 
be paid by the employer maintaining the plan. 

‘“(c) DEFINITIONS AND SpeciAL Ru.es.—For purposes of this 
section— 

“(1) QUALIFIED PLAN.—The term ‘qualified plan’ means any 
_ meeting the requirements of section 401(a) or 403(a), other 
than— 

“(A) a plan maintained by an employer if such employer 
has, at all times, been exempt from tax under this subtitle, 
or 

“(B) a governmental plan (within the meaning of section 
414(d)). 

Such term shall include any plan which, at any time, has been 
determined by the Secretary to be a qualified plan. 

“(2) EMPLOYER REVERSION.— 

“(A) IN GENERAL.—The term ‘employer reversion’ means 
the amount of cash and the fair market value of other 
property received (directly or indirectly) by an employer 
from the qualified plan. 

“(B) ExcepTiIONs.—The term ‘employer reversion’ shall 
not include— 

“(i) except as provided in regulations, any amount 
distributed to or on behalf of any employee (or his 
beneficiaries) if such amount could have been so 
distributed before termination of such plan without 
violating any provision of section 401, or 

“(ii) any distribution to the employer which is allow- 
able under section 401(aX2)— 

“(I) in the case of a multiemployer plan, by 
reason of mistakes of law or fact or the return of 
any withdrawal liability payment, 

“(II in the case of a plan other than a multiem- 
ployer plan, by reason of mistake of fact, or 

“(III) in the case of any plan, by reason of the 
failure of the plan to initially qualify or the failure 
of contributions to be deductible. 

“(3) EXCEPTION FOR EMPLOYEE STOCK OWNERSHIP PLANS.— 

“(A) IN GENERAL.—If, upon an employer reversion from a 
qualified plan, any applicable amount is transferred from 
such plan to an employee stock ownership plan described in 
section 4975(eX7), such amount shall not be treated as an 
employer reversion for purposes of this section (or includ- 
ible in the gross income of the employer) if— 

“(i) the requirements of subparagraphs (B), (C), and 
(D) are met, and 

“(ii) under the plan, employer securities to which 
subparagraph (B) applies must remain in the plan until 
distribution to participants in accordance with the 
provisions of such plan. 

“(B) INVESTMENT IN EMPLOYER SECURITIES.—The require- 
ments of this subparagraph are met if, within 90 days after 
the transfer (or such longer period as the Secretary may 
prescribe), the amount transferred is invested in employer 
securities (as defined in section 409(1)) or used to repay 
loans used to purchase such securities. 

“(C) ALLOCATION REQUIREMENTS.—The requirements of 
this subparagraph are met if the portion of the amount 
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transferred which is not allocated (by reason of the limita- 
tions of section 415) under the plan to accounts of partici- 
pants in the plan year in which the transfer occurs— 
“(i) is credited to a suspense account and allocated 
from such account to accounts of participants no less 
rapidly than ratably over a period not to exceed 7 
years, and 
“(ii) when allocated to accounts of participants under 
the plan, is treated as an employer contribution for 
purposes of section 415(c), except that— 

“(I the annual addition (as determined under 
section 415(c)) attributable to each such allocation 
shall not exceed the value of such securities as of 
the time such securities were credited to such sus- 
pense account, and 

“(ID no additional employer contributions shall 
be permitted to an employee stock ownership plan 
described in subparagraph (A) of the employer 
before the allocation of such amount. 

“(D) ParTicipANTs.—The requirements of this subpara- 
graph are met if at least half of the participants in the 
qualified plan are participants in the employee stock 
ownership plan (as of the close of the lst plan year for 
which an allocation of the securities is required). 

“(E) APPLICABLE AMOUNT.—For purposes of this para- 
graph, the term ‘applicable amount’ means any amount 
which— 

“(i) is transferred after March 31, 1985, and before 
January 1, 1989, or 
“(ii) is transferred after December 31, 1988, pursuant 
to a termination which occurs after March 31, 1985, 
and before January 1, 1989.” 
(b) CLERICAL AMENDMENT.—The table of sections for chapter 43 is 
amended by adding at the end thereof the following new item: 
“Sec. 4980. Tax on reversion of qualified plan assets to employer.” 
(c) EFFECTIVE DATE.— 
(1) IN GENERAL.—The amendments made by this section shall 
apply to reversions occurring after December 31, 1985. 
(2) EXCEPTION WHERE TERMINATION DATE OCCURRED BEFORE 
JANUARY 1, 1986.— 

(A) IN GENERAL.—Except as provided in subparagraph (B), 
the amendments made by this section shall not apply to any 
reversion after December 31, 1985, which occurs pursuant 
to a plan termination where the termination date is before 
January 1, 1986. 

(B) ELECTION TO HAVE AMENDMENTS APPLY.—A corpora- 
tion may elect to have the amendments made by this 
section apply to any reversion after 1985 pursuant to a plan 
termination occurring before 1986 if such corporation was 
incorporated in the State of Delaware in March, 1978, and 
became a parent corporation of the consolidated group on 
September 19, 1978, pursuant to a merger agreement 
recorded in the State of Nevada on November 19, 1978. 

(3) TERMINATION DATE.—For purposes of paragraph (2), the 
term “termination date” is the date of the termination (within 
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the meaning of section 411(d\3) of the Internal Revenue Code of 
1986) of the plan. 
(4) TRANSITION RULE FOR CERTAIN TERMINATIONS.— 

(A) IN GENERAL.—In the case of a taxpayer to which this 
paragraph applies, the amendments made by this section 
shall not apply to any termination occurring before the 
ye which is 1 year after the date of the enactment of this 

ct. 

(B) TAXPAYERS TO WHOM PARAGRAPH APPLIES.—This para- 
graph shall apply to— 

(i) a corporation incorporated on June 13, 1917, which 
-_ its principal place of business in Bartlesville, Okla- 

oma, 

(ii) a corporation incorporated on January 17, 1917, 
which is located in Coatesville, Pennsylvania, 

(iii) a corporation incorporated on January 23, 1928, 
which has its principal place of business in New York, 
New York, 

(iv) a corporation incorporated on April 23, 1956, 
which has its principal place of business in Dallas, 
Texas, and 

(v) a corporation incorporated in the State of Nevada, 
the principal place of business of which is in Denver, 
Colorado, and which filed for relief from creditors 
under the United States Bankruptcy Code on Au- 
gust 28, 1986. 


SEC. 1133. TAX ON EXCESS DISTRIBUTIONS. 


(a) GENERAL RuULE.—Chapter 43 (relating to tax on pension, etc., 
plans) is amended by adding at the end thereof the following new 
section: 


“SEC. 4981A. TAX ON EXCESS DISTRIBUTIONS FROM QUALIFIED RETIRE- 
MENT PLANS. 


“(a) GENERAL RuLE.—There is hereby imposed a tax equal to 15 
percent of the excess distributions with respect to any individual 
during any calendar year. 

“(b) LiaBILity For Tax.—The individual with respect to whom the 
excess distributions are made shall be liable for the tax imposed by 
subsection (a). The amount of the tax imposed by subsection (a) shall 
be reduced by the amount (if any) of the tax imposed by section 72(t) 
to the extent attributable to such excess distributions. 

“(c) Excess Distr1BUTIONS.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘excess distributions’ means the 
aggregate amount of the retirement distributions with respect 
to any individual during any calendar year to the extent such 
amount exceeds $112,500 (adjusted at the same time and in the 
same manner as under section 415(d)). 

“(2) EXCLUSION OF CERTAIN DISTRIBUTIONS.—The following dis- 
tributions shall not be taken into account under paragraph (1): 

“(A) Any retirement distribution with respect to an 
individual made after the death of such individual. 

“(B) Any retirement distribution with respect to an 
individual payable to an alternate payee pursuant to a 
qualified domestic relations order (within the meaning of 
section 414(p)) if includible in income of the alternate 
payee. 
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“(C) Any retirement distribution with respect to an 
individual which is attributable to the employee’s invest- 
ment in the contract (as defined in section 72(f)). 

“(D) Any retirement distribution to the extent not in- 
cluded in gross income by reason of a rollover contribution. 

Any distribution described in subparagraph (B) shall be treated 
as a retirement distribution to the person to whom paid for 
purposes of this section. 

“(3) AGGREGATION OF PAYMENTS.—If retirement distributions 
with respect to any individual during any calendar year are 
received by the individual and 1 or more other persons, all such 
distributions shall be aggregated for purposes of determining 
the amount of the excess distributions for the calendar year. 

“(4) SPECIAL RULE WHERE TAXPAYER ELECTS INCOME AVERAG- 
inG.—If the retirement distributions with respect to any 
individual during any calendar year include a lump sum dis- 
tribution to which an election under section 402(e)4\B) 
applies— 

“(A) paragraph (1) shall be applied separately with 
respect to such lump sum distribution and other retirement 
distributions, and 

“(B) the limitation under paragraph (1) with respect to 
such lump sum distribution shall be equal to 5 times the 
amount of such limitation determined without regard to 
this subparagraph. 

“(5) SPECIAL RULE FOR ACCRUED BENEFITS AS OF AUGUST 1, 
1986.— 

“(A) IN GENERAL.—If the employee elects on a return filed 
for a taxable year ending before January 1, 1989 to have 
this paragraph apply, the portion of any retirement dis- 
tribution which is attributable (as determined under rules 
prescribed by the Secretary) to the accrued benefit of an 
employee as of August 1, 1986, shall be taken into account 
for purposes of paragraph (1), but no tax shall be imposed 
under this section with respect to such portion of such 
distribution. 

“(B) Limrration.—An employee may not make an elec- 
tion under subparagraph (A) unless the accrued benefit of 
such employee as of August 1, 1986, exceeds $562,500. 

“(C) TAXPAYER NOT MAKING ELECTION.—If an employee 
does not elect the application of this paragraph, paragraph 
(1) shall be applied by substituting $150,000 for such dollar 
limitation unless such dollar limitation is greater than 
$150,000. 

“(d) IncrEAsE IN Estate Tax 1F INDIVIDUAL Dies WitH Excess 
ACCUMULATION.— 

“(1) IN GENERAL.—The tax imposed by chapter 11 with respect 
to the estate of any individual shall be increased by an amount 
equal to 15 percent of the individual’s excess retirement 
accumulation. 

“(2) No CREDIT ALLOWABLE.—No credit shall be allowable 
under section 2010 with respect to any portion of the tax 
imposed by chapter 11 attributable to the increase under para- 
graph (1). 

“(3) EXCESS RETIREMENT ACCUMULATION.—For purposes of 
paragraph (1), the term ‘excess retirement accumulation’ means 
the excess (if any) of— 
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“(A) the value of the individual’s interests in qualified 
employer plans and individual retirement plans as of the 
date of the decedent’s death (or, in the case of an election 
under section 2032, the applicable valuation date prescribed 
by such section), over 

“(B) the present value (as determined under rules pre- 
scribed by the Secretary as of the valuation date prescribed 
in subparagraph (A)) of an annuity for a term certain— 

‘@ with annual payments equal to the limitation of 
subsection (c) (as in effect for the year in which the 
death occurs), and 

“(ii) payable for a period equal to the life expectancy 
of the individual immediately before his death. 

“(e) RETIREMENT DISTRIBUTIONS.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘retirement distribution’ means, 
with respect to any individual, the amount distributed during 
the taxable year under— 

“(A) any qualified employer plan with respect to which 
such individual is or was the employee, and 

“(B) any individual retirement plan. 

“(2) QUALIFIED EMPLOYER PLAN.—The term ‘qualified em- 
ployer plan’ means— 

“(A) any plan described in section 401(a) which includes a 
trust exempt from tax under section 501(a), 

“(B) an annuity plan described in section 403(a), or 

“(C) an annuity contract described in section 403(b). 

Such term includes any mae or contract which, at any time, has 
been determined by the Secretary to be such a plan or 
contract.” 

(b) CLERICAL AMENDMENT.—The table of sections for chapter 43 is 
amended by adding at the end thereof the following new item: 

“Sec. 4981A. Tax on excess distributions from qualified retirement plans.” 

(c) ErrectivE Dates.— 

(1) IN GENERAL.—Except as provided in this subsection, the 
amendments made by this section shall apply to distributions 
made after December 31, 1986. 

(2) Estate Tax.—Section 4981A(d) of the Internal Revenue 
Code of 1986 (as added by subsection (a)) shall apply to the 
estates of decedents dying after December 31, 1986. 

(3) PLAN TERMINATIONS BEFORE 1987.—The amendments made 
by this section shall not apply to distributions before January 1, 
1988, which are made on account of the termination of a 

ualified employer plan if such termination occurred before 
anuary 1, 1987. 


SEC. 1134. TREATMENT OF LOANS. 


(a) $50,000 LimrraTion REDUCED BY BALANCE OF CERTAIN PRECED- 
inG Loans.—Clause (i) of section 72(pX2MA) (relating to exceptions 
for certain loans) is amended to read as follows: 

“(i) $50,000, reduced by the excess (if any) of— 

“() the highest outstanding balance of loans 
from the plan during the 1-year period ending on 
the day before the date on which such loan was 
made, over 

“(II) the outstanding balance of loans from the 
plan on the date on which such loan was made, or”. 
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(b) LeveL AMORTIZATION OF LOAN REQUIRED.—Paragraph (2) of 
section 72(p) is amended by redesignating subparagraph (C) as 
subparagraph (D) and inserting after subparagraph (B) the following 
new subparagraph: 

“(C) REQUIREMENT OF LEVEL AMORTIZATION.—Except as 
provided in regulations, this paragraph shall not apply to 
any loan unless substantially level amortization of such 
loan (with payments not less frequently than quarterly) is 
required over the term of the loan.” 

(c) DENIAL OF INTEREST DEDUCTION IN CERTAIN CasEs.—Subsection 
(p) of section 72 is amended by redesignating paragraphs (3) and (4) 
as paragraphs (4) and (5), respectively and by inserting after para- 
graph (2) the following new paragraph: 

“(3) DENIAL OF INTEREST DEDUCTIONS IN CERTAIN CASES.— 

“(A) IN GENERAL.—No deduction otherwise allowable 
under this chapter shall be allowed under this chapter for 
any interest paid or accrued on any loan described in 
subparagraph (B). 

“(B) LOANS TO WHICH SUBPARAGRAPH (A) APPLIES.— 

For purposes of subparagraph (A), a loan is described in this 
subparagraph— 

“(i) if paragraph (1) does not apply to such loan by 
reason of paragraph (2), and 

“Gi) if— 

“(I) such loan is made to a key employee (as 
defined in section 416(i)), or 

“(I such loan is secured by amounts attrib- 
utable to elective 401(k) or 403(b) deferrals (as de- 
fined in section 402(g\3)).” 

(d) ExcEPTION FOR HoME LOANS LIMITED TO ACQUISITION OF PRIN- 
CIPAL RESIDENCE.—Clause (ii) of section 72(pX2\B) is amended to 
read as follows: 

“(ii) EXCEPTION FOR HOME LOANS.—Clause (i) shall not 
apply to any loan used to acquire any dwelling unit 
which within a reasonable time is to be used (deter- 
mined at the time the loan is made) as the principal 
residence of the participant.” 

(e) ErrectivE Date.—The amendments made by this section shall 
apply to loans made, renewed, renegotiated, modified, or extended 
after December 31, 1986. 


SEC. 1135. DEFERRED ANNUITIES AVAILABLE ONLY TO NATURAL 
PERSONS. 


(a) GENERAL Rute.—Section 72, as amended by section 1223, is 
amended by redesignating subsection (u) as subsection (v) and by 
inserting after subsection (t) the following new subsection: 

“(u) TREATMENT OF ANNUITY Contracts Not HELD By NATURAL 
PERSONS.— 

“(1) IN GENERAL.—If any annuity contract is held by a person 
who is not a natural person— 
“(A) such contract shall not be treated as an annuity 
contract for purposes of this subtitle, and 
“(B) the income on the contract for any taxable year of 
the policyholder shall be treated as ordinary income re- 
ceived or accrued by the owner during such taxable year. 
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For purposes of this paragraph, holding by a trust or other 
entity as an agent for a natural person shall not be taken into 
account. 


“(2) INCOME ON THE CONTRACT.— 

“(A) IN GENERAL.—For purposes of paragraph (1), the 
term ‘income on the contract’ means, with respect to any 
taxable year of the policyholder, the excess of— 

“(i) the sum of the net surrender value of the con- 
tract as of the close of the taxable year plus all distribu- 
tions under the contract received during the taxable 
year or any prior taxable year, reduced by 

“(ii) the sum of the amount of net premiums under 
the contract for the taxable year and prior taxable 
years and amounts includible in gross income for prior 
taxable years with respect to such contract under this 
subsection. 

Where necessary to prevent the avoidance of this subsec- 
tion, the Secretary may substitute ‘fair market value of the 
contract’ for ‘net surrender value of the contract’ each 
place it appears in the preceding sentence. 

“(B) NET PREMIUMS.—For purposes of this paragraph, the 
term ‘net premiums’ means the amount of premiums paid 
under the contract reduced by any policyholder dividends. 

“(3) ExcEPTIONS.—This subsection shall not apply to any 
annuity contract which— 

“(A) is acquired by the estate of a decedent by reason of 
the death of the decedent, 

“(B) is held under a plan described in section 401(a) or 
403(a), under a program described in section 403(b), or 
under an individual retirement plan, 

“(C) is a qualified funding asset (as defined in section 
130(d), but without regard to whether there is a qualified 
assignment), 

“(D) which is purchased by an employer upon the termi- 
nation of a plan described in section 401(a) or 403(a) and 
which is held by the employer until such time as the 
employee separates from service, or 

“(E) which is an immediate annuity. 

“(4) IMMEDIATE ANNUITY.—For purposes of this subsection, the 
term ‘immediate annuity’ means an annuity— 

“(A) which is purchased with a single premium or annu- 
ity consideration, and 

“(B) the annuity starting date (as defined in subsection 
(cX4)) of which commences no later than 1 year from the 
date of the purchase of the annuity.” 

(b) ErrectivE Date.—The amendment made by subsection (a) 
shall apply to contributions to annuity contracts after February 28, 
1986. 


SEC. 1136. PROFITS NOT REQUIRED FOR PROFIT-SHARING PLANS. 


(a) In GENERAL.—Subsection (a) of section 401, as amended by 
section 1112(b), is amended by inserting after paragraph (26) the 
following new paragraph: 

“(27) The determination of whether the plan under which any 
contributions are made is a profit-sharing plan shall be made 
without regard to current or accumulated profits of the 
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employer and without regard to whether the employer is a tax- 
exempt organization.” 

(b) CONFORMING AMENDMENTS.—Section 404(a\(2) and 818(a\3), as 
amended by this Act, are each amended by striking out ‘‘and (26)” 
and inserting in lieu thereof “(26), and (27)”. 

(c) EFFECTIVE DATE.—The amendment made by subsection (a) shall 
apply to years beginning after December 31, 1985. 


SEC. 1137. REQUIREMENT THAT COLLECTIVE BARGAINING AGREEMENTS 
BE BONA FIDE. 


Paragraph (46) of section 7701(a) (relating to determination of 
whether there is a collective bargaining agreement) is amended by 
adding at the end thereof the following new sentence: “An agree- 
ment shall not be treated as a collective bargaining agreement 
unless it is a bona fide agreement between bona fide employee 
representatives and 1 or more employers.” 


SEC. 1138. PENALTY ON UNDERPAYMENTS ATTRIBUTABLE TO OVER- 
STATEMENT OF PENSION LIABILITIES. 


(a) GENERAL RuLE.—Subchapter A of chapter 68 (relating to addi- 
tions to tax) is amended by inserting after section 6659 the following 
new section: 


“SEC. 6659A. ADDITION TO TAX IN CASE OF OVERSTATEMENTS OF PEN- 
SION LIABILITIES. 


“(a) ADDITION TO Tax.—In the case of an underpayment of the tax 
imposed by chapter 1 on any taxpayer for the taxable year which is 
attributable to an overstatement of pension liabilities, there shall be 
added to such tax an amount equal to the applicable percentage of 
the underpayment so attributable. 

“(b) APPLICABLE PERCENTAGE DEFINED.—For purposes of subsec- 
tion (a), the applicable percentage shall be determined under the 
following table: 

“If the valuation claimed is the 
following percent of the correct The applicable 
valuation— percentage is: 
150 percent or more but not more than 200 percent 10 
More than 200 percent but not more than 250 percent 20 
More than 250 percent 30. 


“(c) OVERSTATEMENT OF PENSION LIABILITIES.—For purposes of this 
section, there is an overstatement of pension liabilities if the actuar- 
ial determination of the liabilities taken into account for purposes of 
computing the deduction under paragraph (1) or (2) of section 404(a) 
— the amount determined to be the correct amount of such 
iability. 

“(d) UNDERPAYMENT Must BE at Least $1,000.—This section shall 
not apply if the underpayment for the taxable year attributable to 
valuation overstatements is less than $1,000. 

“(e) AUTHORITY To Walve.—The Secretary may waive all or any 
part of the addition to the tax provided by this section on a showing 
by the taxpayer that there was a reasonable basis for the valuation 
claimed on the return and that such claim was made in good faith.” 

(b) CLERICAL AMENDMENT.—The table of sections for subchapter A 
of chapter 68 is amended by inserting after the item relating to 
section 6659 the following new item: 


“Sec. 6659A. Addition to tax in case of overstatements of pension liabil- 
ities.” 
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(c) ErrectivE Date.—The amendment made by this section shall 
apply to overstatements made after the date of the enactment of this 
ct. 


SEC. 1139. INTEREST RATE ASSUMPTIONS. 


(a) IN GENERAL.—Subparagraph (B) of section 411(aXil) is 
amended to read as follows: 

“(B) DETERMINATION OF PRESENT VALUE.— 

“(i) IN GENERAL.—For purposes of subparagraph (A), 
the present value shall be calculated— 

“(D by using an interest rate no greater than the 
applicable interest rate if the vested accrued bene- 
fit (using such rate) is not in excess of $25,000, and 

“(ID by using an interest rate no greater than 
120 percent of the applicable interest rate if the 
vested accrued benefit exceeds $25,000 (as deter- 
mined under subclause (I). 

In no event shall the present value determined under 
subclause (II) be less than $25,000. 

“(ii) APPLICABLE INTEREST RATE.—For purposes of 
clause (i), the term ‘applicable interest rate’ means the 
interest rate which would be used (as of the date of the 
distribution) by the Pension Benefit Guaranty Corpora- 
tion for purposes of determining the present value of a 
lump sum distribution on plan termination.” 

(b) CONFORMING AMENDMENT.—Paragraph (3) of section 417(e) 
(relating to determination of present value) is amended to read as 
follows: 

“(3) DETERMINATION OF PRESENT VALUE.— 

“(A) IN GENERAL.—For purposes of paragraphs (1) and (2), 
the present value shall be calculated— 

“(i) by using an interest rate no greater than the 
applicable interest rate if the vested accrued benefit 
(using such rate) is not in excess of $25,000, and 

“(ii) by using an interest rate no greater than 120 
percent of the applicable interest rate if the vested 
accrued benefit exceeds $25,000 (as determined under 
clause (i)). 

In no event shall the present value determined under subclause 
(II) be less than $25,000. 

“(B) APPLICABLE INTEREST RATE.—For purposes of 
subparagraph (A), the term ‘applicable interest rate’ means 
the interest rate which would be used (as of the date of the 
distribution) by the Pension Benefit Guaranty Corporation 
for purposes of determining the present value of a lump 
sum distribution on plan termination.” 

(c) AMENDMENTS TO ERISA.— 

(1) IN GENERAL.—Paragraph (2) of section 203(e) of the Em- 
ployee Retirement Income Security Act of 1974 (29 U.S.C. 
1053(eX(2)) is amended to read as follows: 

“(2A) For purposes of paragraph (1), the present value shall 
be calculated— 

“(i) by using an interest rate no greater than the ap- 
plicable interest rate if the vested accrued benefit (using 
such rate) is not in excess of $25,000, and 
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“(ii) by using an interest rate no greater than 120 percent 
of the applicable interest rate if the vested accrued benefit 
exceeds $25,000 (as determined under clause (i)). 

In no event shall the present value determined under subclause 
(ID be less than $25,000. 

“(B) APPLICABLE INTEREST RATE.—For purposes of subpara- 
graph (A), the term ‘applicable interest rate’ means the interest 
rate which would be used (as of the date of the distribution) by 
the Pension Benefit Guaranty Corporation for purposes of deter- 
mining the present value of a lump sum distribution on plan 
termination. 

(2) CONFORMING AMENDMENT.—Paragraph (3) of section 205(g) 
of such Act (29 U.S.C. 1055(g\(3)) is amended to read as follows: 

“(8A) For purposes of paragraphs (1) and (2), the present 
value shall be calculated— 

“(i) by using an interest rate no greater than the ap- 
plicable interest rate if the vested accrued benefit (using 
such rate) is not in excess of $25,000, and 

“(ii) by using an interest rate no greater than 120 percent 
of the applicable interest rate if the vested accrued benefit 
exceeds $25,000 (as determined under clause (i)). 

In no event shall the present value determined under subclause 
(II) be less than $25,000. 

“(B) For purposes of subparagraph (A), the term ‘applicable in- 
terest rate’ means the interest rate which would be used (as of the 
date of the distribution) by the Pension Benefit Guaranty Corpora- 
tion for purposes of determining the present value of a lump sum 
distribution on plan termination.”. 

(d) ErrectIvE DaTE.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to distributions in plan years beginning after Decem- 
ber 31, 1984, except that such amendments shall not apply to 
any distributions in plan years beginning after December 31, 
1984, and before January 1, 1987, if such distributions were 
made in accordance with the requirements of the regulations 
issued under the Retirement Equity Act of 1984. 

(2) REDUCTION IN ACCRUED BENEFITS.— 

(A) IN GENERAL.—If a plan— 

(i) adopts a plan amendment before the close of the 
first plan year beginning on or before January 1, 1989, 
which provides for the calculation of the present value 
of the accrued benefits in the manner provided by the 
amendments made by this section, and 

(ii) the plan reduces the accrued benefits for any plan 
year to which such plan amendment applies in accord- 
ance with such plan amendment, 

such reduction shall not be treated as a violation of section 
411(dX6) of the Internal Revenue Code of 1986 or section 
204(g) of the Employee Retirement Income Security Act of 
1974 (29 U.S.C. 1054(g)). 

(B) SPECIAL RULE.—In the case of a plan maintained by a 
corporation incorporated on April 11, 1934, which is 
headquartered in Tarrant County, Texas— 

(i) such plan may be amended to remove the option of 
an employee to receive a lump sum distribution (within 
the meaning of section 402(e)(5) of such Code) if such 
amendment— 
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(I) is adopted within 1 year of the date of the 
enactment of this Act, and 

(II) is not effective until 2 years after the employ- 

ees are notified of such amendment, and 

(ii) the present value of any vested accrued benefit of 

such plan determined during the 3-year period begin- 

ning on the date of the enactment of this Act shall be 

determined under the applicable interest rate (within 

the meaning of section 411(aX11)\(BXii) of such Code), 

except that if such value (as so determined) exceeds 

$50,000, then the value of any excess over $50,000 shall 

be determined by using the interest rate specified in 
the plan as of August 16, 1986. 


SEC. 1140. PLAN AMENDMENTS NOT REQUIRED UNTIL JANUARY 1, 1989. 


(a) IN GENERAL.—If any amendment made by this subtitle or 
subtitle C requires an amendment to any plan, such plan amend- 
ment shall not be required to be made before the first plan year 
beginning on or after January 1, 1989, if— 

(1) during the period after such amendment takes effect and 
before such first plan year, the plan is operated in accordance 
with the requirements of such amendment or in accordance 
with an amendment prescribed by the Secretary and adopted by 
the plan, and 

(2) such plan amendment applies retroactively to the period 
after such amendment takes effect and such first plan year. 

A pension plan shall not be treated as failing to provide definitely 
determinable benefits or contributions, or to be operated in accord- 
ance with the provisions of the plan, merely because it operates in 
accordance with this provision. 

(b) MopEL AMENDMENT.— 

(1) SECRETARY TO PRESCRIBE AMENDMENT.—The Secretary of 
the Treasury or his delegate shall prescribe an amendment or 
amendments which allow a plan to meet the requirements of 
any amendment made by this subtitle or subtitle C— 

(A) which requires an amendment to such plan, and 
(B) is effective before the first plan year beginning after 
December 31, 1988. 

(2) ADOPTION BY PLAN.—If a plan adopts the amendment or 
amendments prescribed under paragraph (1) and operates in 
accordance with such amendment or amendments, such plan 
shall not be treated as failing to provide definitely determinable 
benefits or contributions or to be operated in accordance with 
the provisions of the plan. 

(c) SpeciAL RULE FOR COLLECTIVELY BARGAINED PLANs.—In the 
case of a plan maintained pursuant to 1 or more collective bargain- 
ing agreements between employee representatives and 1 or more 
employers ratified before March 1, 1986, subsection (a) shall be 
applied by substituting for the first plan year beginning on or after 
January 1, 1989, the first plan year beginning after the earlier of— 

(1) the later of— 

(A) January 1, 1989, or 

(B) the date on which the last of such collective bargain- 
ing agreements terminate (determined without regard to 
any extension thereof after February 28, 1986), or 

(2) January 1, 1991. 
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SEC. 1141. ISSUANCE OF FINAL REGULATIONS. 


The Secretary of the Treasury or his delegate shall issue before 
February 1, 1988, such final regulations as may be necessary to 
carry out the amendments made by— 

(1) section 1111, relating to application of nondiscrimination 
rules to integrated plans, 

(2) section 1112, relating to coverage requirements for quali- 
fied plans, 

(3) section 1113, relating to minimum vesting standards, 

(4) section 1114, relating to the definition of highly com- 
pensated employee, 

(5) section 1115, relating to separate lines of business and the 
definition of compensation, 

(6) section 1116, relating to rules for section 401(k) plans, 

(7) section 1117, relating to nondiscrimination requirements 
for employer matching and employer contribution, 

(8) section 1120, relating to nondiscrimination requirements 
for tax sheltered annuities, and 

(9) section 1133, relating to tax on excess distributions. 


SEC. 1142. SECRETARY TO ACCEPT APPLICATIONS WITH RESPECT TO SEC- 
TION 401(k) PLANS. 


The Secretary of the Treasury or his delegate shall, not later than 
May 1, 1987, begin accepting applications for opinion letters with 
respect to master and prototype plans for qualified cash or deferred 


ee under section 401(k) of the Internal Revenue Code of 
1 ; 


SEC. 1143. TREATMENT OF CERTAIN FISHERMEN AS SELF-EMPLOYED 
INDIVIDUALS. 


(a) In GENERAL.—Section 401(c) is amended by adding at the end 
thereof the following new paragraph: 

“(6) SPECIAL RULE FOR CERTAIN FISHERMEN.—For purposes of 
this subsection, the term ‘self-employed individual’ includes an 
individual described in section 3121(b\(20) (relating to certain 
fishermen).” 

(b) Errective Date.—The amendment made by subsection (a) 
shall apply to taxable years beginning after December 31, 1986. 


SEC. 1144. ACQUISITION OF GOLD AND SILVER COINS BY INDIVIDUAL 
RETIREMENT ACCOUNTS. 


(a) IN GENERAL.—Section 408(m) (relating to investment in collect- 
ibles treated as distributions) is amended by adding at the end 
thereof the following new paragraph: 

“(3) EXCEPTION FOR CERTAIN COINS.—In the case of an individ- 
ual retirement account, paragraph (2) shall not apply to any 
gold coin described in paragraph (7), (8), (9), or (10) of section 
5112(a) of title 31 or any silver coin described in section 5112(e) 
of title 31.” 

(b) ErrecTiveE Date.—The amendment made by this section shall 
apply to acquisitions after December 31, 1986. 


SEC. 1145. REQUIREMENT OF JOINT AND SURVIVOR ANNUITIES AND 
PRERETIREMENT SURVIVOR ANNUITIES NOT TO APPLY TO 
CERTAIN PLAN. 


(a) In GENERAL.—Section 401(aX11) (relating to requirement of 
joint and survivor annuity and preretirement survivor annuity) is 
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amended by redesignating subparagraph (D) as subparagraph (E) 
and by inserting after subparagraph (C) the following new subpara- 
graph: 

“(E) EXCEPTION FOR PLANS DESCRIBED IN SECTION 404(c).—This 
paragraph shall not apply to a plan which the Secretary has 
determined is a plan described in section 404(c) (or a continu- 
ation thereof) in which participation is substantially limited to 
individuals who, before January 1, 1976, ceased employment 
covered by the plan.” 

(b) AMENDMENTS TO THE EMPLOYEE RETIREMENT INCOME SECURITY 
Act or 1974.—Section 205(b) of the Employee Retirement Income 
Security Act of 1974 (29 U.S.C. 1082(b)) is amended by adding at the 
end thereof the following new paragraph: 

“(3) This section shall not apply to a plan which the Secretary 
of the Treasury or his delegate has determined is a plan de- 
scribed in section 404(c) of the Internal Revenue Code of 1986 (or 
a continuation thereof) in which participation is substantially 
limited to individuals who, before January 1, 1976, ceased 
employment covered by the plan.” 

(c) AMENDMENTS TO RETIRFMENT Equity Act.—Section 303 of the 
Retirement Equity Act of 1984 is amended by adding at the end 
thereof the following new subsection: 

“(f) The amendments made by section 301 of this Act shall not 
apply to the termination of a defined benefit plan if such termi- 
nation— 

“(1) is pursuant to a resolution directing the termination of 
such plan which was adopted by the Board of Directors of a 
corporation on July 24, 1984, and 

“(2) occurred on November 30, 1984.” 


(d) ErrectivE Date.—The amendments made by this section shall 
apply as if included in the amendments made by the Retirement 
Equity Act of 1984. 


SEC. 1146. TREATMENT OF LEASED EMPLOYEES. 


(a) MoDIFICATIONS OF LEASED EMPLOYEE PROVISIONS.— 
(1) GENERAL RULE.—Paragraph (5) of section 414(n) (relating 
to safe harbor exemption) is amended to read as follows: 
“(5) SAFE HARBOR.— 

“(A) IN GENERAL.—In the case of requirements described 
in subparagraphs (A) and (B) of paragraph (3), this subsec- 
tion shall not apply to any leased employee with respect to 
services performed for a recipient if— 

“(i) such employee is covered by a plan which is 
maintained by the leasing organization and meets the 
requirements of subparagraph (B), and 

“(ii) leased employees (determined without regard to 
this paragraph) do not constitute more than 20 percent 
of the recipient’s nonhighly compensated work force. 

“(B) PLAN REQUIREMENTS.—A plan meets the require- 
ments of this subparagraph if— 

“(i) such plan is a money purchase pension plan with 
a nonintegrated employer contribution rate for each 
participant of at least 10 percent of compensation, 

“(ii) such plan provides for full and immediate vest- 
ing, and 

“(iii) each employee of the leasing organization (other 
than employees who perform substantially all of their 
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services for the leasing organization) immediately 
participates in such plan. 
Clause (iii) shall not apply to any individual whose com- 
pensation from the leasing organization in each plan year 
during the 4-year period ending with the plan year is less 
than $1,000 

“(C) DeFiniT1IONs.—For purposes of this paragraph— 

“(i) HIGHLY COMPENSATED EMPLOYEE.—The term 
‘highly compensated employee’ has the meaning given 
such term by section 414(q). 

“(ii) NONHIGHLY COMPENSATED WORK FORCE.—The 
term ‘nonhighly compensated work force’ means the 
aggregate number of individuals (other than highly 
compensated employees)— 

“(I) who are employees of the recipient (without 
regard to this subsection) and have performed serv- 
ices for the recipient (or for the recipient and 
related persons) on a substantially full-time basis 
for a period of at least 1 year, or 

‘(ID who are leased employees with respect to 
the recipient (determined without regard to this 
paragraph). 

“(iii) COMPENSATION.—The term ‘compensation’ has 
the same meaning as when used in section 415; except 
that such term shall include— 

“(I) any employer contribution under a qualified 
cash or deferred arrangement to the extent not 
included in gross income under section 402(aX8) or 
402(h\1\B), 

“(ID any amount which the employee would have 
received in cash but for an election under a cafe- 
teria plan (within the meaning of section 125), and 

“(ID any amount contributed to an annuity con- 
tract described in section 403(b) pursuant to a 
salary reduction agreement (within the meaning of 
section 3121(aX5XD)).” 

(2) CLARIFICATION OF YEARS OF SERVICE.—Paragraph (4) of 
section 414(n) is amended to read as follows: 
“(4) TIME WHEN FIRST CONSIDERED AS EMPLOYEE.— 

“(A) IN GENERAL.—In the case of any leased employee, 
paragraph (1) shall apply only for purposes of determining 
whether the requirements listed in paragraph (3) are met 
for periods after the close of the period referred to in 
paragraph (2B). 

“(B) YEARS OF SERVICE.—In the case of a person who is an 
employee of the recipient (whether by reason of this subsec- 
tion or otherwise), for purposes of the requirements listed in 
paragraph (3), years of service for the recipient shall be 
determined by taking into account any period for which 
such employee would have been a leased employee but for 
the requirements of paragraph (2\B).” 

(3) CONFORMING AMENDMENT.—Paragraph (6) of section 414(n) 
is amended to read as follows: 
“(6) OTHER RULES.—For purposes of this subsection— 

“(A) RELATED PERSONS.—The term ‘related persons’ has 

the same meaning as when used ii. section 103(b\6 XC). 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2493 


“(B) EMPLOYEES OF ENTITIES UNDER COMMON CONTROL.— 
The rules of subsections (b), (c), (m), and (0) shall apply.” 
(b) MINIMIZING RECORDKEEPING REQUIREMENTS.— 

(1) IN GENERAL.—Subsection (0) of section 414 (relating to 
regulations) is amended by adding at the end thereof the follow- 
ing new sentence: 

“The regulations prescribed under subsection (n) shall include provi- 
sions to minimize the recordkeeping requirements of subsection (n) 
in the case of an employer which has no top-heavy plans (within the 
meaning of section 416(g)) and which uses the services of persons 
(other than employees) for an insignificant percentage of the 
employer’s total workload.” 

(2) CONFORMING AMENDMENT.—Section 414(n\(1) is amended 
by striking out “except to the extent otherwise provided in 
regulations,”. 

(c) EFFECTIVE DATE.— 

(1) IN GENERAL.—Except as provided in this subsection, the 
amendments made by this section shall apply to taxable years 
beginning after December 31, 1983. 

(2) SUBSECTION (aX1).—The amendment made by subsection 
(a1) shall apply to services performed after December 31, 1986. 

(3) RECORDKEEPING REQUIREMENTS.—In the case of years 
beginning before the date of the enactment of this Act, the last 
sentence of section 414(0) shall be applied without regard to the 
requirement that an insignificant percentage of the workload be 
performed by persons other than employees. 


SEC. 1147. TAX TREATMENT OF FEDERAL THRIFT SAVINGS FUND. 


(a) IN GENERAL.—Section 7701 is amended by redesignating 
subsection (j) as subsection (k) and by inserting after subsection (i) 
the following new subsection: 

“(j) Tax TREATMENT OF FEDERAL THRIFT SAVINGS FUND.— 

“(1) IN GENERAL.—For purposes of this title— 

“(A) the Thrift Savings Fund shall be treated as a trust 
described in section 401(a) which is exempt from taxation 
under section 501(a); 

“(B) any contribution to, or distribution from, the Thrift 
Savings Fund shall be treated in the same manner as 
contributions to or distributions from such a trust; and 

“(C) subject to the provisions of paragraph (2) and any 
dollar limitation on the application of section 402(a\8), 
contributions to the Thrift Savings Fund shall not be 
treated as distributed or made available to an employee or 
Member nor as a contribution made to the Fund by an 
employee or Member merely because the employee or 
Member has, under the provisions of subchapter III of 
chapter 84 of title 5, United States Code, and section 8351 of 
such title 5, an election whether the contribution will be 
made to the Thrift Savings Fund or received by the em- 
ployee or Member in cash. 

“(2) NONDISCRIMINATION REQUIREMENTS.—Paragraph (1\C) 
shall not apply to the Thrift Savings Fund unless the Fund 
meets the antidiscrimination requirements (other than any 
requirement relating to coverage) applicable to arrangements 
described in section 401(k) and to matching contributions. Rules 
similar to the rules of sections 401(k\(8) and 401(m\8) (relating 
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to no disqualification if excess contributions distributed) shall 
apply for purposes of the preceding sentence. 

“(3) COORDINATION WITH SOCIAL SECURITY ACT.—Paragraph (1) 
shall not be construed to provide that any amount of the 
employee’s or Member’s basic pay which is contributed to the 
Thrift Savings Fund shall not be included in the term ‘wages’ 
for the purposes of section 209 of the Social Security Act or 
section 3121(a) of this title. 

“(4) DEFINITIONS.—For pee of this subsection, the terms 
‘Member’, ‘employee’, and ‘Thrift Savings Fund’ shall have the 
same respective meanings as when used in subchapter III of 
chapter 84 of title 5, United States Code. 

“(5) COORDINATION WITH OTHER PROVISIONS OF LAW.—No provi- 
sion of law not contained in this title shall apply for pu of 
determining the treatment under this title of the Thrift Savings 
Fund or any contribution to, or distribution from, such Fund.” 

(b) CONFORMING AMENDMENT.—Section 3121(v\3) (defining 
exempt governmental deferred compensation plan) is amended by 
striking out “and” at the end of subparagraph (A), by striking out 
the period at the end of subparagraph (B), and inserting in lieu 
thereof “‘, and”, and by inserting after subparagraph (B) the follow- 
ing new subparagrap h: 

“(C) the Thrift Saving Fund (within the meaning of sub- 
chapter III of chapter 84 of title 5, United States Code).” 


Subtitle B—Employee Benefit Provisions 


PART I—NONDISCRIMINATION RULES FOR CER- 
TAIN STATUTORY EMPLOYEE BENEFIT PLANS 


SEC. 1151. NONDISCRIMINATION RULES FOR COVERAGE AND BENEFITS 
UNDER CERTAIN STATUTORY EMPLOYEE BENEFIT PLANS. 


(a) GENERAL Rute.—Part II of subchapter B of chapter 1 (relating 
to items specifically included in gross income) is amended by adding 
at the end thereof the following new section: 


“SEC. 89. BENEFITS PROVIDED UNDER CERTAIN EMPLOYEE BENEFIT 
PLANS. 


“(a) BENEFITS UNDER DiscRIMINATORY PLANS.— 

“(1) IN GENERAL.—Notwithstanding any provision of part III 
of this subchapter, gross income of a highly compensated em- 
ployee who is a participant in a discriminatory employee benefit 
plan during any plan year shall include an amount equal to 
such employee’s excess benefit under such plan for such plan 
year. 

“(2) YEAR OF INCLUSION.—Any amount included in gross 
income under paragraph (1) shall be taken into account for the 
taxable year of the employee with or within which the plan year 
ends. 

“(b) Excess BENEFIT.—For purposes of this section— 

“(1) IN GENERAL.—The excess benefit of any highly com- 
pensated employee is the excess of such employee’s employer- 
— benefit under the plan over the highest permitted 

nefit. 

“(2) HIGHEST PERMITTED BENEFIT.—For purposes of eg 
(1), the highest permitted benefit under any plan shall 
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determined by reducing the nontaxable benefits of highly com- 
pensated employees (beginning with the employees with the 
greatest nontaxable benefits) until such plan would not be 
treated as a discriminatory employee benefit plan if such re- 
duced benefits were taken into account. 

“(3) PLANS OF SAME TYPE.—In computing the excess benefit 
with respect to any benefit, there shall be taken into account all 
plans of the employer of the same type. 

“(4) NONTAXABLE BENEFITS.—For purposes of this subsection, 
the term ‘nontaxable benefit’ means any benefit provided under 
a plan to which this section applies which (without regard to 
subsection (aX(1)) is excludable from gross income under this 
chapter. 

“(c) DISCRIMINATORY EMPLOYEE BENEFIT PLAN.—For purposes of 
this section, the term ‘discriminatory employee benefit plan’ means 
any statutory employee benefit plan unless such plan meets the— 

“(1) eligibility requirements of subsection (d), and 

“(2) benefit requirements of subsection (e). 

“(d) Exic1Bitiry REQUIREMENTS.— 

“(1) IN GENERAL.—A plan meets the eligibility requirements 
of this subsection for any plan year if— 

“(A) at least 90 percent of all employees who are not 
highly compensated employees— 

“(j) are eligible to participate in such plan (or in any 
other plan of the employer of the same type), and 

“(ii) would (if they participated) have available under 
such plans an employer-provided benefit which is at 
least 50 percent of the largest employer-provided bene- 
fit available under all such plans of the employer to 
any highly compensated employee, 

“(B) at least 50 percent of the employees eligible to 
participate in such plan are not highly compensated 
employees, and 

“(C) such plan does not contain any provision relating to 
eligibility to participate which (by its terms or otherwise) 
discriminates in favor of highly compensated employees. 

“(2) ALTERNATIVE ELIGIBILITY PERCENTAGE TEST.—A plan shall 
be treated as meeting the requirements of paragraph (1B) if— 

“(A) the percentage determined by dividing the number 
of highly compensated employees eligible to participate in 
the plan by the total number of highly compensated 
employees, does not exceed 

“(B) the percentage similarly determined with respect to 
employees who are not highly compensated employees. 

“(e) BENEFIT REQUIREMENTS.— 

“(1) IN GENERAL.—A plan meets the benefit requirements of 
this subsection for any plan year if the average employer- 
provided benefit received by employees other than highly com- 
pensated employees under all plans of the employer of the same 
type is at least 75 percent of the average employer-provided 
benefit received by highly compensated employees under all 
plans of the employer of the same type. 

“(2) AVERAGE EMPLOYER-PROVIDED BENEFIT.—For purposes of 
this subsection, the term ‘average employer-provided benefit’ 
means, with respect to highly compensated employees, an 
amount equal to— 
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“(A) the aggregate employer-provided benefits received 
by highly compensated employees under all plans of the 
type being tested, divided by 

“(B) the number of highly compensated employees 
(whether or not covered under such plans). 

The average employer-provided benefit with respect to employ- 
ees other than highly compensated employees shall be deter- 
mined in the same manner as the average employer-provided 
benefit for highly compensated employees. 

“(f) SPECIAL RULE WHERE HEALTH OR GROUP-TERM PLAN MEETs 80- 
PERCENT CovERAGE Test.—If at least 80 percent of the employees 
who are not highly compensated employees are covered under a 
health plan or group-term life insurance plan during the plan year, 
such plan shall be treated as meeting the requirements of subsec- 
tions (d) and (e) for such year. The preceding sentence shall not 
apply if the plan does not meet the requirements of subsection 
(d\(1XC) (relating to nondiscriminatory provisions). 

“(g) OPERATING RULES.— 

“(1) AGGREGATION OF COMPARABLE HEALTH PLANS.—In the case 
of health plans maintained by an employer— 

“(A) IN GENERAL.—An employer may treat a group of 
comparable plans as 1 plan for purposes of applying subsec- 
tions (d)(1)(B), (d\(2) and (f). 

“(B) CoMPARABLE PLANS.—For purposes of subparagraph 
(A), a group of comparable plans is any group (selected by 
the employer) of plans of the same type if the smallest 
employer-provided benefit available to any participant in 
any such plan is at least 95 percent of the largest employer- 
— benefit available to any participant in any such 
plan. 

“(2) SPECIAL RULES FOR APPLYING BENEFIT REQUIREMENTS TO 
HEALTH PLANS.— 

“(A) ELection.—For purposes of determining whether 
the requirements of subsection (e) are met with respect to 
health plans, the employer may elect— 

“(i) to disregard any employee if such employee and 
his spouse and dependents (if any) are covered by a 
health plan providing core benefits maintained by an- 
other employer, and 

“(ii) to apply subsection (e) separately with respect to 
coverage of spouses or dependents by such plans and to 
take into account with respect to such coverage only 
employees with a spouse or dependents who are not 
covered by a health plan providing core benefits main- 
tained by another employer. 

“(B) SwoRN STATEMENTS.—Any employer who elects the 
application of subparagraph (A) shall obtain and maintain, 
in such manner as the Secretary may prescribe, adequate 
— statements to demonstrate whether individuais 

ave— 

“(i) a spouse or dependents, and 

“(ii) core health benefits under a plan of another 
employer. 

The Secretary shall provide a method for meeting the 
requirements of this subparagraph through the use of valid 
sampling techniques. 
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“(C) PRESUMPTION WHERE NO STATEMENT.—In the absence 
of a statement described in subparagraph (B)— 

“(i) an employee who is not a highly compensated 
employee shall be treated— 

“(I) as not covered by another plan of another 
employer providing core benefits, and 

“(II as having a spouse and dependents not cov- 
ered by another plan of another employer provid- 
ing core benefits, and 

“(ii) a highly compensated employee shall be 
treated— 

“(I) as covered by another plan of another 
employer providing core benefits, and 

“(ID as not having a spouse or dependents. 

“(D) CERTAIN INDIVIDUALS MAY NOT BE DISREGARDED.—In 
the case of a highly compensated employee who receives 
employer-provided benefits under all health plans of the 
employer which are more than 133% percent of the average 
employer-provided benefit under such plan for employees 
other than highly compensated employees, the employer 
may not disregard such employee, or his spouse or depend- 
ents for purposes of clause (i) or (ii) of subparagraph (A). 

“(3) EMPLOYER-PROVIDED BENEFIT.—For purposes of this 
section— 

“(A) IN GENERAL.—Except as provided in subsection (k), 
an employee’s employer-provided benefit under any statu- 
tory employee benefit plan is— 

“(i) in the case of any health or group-term life 
insurance plan, the value of the coverage, or 

“(ii) in the case of any other plan, the value of the 
benefits, 

provided during the plan year to or on behalf of such 
employee to the extent attributable to contributions made 
by the employer. 

“(B) SPECIAL RULE FOR HEALTH PLANS.—The value of the 
coverage provided by any health plan shall be determined 
under procedures prescribed by the Secretary which shall— 

“(i) set forth the values of various standard types of 
coverage involving a representative group, and 

“(ii) provide for adjustments to take into account the 
specific coverage and group involved. 

“(C) SPECIAL RULE FOR GROUP-TERM LIFE PLANS.— 

“(i) IN GENERAL.—Except as provided in clause (ii), in 
determining the value of coverage under a group-term 
life insurance plan, the amount taken into account for 
any employee shall be based on the cost of the insur- 
ance determined under section 79(c) for an employee 
who is age 40. 

“(ii) EXCESS BENEFIT.—For purposes of subsection (b), 
the excess benefit with respect to coverage under a 
group-term life insurance plan shall be equal to the 
greater of— 

“(I the cost of such excess benefit (expressed as 
dollars of coverage) determined without regard to 
section 79(c), or 

“(ID such cost determined with regard to section 
79(c). 
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“(D) SALARY REDUCTIONS.—Except for purposes of subsec- 
tions (d\X1XAXii) and (G5), any salary reduction shall be 
treated as an employer-provided benefit. 

“(4) ELECTION TO TEST PLANS OF DIFFERENT TYPES TOGETHER.— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), the employer may elect to treat all plans of the types 
specified in such election as plans of the same type for 
purposes of applying subsection (e). 

“(B) EXCEPTION FOR HEALTH PLANS.—Subparagraph (A) 
shall not apply for purposes of determining whether any 
health plan meets the requirements of subsection (e); except 
that benefits provided under health plans which meet such 
requirements may be taken into account in determining 
whether plans of other types meet the requirements of 
subsection (e). 

“(5) SEPARATE LINE OF BUSINESS EXCEPTION.—If, under section 
414(r), an employer is treated as operating separate lines of 
business for a year, the employer may apply the preceding 
provisions of this section separately with respect to employees 
in each such separate line of business. The preceding sentence 
shall not apply to any plan unless such plan is available to a 
group of employees as qualify under a classification set up by 
the employer and found by the Secretary not to be discrimina- 
tory in favor of highly compensated employees. 

“(6) SPECIAL RULE FOR APPLYING ELIGIBILITY REQUIREMENTS 
AND 80-PERCENT TEST TO HEALTH PLANS.—For purposes of deter- 
mining whether the requirements of subsection (d\1)AXii) or of 
subsection (f) are met with respect to health plans, the employer 
may elect— 

“(A) to apply this section separately with respect to cov- 
erage of spouses and dependents by such plans, and 

“(B) to take into account with respect to such coverage 
only those employees with a spouse or dependent (deter- 
mined under rules similar to the rules of paragraphs (2) (B) 
and (C)). 

“(h) ExcLuDED EMPLOYEES.— 

“(1) IN GENERAL.—The following employees shall be excluded 
from consideration under this section: 

“(A) Employees who have not completed 1 year of service 
(or in the case of core benefits under a health plan, 6 
months of service). An employee shall be excluded from 
consideration until the ist day of the lst month beginning 
after completion of the period of service required under the 
preceding sentence. 

“(B) Employees who normally work less than 17% hours 
per week. 

“(C) Employees who normally work during not more than 
6 months during any year. 

“(D) Employees who have not attained age 21. 

“(E) Employees who are included in a unit of employees 
covered by an agreement which the Secretary finds to be a 
collective bargaining agreement between employee rep- 
resentatives and 1 or more employers if there is evidence 
that the type of benefits provided under the plan was the 
subject of good faith bargaining between the employee 
representatives and such employer or employers. 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2499 


“(F) Employees who are nonresident aliens and who re- 
ceive no earned income (within the meaning of section 
911(d)\(2)) from the employer which constitutes income from 
sources within the United States (within the meaning of 
section 861(a\3)). 

Subparagraphs (A), (B), (C), and (D) shall be applied by substitut- 
ing a shorter period of service, smaller number of hours or 
months, or lower age specified in the plan for the period of 
service, number of hours or months, or age (as the case may be) 
specified in such subparagraph. 

“(2) CERTAIN EXCLUSIONS NOT TO APPLY IF EXCLUDED EMPLOYEES 
COVERED.—Except to the extent provided in regulations, employ- 
ees shall not be excluded from consideration under any subpara- 
graph of paragraph (1) (other than subparagraph (F)) unless no 
employee described in such subparagraph (determined with 
—_* to the last sentence of paragraph (1)) is eligible under the 
plan. 

“(3) EXCLUSION MUST APPLY TO ALL PLANS.— 

“(A) IN GENERAL.—An exclusion shall apply under any 
subparagraph of paragraph (1) (other than subparagraph 
(F) thereof) only if the exclusion applies to all statutory 
employee benefit plans of the employer of the same type. In 
the case of a cafeteria plan, all benefits under the cafeteria 
plan shall be treated as provided under plans of the same 
type. 

“(B) Exception.—Subparagraph (A) shall not apply to 
any difference in waiting periods for core and noncore 
benefits provided by health plans. 

“(4) EXCEPTION FOR SEPARATE LINE OF BUSINESS.—If any line of 
business is treated separately under subsection (h)(5), then para- 
graphs (2) and (3) shall be applied separately to such line of 
business. 

“(5) REQUIREMENTS MAY BE MET SEPARATELY WITH RESPECT TO 
EXCLUDED GROUP.—Notwithstanding paragraphs (2) and (3), if 
employees do not meet minimum age or service requirements 
described in paragraph (1) (without regard to the last sentence 
thereof) and are covered under a plan of the employer which 
meets the requirements of this section separately with respect 
to such employees, such employees may be excluded from 
consideration in determining whether any plan of the employer 
meets the requirements of this section. 

“(i) StatutorY EMPLOYEE BENEFIT PLAN.—For purposes of this 


n— 

“(1) IN GENERAL.—The term ‘statutory employee benefit plan’ 
means— 

“(A) an accident or health plan (within the meaning of 
section 105(e)), and 

“(B) any plan of an employer for providing group-term 
life insurance (within the meaning of section 79). 

“(2) EMPLOYER MAY ELECT TO TREAT OTHER PLANS AS STATUTORY 
EMPLOYEE BENEFIT PLAN.—An employer may elect to treat any 
of the following plans as statutory employee benefit plans: 

“(A) A qualified group legal services plan (within the 
meaning of section 120(b)). 

‘(B) An educational assistance program (within the 
meaning of section 127(b)). 
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“(C) A dependent care assistance program (within the 
meaning of section 129(d)). 

An election under this paragraph with respect to any plan shall 

apply with respect to all plans of the same type as such plan. 

“(8) PLANS OF THE SAME TYPE.—2 or more plans shall be 

treated as of the same type if such plans are described in the 
same subparagraph of paragraph (1) or (2). 

“(j) OrHER DEFINITIONS AND SPECIAL RuLEs.—For purposes of this 


section— 


“(1) HIGHLY COMPENSATED EMPLOYEE.—The term ‘highly com- 
pensated employee’ has the meaning given such term by section 
414(q). 

“(2) HEALTH PLAN.—The term ‘health plan’ means any plan 
described in paragraph (1)(A) of subsection (i). 

“(3) TREATMENT OF FORMER EMPLOYEES.—Except to the extent 
provided in regulations, this section shall be applied separately 
to former employees under requirements similar to the require- 
ments that apply to employees. 

“(4) GROUP-TERM LIFE INSURANCE PLANS.— 

“(A) IN GENERAL.—Any group-term life insurance plan 
shall not be treated as 2 or more separate plans merely 
because the amount of life insurance under the plan on 
behalf of employees bears a uniform relationship to the 
compensation (within the meaning of section 414(s)) of such 
employees. 

“(B) LIMITATION ON COMPENSATION.—For purposes of 
subparagraph (A), compensation in excess of the amount 
applicable under section 401(a(17) shall not be taken into 
account. 

“(C) LimrtatTion.—This paragraph shall not apply to any 
plan if such plan is combined with plans of other types 
pursuant to an election under subsection (g)(4). 

“(5) SPECIAL RULE FOR EMPLOYEES WORKING LESS THAN 30 
HOURS PER WEEK.—Any health plan shall not fail to meet the 
requirements of this section merely because the employer-pro- 
vided benefit is proportionately reduced. for employees who 
normally work less than 30 hours per week. The preceding 
sentence shall apply only where the average work week of 
employees who are not highly compensated employees is 30 
hours or more. 

“(6) TREATMENT OF SELF-EMPLOYED INDIVIDUALS.—In the case 
of a statutory employee benefit plan described in subparagraph 
(A), (B), or (C) of subsection (i2)— 

“(A) TREATMENT AS EMPLOYEE, ETC.—The term ‘employee’ 
includes any self-employed individual (as defined in section 
401(cX1)), and the term ‘compensation’ includes such 
individual’s earned income (as defined in section 401(c)(2)). 

“(B) EMpLoyer.—An individual who owns the entire in- 
terest in an unincorporated trade or business shall be 
treated as his own employer. A partnership shall be treated 
as the employer of each partner who is treated as an 
employee under subparagraph (A). 

“(7) CERTAIN PLANS TREATED AS MEETING OTHER NON- 
DISCRIMINATION REQUIREMENTS.—If an employer makes an elec- 
tion under subsection (i(2) to have this section apply to any plan 
and such plan meets the requirements of this section, such plan 
shall be treated as meeting any other nondiscrimination 
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requirement imposed on such plan (other than any requirement 
under section 120(cX3), 127(bX3), or 129(d\(4)). 

“(8) SPECIAL RULES FOR CERTAIN DISPOSITIONS OR ACQUISI- 
TIONS.— 

“(A) IN GENERAL.—If a person becomes, or ceases to be, a 
member of a group described in subsection (b), (c), (m), or (0) 
of section 414, then the requirements of this section shall be 
treated as having been met during the transition period 
with respect to any plan covering employees of such person 
or any other member of such group if— 

“(i) such requirements were met immediately before 
each such change, and 

“(ii) the coverage under such plan is not significantly 
changed during the transition period (other than by 
reason of the change in members of a group). 

“(B) TRANSITION PERIOD.—For purposes of subparagraph 
(A), the term ‘transition period’ means the period— 

“(i) beginning on the date of the change in members 
of a group, an 

“(ii) ending on the last day of the lst plan year 
beginning after the date of such change. 

“(9) COORDINATION WITH MEDICARE, ETC.—If a plan may be 
coordinated with health benefits provided under any Federal, 
State, or foreign law or under any other health plan covering 
the employee or family member of the employee, such plan 
shall not fail to meet the requirements of this section with 
respect to health benefits merely because the amount of such 
benefits provided to any employee or family member of any 
employee are coordinated in a manner which does not discrimi- 
nate in favor of highly compensated employees. 

“(10) DISABILITY BENEFITS.— 

“(A) IN GENERAL.—If a plan may be coordinated with 
disability benefits provided under any Federal, State, or 
foreign law or under any other plan covering the employee, 
such plan shall not fail to meet the requirements of this 
section with respect to disability benefits merely because 
the amount of such benefits provided to an employee are 
coordinated in a manner which does not discriminate in 
favor of highly compensated employees. 

“(B) CERTAIN DISABILITY PLANS EXEMPT FROM NON- 
DISCRIMINATION RULES.—Subsection (a) shall not apply to 
any disability coverage other than disability coverage the 
benefits of which are excludable from gross income under 
section 105(b) or (c). 

“(11) SEPARATE APPLICATION IN THE CASE OF OPTIONS.—Each 
option or different benefit shall be treated as a separate plan. 

“(k) REQUIREMENT THAT PLAN BE IN WRITING, Etc.— 

“(1) IN GENERAL.—Notwithstanding any provision of part III 
of this subchapter, gross income of an employee shall include an 
amount equal to such employee’s employer-provided benefit for 
the taxable year under an employee benefit plan to which this 
subsection applies unless, except to the extent provided in 
regulations— 

“(A) such plan is in writing, 

“(B) the employees’ rights under such plan are legally 
enforceable, 
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“(C) employees are provided reasonable notification of 
benefits available in the plan, 
“(D) such plan is maintained for the exclusive benefit of 
employees, and 
“(E) such plan was established with the intention of being 
maintained for an indefinite period of time. 
Such inclusion shall be in lieu of any inclusion under subsection 
(a) with respect to such plan. 
“(2) PLANS TO WHICH SUBSECTION APPLIES.—This subsection 
shall apply to— 

“(A) any statutory employee benefit plan, 

“(B) a qualified tuition reduction program (within the 
meaning of section 117(d)), 

“(C) a cafeteria plan (within the meaning of section 125), 

“(D) a fringe benefit program providing no-additional-cost 
services, qualified employee discounts, or employer-oper- 
ated eating facilities which are excludable from gross 
income under section 132, and 

“(E) a plan to which section 505 applies. 

“(3) SPECIAL RULE FOR DETERMINING INCLUSION.—For purposes 
of paragraph (1), an employee’s employer-provided benefit shall 
be the value of the benefits provided to the employee. 

“(4) PLANS TO WHICH CONTRIBUTIONS ARE MADE BY MORE THAN 
1 EMPLOYER.—For purposes of paragraph (1)(D), in the case of a 
plan to which contributions are made by more than 1 employer, 
each employer shall be treated as employing employees of all 
other employers. 

“(]) REPORTING REQUIREMENTS.— 

“(1) IN GENERAL.—If an employee of an employer maintaining 
a plan is required to include any amount in gross income under 
this section for any plan year ending with or within a calendar 
year, the employer shall separately include such amount on the 
statement which the employer is required to provide the em- 
ployee under section 6051(a) (and any statement required to be 
furnished under section 6051(d)). 

“(2) PENALTY.— 


“For penalty for failing to report, see section 6652(1). 

“(m) REGULATIONS.—The Secretary shall prescribe such regula- 
tions as may be necessary or appropriate to carry out the purposes 
of this section, including regulations providing for appropriate 
adjustments in case of individuals not employees of the employer 
throughout the plan year.” 

(b) PENALTY FoR Fartinc To Report.—Section 6652 (relating to 
failure to file information returns, registration statements, etc.) is 
amended by redesignating subsection (1) as subsection (m) and by 
inserting after subsection (k) the following new subsection: 

“() INFORMATION WITH RESPECT TO INCLUDIBLE EMPLOYEE 
BENEFITS.— 

“(1) IN GENERAL.—In the case of each failure to include any 
amount on any statement under section 6051(a) or 6051(d) which 
is required to be so included under section 89(1), there shall be 
paid, on notice and demand of the Secretary and in the same 
manner as tax, the amount determined under paragraph (2). 

“(2) AMOUNT OF ADDITIONAL TAX.—The amount determined 
under this paragraph shall be equal to the product of— 
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“(A) the highest rate of tax imposed by section 1 for 
taxable years beginning in the calendar year to which the 
return or statement relates, multiplied by 

“(B) the employer-provided benefit (within the meaning 
of section 89 without regard to subsection (g\(3) thereof) 
with respect to the employee to whom such failure relates. 

“(3) REASONABLE CAUSE EXCEPTION.—Paragraph (1) shall not 
apply to any failure if it is shown that such failure is due to 
reasonable cause. 

“(4) COORDINATION WITH OTHER PENALTIES.—Any penalty 
under this subsection shall be in addition to any other penalty 
under this section or section 6678 with respect to any failure. 

“(5) ONLY 1 ADDITION PER EMPLOYEE PER YEAR.—Paragraph (1) 
shall be applied only once if there is more than 1 failure with 
respect to any amount.” 

(c) REPEAL OF CERTAIN EXISTING NONDISCRIMINATION RULES.— 

(1) DiscRIMINATORY GROUP-TERM LIFE INSURANCE PLANS.— 
Subsection (d) of section 79 is amended to read as follows: 

“(d) NONDISCRIMINATION REQUIREMENTS.—In the case of a group- 
term life insurance plan which is a discriminatory employee benefit 
plan, subsection (a1) shall apply only to the extent provided in 
section 89.” 

(2) DISCRIMINATORY SELF-INSURED MEDICAL EXPENSE RE- 
IMBURSEMENT PLANS.—Section 105 (relating to amounts received 
under accident and health plans) is amended by striking out 
Te (h) and by redesignating subsection (i) as subsection 
(h). 

(3) QUALIFIED GROUP LEGAL SERVICES PLANS.—Section 120(b) 
(defining qualified group legal services plan) is amended to read 
as follows: 

“(b) QuauiFiIeD Group LeGaAL Services PLan.—For purposes of 
this section, a qualified group legal services plan is a separate plan 
of an employer— 

“(1) under which the employer provides specified personal 
legal services to employees (or their spouses or dependents) 
through the prepayment of, or the provision in advance for, any 
portion of the legal fees for such services, and 

“(2) which meets the requirements of subsection (c) and sec- 
tion 89(k).” 

(4) EDUCATIONAL ASSISTANCE PROGRAMS.—Section 127(b) (relat- 
ing to educational assistance programs) is amended— 

(A) by striking out paragraph (1) and inserting in lieu 
thereof the following new paragraph: 

“(1) IN GENERAL.—For purposes of this section, an educational 
assistance program is a plan of an employer— 

“(A) under which the employer provides employees with 
educational assistance, and 

“(B) which meets the requirements of paragraphs (2) 
through (5) and section 89(k).”’, and 

(B) by striking out paragraph (6) thereof. 

(5) DEPENDENT CARE ASSISTANCE PROGRAMS.—Section 129(d) 
(relating to dependent care assistance program) is amended— 

(A) by striking out paragraph (1) and inserting in lieu 
thereof the following new paragraph: 

“(1) IN GENERAL.—For purposes of this section, a dependent 
care assistance program is a plan of an employer— 
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“(A) under which the employer provides employees with 
dependent care assistance, and 

“(B) which meets the requirements of paragraphs (2) 
through (6) and section 89(k).”, and 

(B) by striking out paragraph (6) thereof, and redesignat- 
ing paragraph (7) as paragraph (6) 

(d) CoorDINATION WITH CAFETERIA PLANS.— 
(1) IN GENERAL.—Section 125 (relating to cafeteria plans) is 
amended to read as follows: 


“SEC. 125. CAFETERIA PLANS. 


“(a) GENERAL Rute.—In the case of a cafeteria plan—_ 

“(1) amounts shall not be included in gross income of a 
participant in such plan solely because, under the plan, the 
participant may choose among the benefits of the plan, and 

“(2) if the plan fails to meet the requirements of subsection (b) 
for any plan year— 

“(A) paragraph (1) shall not apply, and 
“(B) notwithstanding any other provision of part III of 
this subchapter, any qualified benefits received under such 
cafeteria plan by a highly compensated employee for such 
plan year shall be included in the gross income of such 
employee for the taxable year with or within which such 
plan year ends 
“(b) PronisiTion AGAINST DISCRIMINATION AS TO E.iciBitity To 
PARTICIPATE.— 

“(1) HIGHLY COMPENSATED EMPLOYEES.—A plan shall be 
treated as failing to meet the requirements of this subsection 
unless the plan is available to a group of employees as qualify 
under a classification set up by the employer and which the 
Secretary find not to be discriminatory in favor of highly com- 
pensated employees. 

“(2) KEY EMPLOYEES.—In the case of a key employee (within 
the meaning of section 416(i1)), a plan shall be treated as 
failing to meet the requirements of this subsection if the quali- 
fied benefits provided to key employees under the plan exceed 
25 percent of the aggregate of such benefits provided for all 
employees under the plan. For purposes of the preceding sen- 
tence, qualified benefits shall be determined without regard to 
the last sentence of subsection (e). 

“(3) EXCLUDABLE EMPLOYEES.—For purposes of this subsection, 
there may be excluded from consideration employees who may 
be excluded from consideration under section 89(h) 

“(c) CAFETERIA PLAN DEFINED.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘cafeteria plan’ means a plan 
which meets the requirements of section 89(k) and under 
which— 

“(A) all participants are employees, and 
“(B) the participants may choose— 
“(i) among 2 or more benefits consisting of cash and 
qualified benefits, or 
“(ii) among 2 or more qualified benefits. 
“(2) DEFERRED COMPENSATION PLANS EXCLUDED.— 
“(A) IN GENERAL.—The term ‘cafeteria plan’ does not 
include any plan which provides for deferred compensation. 
“(B) EXCEPTION FOR CASH AND DEFERRED ARRANGE- 
MENTS.—Subparagraph (A) shall not apply to a profit-shar- 
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ing or stock bonus plan which includes a qualified cash or 
deferred arrangement (as defined in section 401(k)(2)) to the 
extent of amounts which a covered employee may elect to 
have the employer pay as contributions to a trust under 
such plan on behalf of the employee. 

“(C) EXCEPTION FOR CERTAIN PLANS MAINTAINED BY EDU- 
CATIONAL INSTITUTIONS.—Subparagraph (A) shall not apply 
to a plan maintained by an educational organization de- 
scribed in section 170(b\1XAXii) to the extent of amounts 
which a covered employee may elect to have the employer 
pay ” contributions for post-retirement group life insur- 
ance if— 

“(i) all contributions for such insurance must be 
made before retirement, and 
“(ii) such life insurance does not have a cash surren- 
der value at any time. 
For purposes of section 79, any life insurance described in 
the preceding sentence shall be treated as group-term life 
insurance. 

“(d) HicHty COMPENSATED EMPLOYEE.—For purposes of this sec- 
tion, the term ‘highly compensated employee’ has the meaning 
given such term by section 414(q). 

“(e) QUALIFIED BENEFITs DEFINED.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘qualified benefit’ means any 
benefit which, with the application of subsection (a), is not 
includible in the gross income of the employee by reason of an 
express provision of this chapter (other than section 117, 124, 
127, or 132). 

“(2) CERTAIN BENEFITS INCLUDED.—The term ‘qualified bene- 
fits’ includes— 

“(A) any group-term life insurance which is includible in 
gross income only because it exceeds the dollar limitation of 
section 79, and 

“(B) any other benefit permitted under regulations. 

“(f) COLLECTIVELY BARGAINED PLAN Not CoNSsIDERED DIsCRIMINA- 
TorRY.—For purposes of this section, a plan shall not be treated as 
discriminatory if the plan is maintained under an agreement which 
the Secretary finds to be a collective bargaining agreement between 
employee representatives and one or more employers. 

“(g) Cross REFERENCES.— 


“For reporting and recordkeeping requirements, see section 6039D.” | 
(2) APPLICATION WITH EMPLOYMENT TAXES.— 

(A) Section 3121(aX5) is amended by striking out “or” at 
the end of subparagraph (E), by inserting “or” at the end of 
subparagraph (F), and by inserting after subparagraph (F) 
the following new subparagraph: 

1250" under a cafeteria plan (within the meaning of section 

(B) Section 3306(bX5) is amended by striking out “or” at 
the end of subparagraph (E), by inserting “or” at the end of 
subparagraph (F), and by inserting after subparagraph (F) 
the following new subparagrap 

“G) under a cafeteria plan (within the meaning of section 
125),” 

(C) Section 209(e) of the Social Security Act is amended by 

inserting before the semicolon at the end thereof the follow- 
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ing: “, or (9) under a cafeteria plan (within the meaning of 
section 125 of the Internal Revenue Code of 1986)”. 

(e) SPECIAL RULEs FOR CONTROLLED Groups, Etc.— 

(1) IN GENERAL.—Section 414 is amended by adding at thé end 
thereof the following new subsection: 

“(t) APPLICATION OF CONTROLLED Group RULES TO CERTAIN Em- 
PLOYEE BENEFITS.— 

“(1) IN GENERAL.—AIl employees who are treated as employed 
by a single employer under subsection (b), (c), or (m) of section 
414 shall be treated as employed by a single employer for 
purposes of an applicable section. The provisions of subsection 
(o) of section 414 shall apply with respect to the requirements of 
an applicable section. 

“(2) APPLICABLE SECTION.—For purposes of this subsection, the 
term ‘applicable section’ means section 79, 89, 106, 117(d), 120, 
125, 127, 129, 132, 274(), or 505.” 

(2) CONFORMING AMENDMENTS.— 

(A) Section 132(g) (relating to special rules relating to 
employer) is amended to read as follows: 

“(g) RECIPROCAL AGREEMENTS.—For purposes of paragraph (1) of 
subsection (a), any service provided by an employer to an employee 
of another employer shall be treated as provided by the employer of 
such employee if— 

“(1) such service is provided pursuant to a written agreement 
between such employers, and 

“(2) neither of such employers incurs any substantial addi- 
tional costs (including foregone revenue) in providing such serv- 
ice or pursuant to such agreement.” 

(B) Paragraph (4) of section 505(b) (relating to aggregation 
rules) is amended to read as follows: 

“(4) AGGREGATION RULES.—At the election of the employer, 2 
or more plans of such employer may be treated as 1 plan for 
purposes of this subsection. 

(f) Benerits Test FOR DEPENDENT CARE ASSISTANCE PROGRAMS.— 
Section 129(d) (relating to dependent care assistance program) is 
amended by adding at the end thereof the following new paragraph: 

“(8) BENEFITS.— 

“(A) IN GENERAL.—A plan meets the requirements of this 
paragraph if the average benefits provided to employees 
who are not highly compensated employees is at least 55 
percent of the average benefits provided to highly com- 
pensated employees. . 

“(B) SALARY REDUCTION AGREEMENTS.—For purposes of 
subparagraph (A), in the case of any benefits provided 
through a salary reduction agreement, there shall be dis- 
regarded any employees whose compensation (within the 
meaning of section 415(q\(7)) is less than $25,000.” 

(g) DEFINITION OF EXCLUDABLE EMPLOYEE.— 

(1) Section 120(c\2) is amended by striking out the last sen- 
tence thereof and inserting in lieu thereof “For purposes of 
this paragraph, there may be excluded from consideration 
— od who may be excluded from consideration under sec- 
tion 89(h).” 

(2) Section 117(d) is amended by adding at the end thereof the 
following new paragraph: 

“(4) EXCLUSION OF CERTAIN EMPLOYEES.—For purposes of 
this subsection, there may be excluded from consideration 
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pa oR who may be excluded from consideration under sec- 
tion 'y 

(3) Section 127(b\(2) is amended by striking out the last sen- 
tence thereof and inserting in lieu thereof: “For purposes of 
this paragraph, there may be excluded from consideration 
employees who may be excluded from consideration under sec- 
tion 89(h).” 

(4) Section 129(d\(3) is amended by striking out the last sen- 
tence thereof and inserting in lieu thereof: “For purposes of 
this paragraph, there may be excluded from consideration 
employees who may be excluded from consideration under sec- 
tion 89(h).” 

(5) Section 132(h\(1) is amended by adding at the end thereof 
the following new sentence: “For purposes of this paragraph 
and subsection (e), there may be excluded from consideration 
employees who may be excluded from consideration under sec- 
tion 89(h).” 

(6) Paragraph (2) of section 505(b) is amended to read as 
follows: 

“(2) EXCLUSION OF CERTAIN EMPLOYEES.—For purposes of para- 
graph (1), there may be excluded from consideration employees 
who may be excluded from consideration under section 89(h).” 

(h) REPORTING REQUIREMENTS 

(1) In GENERAL.—Section | 6039D(d) is amended to read as 
follows: 

“(d) DeFiniT1IOoNs.—For purposes of this section— 

“(1) SPECIFIED FRINGE BENEFIT PLAN.—The term ‘specified 
fringe benefit plan’ means any plan under section 79, 105, 106, 
120, 125, 127, or 129. 

“(2) APPLICABLE EXCLUSION.—The term ‘applicable exclusion’ 
means, with respect to any specified fringe benefit plan, the 
section specified under paragraph (1) under which benefits 
under such plan are excludable from gross income.” 

(2) INFORMATION REQUIRED TO BE REPORTED.—Section 6039D(a) 
is amended by striking out “and” at the end of paragraph (4), by 
striking out the Period at the end of paragraph (5) and inserting 
in lieu thereof “, and”, and by inserting after paragraph (5) the 
following new paragrap 

“(6) the number of ‘highly compensated employees among the 
employees described in paragraphs (1), (2), and (3).” 

(3) ADDITIONAL INFORMATION.—Section 6039B(c) is amended 
by adding at the end thereof the following new sentence: “The 
Secretary may require returns under this subsection only from 
a representative group of employers.” 

(i) CONFORMING AMENDMENTS TO SECTION 414(n).— 
(1) Paragraph (1) of section 414(n) is amended by striking out 
“pension requirements” and inserting in lieu thereof “require- 
ments”. 

(2) Subparagraph (B) of section 414(n\(2) is amended by insert- 
ing “(6 months in the case of core health benefits)” after “1 
year”. 

(3) Paragraph (3) of section 414(n) is amended— 

(A) by striking out “Pension requirements” and inserting 
in lieu thereof “Requirements”, 

(B) by striking out ‘ ‘pension requirements” and inserting 
in lieu thereof “requirements”, and 
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(C) by striking out “and” at the end of subparagraph (A), 
by striking out the period at the end of subparagraph (B) 
and inserting in lieu thereof “, and’, and by adding at the 
end thereof the following new sub paragraph: 
“(C) sections 79, 89, 106, 117(d), 120, 125, 127, 129, 132, 
274(j), and 505.” 
(j) OTHER CONFORMING AMENDMENTS.— 
(1) The table of sections for part II of subchapter B of chapter 
1 is amended by adding at the end thereof the following new 
item: 
“Sec. 89. Benefits provided under certain employee benefit plans.” 


(2) Subsection (a) of section 106 (relating to contributions by 
employer to accident and health plans) is amended to read as 
follows: 

“(a) In GENERAL.—Gross income of an employee does not include 
employer-provided coverage under an accident or health plan.” 

(3) Section 505(b) is amended by adding at the end thereof the 
following new paragraph: 

“(6) CoMPENSATION.—For purposes of this subsection, the 
term ‘compensation’ has the meaning given such term by sec- 
tion 414(s).” 

(k) EFFEcTIVE DaTEs.— 

(1) IN GENERAL.—The amendments made by this section shall 

apply to years beginning after the later of — 
(A) December 31, 1987, or 
(B) the earlier of— 

(i) the date which is 3 months after the date on which 
the Secretary of the Treasury or his delegate issues 
such regulations as are necessary to carry out the 
provisions of section 89 of the Internal Revenue Code of 
1986 (as added by this section), or 

(ii) December 31, 1988. 

(2) SPECIAL RULE FOR COLLECTIVE BARGAINING PLAN.—In the 
case of a plan maintained pursuant to 1 or more collective 
bargaining agreements between employee representatives and 1 
or more employers ratified before March 1, 1986, the amend- 
ments made by this section shall not apply to employees covered 
by such an agreement in years beginning before the earlier of— 

(A) the date on which the last of such collective bargain- 
ing agreements terminates (determined without regard to 
any extension thereof after February 28, 1986), or 

(B) January 1, 1991. 

A plan shall not be required to take into account employees to 
which the preceding sentence applies for purposes of applying 
section 89 of the Internal Revenue Code of 1986 (as added by 
this section) to employees to which the preceding sentence does 
not apply for any year preceding the year described in the 
preceding sentence. 

(3) EXCEPTION FOR CERTAIN GROUP-TERM INSURANCE PLANS.—In 
the case of a plan described in section 223(dX2) of the Tax 
Reform Act of 1984, such plan shall be treated as meeting the 
requirements of section 89 of the Internal Revenue Code of 1986 
(as added by this section) with respect to individuals described 
in section 223(d\2) of such Act. An employer may elect to 
disregard such individuals in applying section 89 of such Code 
(as so added) to other employees of the employer. 
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(4) SPECIAL RULE FOR CHURCH PLANS.—In the case of a church 
plan (within the meaning of section 414(eX3) of the Internal 
Revenue Code of 1986) maintaining an insured accident and 
health plan, the amendments made by this section shall apply 
to years beginning after December 31, 1988. 

(5) CAFETERIA PLANS.—The amendments made by subsection 
po shall apply to taxable years beginning after December 31, 


PART II—OTHER PROVISIONS 


SEC. 1161. DEDUCTIBILITY OF HEALTH INSURANCE COSTS OF SELF-EM- 
PLOYED INDIVIDUALS. 


(a) GENERAL RuLE.—Section 162 (relating to trade or business 
expenses), as amended by this Act, is amended by redesignating 
subsection (n) as subsection (m) and by inserting after subsection (I) 
the following new subsection: 

“(m) SpeciaAL RuLES FOR HEALTH INSURANCE Costs OF SELF-EM- 
PLOYED INDIVIDUALS.— 

“(1) IN GENERAL.—In the case of an individual who is an 
employee within the meaning of section 401(c)\(1), there shall be 
allowed as a deduction under this section an amount equal to 25 
percent of the amount paid during the taxable year for insur- 
ance which constitutes medical care for the taxpayer, his 
spouse, and dependents. 

“(2) LIMITATIONS.— 

“(A) DoLLAR AMOUNT.—No deduction shall be allowed 
under paragraph (1) to the extent that the amount of such 
deduction exceeds the taxpayer’s earned income (within the 
meaning of section 401(c)). 

“(B) REQUIRED COVERAGE.—Paragraph (1) shall not apply 
to any taxpayer for any taxable year unless coverage is 
provided under 1 or more plans meeting the requirements 
of section 89, treating such coverage as an employer-pro- 
vided benefit. 

“(C) OTHER COVERAGE.—Paragraph (1) shall not apply to 
any taxpayer who is eligible to participate in any subsidized 
health plan maintained by any employer of the taxpayer or 
of the spouse of the taxpayer. 

“(3) COORDINATION WITH MEDICAL DEDUCTION.—Any amount 
paid by a taxpayer for insurance to which paragraph (1) applies 
shall not be taken into account in computing the amount 
allowable to the taxpayer as a deduction under section 213(a). 

“(4) TERMINATION.—This subsection shall not apply to any 
taxable year beginning after December 31, 1989.” 

(b) Errective DaTE.— 

(1) IN GENERAL.—The amendment made by this section shall 
apply to taxable years beginning after December 31, 1986. 

(2) TRANSITIONAL RULE.—In the case of any year to which 
section 89 of the Internal Revenue Code of 1986 does not apply, 
section 162(m)(2)B) of such Code shall be applied by substituting 
any nondiscrimination requirements otherwise applicable for 
the requirements of section 89 of such Code. 

(3) AssistANCE.—The Secretary of the Treasury or his dele- 
gate shall provide guidance to self-employed individuals to 
assist them in meeting the requirements of section 89 of the 
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Internal Revenue Code of 1986 with respect to coverage re- 
quired by the amendments made by this section. 


SEC. 1162. 2-YEAR EXTENSION OF EXCLUSIONS FOR EDUCATIONAL 


ASSISTANCE PROGRAMS AND GROUP LEGAL PLANS. 


(a) EDUCATIONAL ASSISTANCE PROGRAMS.— 


(1) Extrension.—Subsection (d) of section 127 (relating to 
termination of exclusion for amounts received under edu- 
cational assistance programs) is amended by striking out “1985” 
and inserting in lieu thereof “1987”. 

(2) INCREASE IN AMOUNT.—Paragraph (2) of section 127(a) is 
amended by striking out “$5,000” each place it appears in the 
ee ee the heading thereof and inserting in lieu thereof 
ce 5, 5 ee 


(b) Group LEGAL PLans.—Subsection (e) of section 120 (relating to 
termination of exclusion for amounts received under qualified group 


legal services plans) is amended by striking out “1985” 
in lieu thereof “1987”. 


and inserting 


(c) EFFECTIVE DATES.— 


(1) SUBSECTION (a).—The amendments made by subsection (a) 
shall apply to taxable years beginning after December 31, 1985. 

(2) SuBsEcTION (b).—The amendment made by subsection (b) 
shall apply to years ending after December 31, 1985. 

(3) CAFETERIA PLAN WITH GROUP LEGAL BENEFITs.—If, within 
60 days after the date of the enactment of this Act, an employee 
elects under a cafeteria plan under section 125 of the Internal 
Revenue Code of 1986 coverage for group legal benefits to which 
section 120 of such Code applies, such election may, at the 
election of the taxpayer, apply to all legal services provided 
during 1986. The preceding sentence shall not apply to any plan 
which on August 16, 1986, offered such group legal benefits 
under such plan. 


SEC. 1163. $5,000 LIMIT ON DEPENDENT CARE ASSISTANCE EXCLUSION. 


(a) GENERAL RuLe.—Subsection (a) of section 129 (relating to 
dependent care assistance programs) is amended to read as follows: 
“(a) ExcLusION.— 


“(1) IN GENERAL.—Gross income of an employee does not 
include amounts paid or incurred by the employer for depend- 
ent care assistance provided to such employee if the assistance 
is = pursuant to a program which is described in subsec- 
tion (d). 

“(2) LIMITATION OF EXCLUSION.—The aggregate amount ex- 
cluded from the gross income of the taxpayer under this section 
for any taxable year shall not exceed $5,000 ($2,500 in the case 
of a separate return by a married individual). 


For purposes of the preceding sentence, marital status shall be 
—— under the rules of paragraphs (3) and (4) of section 
(e).” 
(b) TREATMENT OF ONsITE FAcILiTIES.—Subsection (e) of section 129 
is amended by adding at the end thereof the following new para- 


graph 


“«(g) TREATMENT OF ONSITE FACILITIES.—In the case of an onsite 
facility, except to the extent provided in regulations, the 
amount excluded with respect to any dependent shall be based 
on— 

“(A) utilization, and 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2511 


“(B) the value of the services provided.” 
(c) ErrectivE Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


SEC. 1164. TAX TREATMENT OF FACULTY HOUSING. 


(a) IN GENERAL.—Section 119 (relating to meals or lodging fur- 
nished for the convenience of the employer) is amended by adding at 
the end thereof the following new subsection: 

“(d) LopGING FURNISHED BY CERTAIN EDUCATIONAL INSTITUTIONS 
TO EMPLOYEES.— 

“(1) IN GENERAL.—In the case of an employee of an edu- 
cational institution, gross income shall not include the value of 
qualified campus lodging furnished to such employee during the 
taxable year. 

“(2) EXCEPTION IN CASES OF INADEQUATE RENT.—Paragraph (1) 
shall not apply to the extent of the excess of— 

“(A) the lesser of— 

“(i) 5 percent of the appraised value (as of the close of 
the calendar year in which the taxable year begins) of 
the qualified campus lodging, or 

“(ii) the average of the rentals paid by individuals 
(other than employees or students of the educational 
institution) during such calendar year for lodging pro- 
vided by the educational institution which is com- 
parable to the qualified campus lodging provided to the 
employee, over 

“(B) the rent paid by the employee for the qualified 
campus lodging during such calendar year. 

“(3) QUALIFIED CAMPUS LODGING.—For purposes of this subsec- 
tion, the term ‘qualified campus lodging’ means lodging to 
which subsection (a) does not apply and which is— 

“(A) located on, or in the proximity of, a campus of the 
educational institution, and 

“(B) furnished to the employee, his spouse, and any of his 
dependents by or on behalf of such institution for use as a 
residence. 

“(4) EDUCATIONAL INSTITUTION.—For purposes of this para- 
graph, the term ‘educational institution’ means an institution 
described in section 170(bX1AXii).”. 

(b) ErrectivE Date.—The amendment made by subsection (a) 
shall apply to taxable years beginning after December 31, 1985. 


SEC. 1165. LIMITATION ON ACCRUAL OF VACATION PAY. 


(a) GENERAL RuLE.—Paragraph (1) of section 463(a) (relating to 
accrual! of vacation pay) is amended by striking out “and expected to 
be paid during the taxable year or within 12 months following the 
close of the taxable year” and inserting in lieu thereof “and paid 
during the taxable year or within 8% months following the close of 
the taxable year”. 

(b) Errective Date.—The amendment made by subsection (a) 
shall apply to taxable years beginning after December 31, 1986. 


SEC. 1166. TREATMENT OF CERTAIN FULL-TIME LIFE INSURANCE SALES- 
MEN. 


(a) GENERAL RULE.—Paragraph (20) of section 7701(a) (defining 
employee) is amended by striking out “and 106” and inserting in 
lieu thereof “106, and 125”. 
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(b) Errective Date.—The amendment made by subsection (a) 
shall apply to years beginning after December 31, 1985. 


SEC. 1167. EXTENSION OF DUE DATE FOR STUDY OF WELFARE BENEFIT 
PLANS. 


Section 560(b) of the Tax Reform Act of 1984 is amended by 
striking out “February 1, 1985” and inserting in lieu thereof “the 
date which is 1 year after the date of the enactment of the Tax 
Reform Act of 1986”. 


SEC. 1168. EXCLUSION FROM GROSS INCOME OF CERTAIN MILITARY 
BENEFITS. 


(a) ExcLusion From Gross INcome.—Part III of subchapter B of 
chapter 1 (relating to items specifically excluded from gross income) 
is amended by redesignating section 134 as section 135 and by 
inserting after section 133 the following new section: 


“SEC. 134. CERTAIN MILITARY BENEFITS. 


“(a) GENERAL RuLeE.—Gross income shall not include any qualified 
military benefit. 
“(b) QUALIFIED Miuitary BENEFIT.—For purposes of this section— 
“(1) IN GENERAL.—The term ‘qualified military benefit’ means 
any allowance or in-kind benefit which— 

“(A) is received by any member or former member of the 
uniformed services of the United States or any dependent of 
such member by reason of such member’s status or service 
as a member of such uniformed services, and 

“(B) was excludable from gross income on September 9, 
1986, under any provision of law or regulation thereunder 
which was in effect on such date (other than a provision of 
this title). 

(2) No OTHER BENEFIT TO BE EXCLUDABLE EXCEPT A PROVIDED 
BY THIS TITLE.—Notwithstanding any other provision of law, no 
benefit shall be treated as a qualified military benefit unless 
such benefit— 

“(A) is a benefit described in paragraph (1), or 

“(B) is excludable from gross income under this title 
without regard to any provision of law which is not con- 
= in this title and which is not contained in a revenue 

et. 

“(3) LIMITATIONS ON MODIFICATIONS.— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), no modification or adjustment of any qualified military 
benefit after September 9, 1986, under any provision of law 
or regulation described in paragraph (1) shall be taken into 
account. 

“(B) EXCEPTION FOR CERTAIN ADJUSTMENTS TO CASH BENE- 
Fits.—Subparagraph (A) shall not apply to any adjustment 
to any qualified military benefit payable in cash which— 

“(i) is pursuant to a provision of law or regulation (as 
in effect on September 9, 1986), and 
“(ii) is determined by reference to any fluctuation in 
cost, price, currency, or other similar index.” 
(b) The table of sections for part III of subchapter B of chapter 1 is 
amended by striking out the item relating to section 134 and 
inserting in lieu thereof the following new items: 


“Sec. 134. Certain military benefits. 
“Sec. 135. Cross references to other Acts.” 
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(c) ErrectivE Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


Subtitle C—Changes Relating to Employee 
Stock Ownership Plans 


SEC. 1171. REPEAL OF EMPLOYEE STOCK OWNERSHIP CREDIT. 


(a) IN GENERAL.—Section 41 (relating to employee stock ownership 
credit) is hereby repealed. 
(b) TECHNICAL AND CONFORMING AMENDMENTS.— 

(1) Subsection (b) of section 38 is amended by striking out 
paragraph (4), by striking out “, plus” at the end of paragraph 
(3) and inserting in lieu thereof a period, and by inserting 
“plus” at the end of paragraph (2). 

(2) Subsection (d) of section 38 is amended— 

(A) by striking out “196(a), and 404(i)” and inserting in 
lieu thereof “and 196(a)”, and 
(B) by striking out ‘‘41(a),”. 

(3) Subsection (c) of section 56 is amended by striking out the 
last sentence. 

(4) Subparagraph (B) of section 108(b\2) is amended by strik- 
ing out the last sentence. 

(5) Paragraph (21) of section 401(a) is hereby repealed. 

(6) Subsection (i) of section 404 (relating to deductibility of 
unused portions of employee stock ownership credit) is hereby 
repealed. 

(7A) Section 6699 (relating to assessable penalties relating to 
tax credit employee stock ownership plan) is hereby repealed. 

(B) The table of sections for subchapter B of chapter 68 is 
amended by striking out the item relating to section 6699. 

(c) EFFECTIVE DATE.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall apply to compensation 
paid or accrued after December 31, 1986, in taxable years 
ending after such date. 

(2) SECTIONS 404(i) AND 6699 TO CONTINUE TO APPLY TO PRE-1987 
CREDITS.—The provisions of sections 404(i) and 6699 of the In- 
ternal Revenue Code of 1986 shall continue to apply with 
respect to credits under section 41 of such Code attributable to 
compensation paid or accrued before January 1, 1987 (or under 
section 38 of such Code with respect to qualified investment 
before January 1, 1983). 


SEC. 1172. ESTATE TAX DEDUCTION FOR PROCEEDS FROM SALES OF EM- 
PLOYER SECURITIES. 


(a) IN GENERAL.—Part IV of subchapter A of chapter 11 (relating 
to taxable estate) is amended by adding at the end thereof the 
following new section: 


“SEC. 2057. SALES OF EMPLOYER SECURITIES TO EMPLOYEE STOCK 
OWNERSHIP PLANS OR WORKER-OWNED COOPERATIVES. 


“(a) GENERAL RuULE.—For purposes of the tax imposed by section 
2001, the value of the taxable estate shall be determined by deduct- 
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ing from the value of the gross estate an amount equal to 50 percent 
of the qualified proceeds of a qualified sale of employer securities. 

“(b) QUALIFIED SALE.—For purposes of this section, the term 
‘qualified sale’ means any sale of employer securities by the execu- 
tor of an estate to— 

“(1) an employee stock ownership plan is described in section 
4975(eX(7), or 

“(2) an eligible worker-owned cooperative (within the mean- 
ing of section 1042(c)). 

“(c) QUALIFIED PROCEEDS.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘qualified proceeds’ means the 
amount received by the estate from the sale of employer securi- 
ties at any time before the date on which the return of the tax 
imposed by section 2001 is required to be filed (including any 
extensions). 

“(2) PROCEEDS FROM CERTAIN SECURITIES NOT QUALIFIED.—The 
term ‘qualified proceeds’ shall not include the proceeds from the 
sale of any employer securities if such securities were received 
by the decedent— 

“(A) in a distribution from a plan exempt from tax under 
section 501(a) which meets the requirements of section 
401(a), or 

“(B) as a transfer pursuant to an option or other right to 
acquire stock to which section 83, 422, 422A, 423, or 424 


applies. 
“(d) WRITTEN STATEMENT REQUIRED.— 
“(1) IN GENERAL.—No deduction shall be allowed under 
subsection (a) unless the executor of the estate of the decedent 
oa with the Secretary the statement described in paragraph 


“(2) STATEMENT.—A statement is described in this paragraph 
if it is a verified written statement of— 
“(A) the employer whose employees are covered by the 
plan described in subsection (b)(1), or 
“(B) any authorized officer of the cooperative described in 
subsection (b)(2), 
consenting to the application of section 4979A with respect to 
such employer or cooperative. 
“(e) EMPLOYER SECURITIES.—For purposes of this section, the term 
a securities’ has the meaning given such term by section 
“(f) TERMINATION.—This section shall not apply to any sale after 
December 31, 1991.” 
(b) CONFORMING AMENDMENTS.— 
(1) Section 409(n)(1) is amended— 
(A) by inserting “or section 2057” after “section 1042”, 
(B) by inserting “or any decedent if the executor of the 
estate of such decedent makes a qualified sale to which 
section 2057 applies,” after “securities” in subparagraph 
(Ai) thereof, and 
(C) by inserting “or the decedent” after “taxpayer” in 
subparagraph (A\ii) thereof. 
(2) Section 4979A is amended— 
(A) by inserting “or section 2057” after “section 1042” in 
subsection (b\1) thereof, and 
(B) by inserting “or section 2057(d)” after “section 
1042(b\3XB)” in subsection (c) thereof. 
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(3) The table of sections for part IV of subchapter A of chapter 
11 is amended by adding at the end thereof the following new 
item: 

“Sec. 2057. Sales of employer securities to employee stock ownership plans 
or worker-owned cooperatives.” 


(c) ErFEcTIVE Date.—The amendments made by this section shall 
apply to sales after the date of the enactment of this Act with 
respect to which an election is made by the executor of an estate 
who is required to file the return of the tax imposed by the Internal 
Revenue Code of 1986 on a date (including extensions) after the date 
of the enactment of this Act. 


SEC. 1173. PROVISIONS RELATING TO LOANS USED TO ACQUIRE EM- 
PLOYER SECURITIES. 


(a) DEDUCTION FOR DiviDENDs Pain To Repay Loans.— 

(1) IN GENERAL.—Paragraph (2) of section 404(k) (relating to 
dividend paid deductions) is amended by striking out “or” at the 
end of subparagraph (A), by striking out the period at the end of 
subparagraph (B) and inserting in lieu thereof “, or’, and by 
inserting at the end thereof the following new subparagraph: 

“(C) the dividend with respect to employer securities is 
used to make payments on a loan described in section 
404(aX9).” 

(2) CONFORMING AMENDMENT.—Section 404(k) is amended by 
adding at the end thereof the following new sentence: “Any 
deduction under paragraph (2XC) shall be allowable in the 
taxable year of the corporation in which the dividend is used to 
repay the loan described in such paragraph.” 

(b) Securities AcquisiITion LOANS.— 

(1) APPLICATION TO INTEREST RECEIVED BY RIC.— 

(A) IN GENERAL.—Section 133(a) (relating to exclusion for 
interest on certain loans used to acquire employer securi- 
ties) is amended by striking out “or” at the end of para- 
graph (2), by inserting “or” at the end of paragraph (3), and 
by adding at the end thereof the following new paragraph: 

“(4) a regulated investment company (as defined in section 
851),”. 

(B) CONFORMING AMENDMENT.—Section 852(bX5) is 
amended by adding at the end thereof the following new 
subparagraph: 

“(C) INTEREST ON CERTAIN LOANS USED TO ACQUIRE EM- 
PLOYER SECURITIES.—F or purposes of this paragraph— 

“(i) 50 percent of the amount of any loan of the 
regulated investment company which qualifies as a 
securities acquisition loan (as defined in section 133) 
shall be treated as an obligation described in section 
103(a), and 

“(ii) 50 percent of the interest received on such loan 
shall be treated as interest excludable from gross 
income under section 103.” 

(2) SECURITIES ACQUISITION LOAN.—Section 133(bX1) (defining 
securities acquisition loan) is amended to read as follows: 

“(1) IN GENERAL.—For purposes of this section, the term 
‘securities acquisition loan’ means— 

“(A) any loan to a corporation or to an employee stock 
ownership plan to the extent that the proceeds are used to 
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acquire employer securities for the plan, or are used to 
refinance such a loan, or 

“(B) any loan to a corporation to the extent that, within 
30 days, employer securities are transferred to the plan in 
an amount equal to the proceeds of such loan and such 
securities are allocable to accounts of plan participants 
within 1 year of the date of such loan, except that this 
subparagraph shall not apply to any loan the commitment 
period of which exceeds 7 years. 

For purposes of this paragraph, the term ‘employer securities’ 
has the meaning given such term by section 409(1).” 
(c) EFFECTIVE DATES.— 

(1) Diviwenps.—The amendments made by subsection (a) shall 
apply to dividends paid in taxable years beginning after the 
date of the enactment of this Act. 

(2) SUBSECTION (b).— 

(A) The amendments made by subsection (b)(1) shall 
apply to loans used to acquire employer securities after the 
date of the enactment of this Act, including loans used to 
refinance loans used to acquire employer securities before 
such date if such loans were used to acquire employer 
securities after May 23, 1984. 

(B\i) Section 133(b)(1)(A) of the Internal Revenue Code of 
1986, as amended by subsection (b\(2), shall apply to any 
loan used to refinance a loan which— 

(I) met the requirements of section 133(b)(1) (as in 
effect when such loan was entered into), and 
(ID was used to acquire securities after July 18, 1984. 

(ii) If a loan described in clause (i) has a term of greater 
than 7 years, clause (i) shall apply only to interest accruing 
on such loan during the first 7 years. 

(C) Section 133(b)\(1XB) of the Internal Revenue Code of 
1986, as added by.subsection (b)\(2), shall apply to loans 
incurred after the date of enactment of this Act. 


SEC. 1174. REQUIREMENTS FOR EMPLOYEE STOCK OWNERSHIP PLANS. 


(a) DISTRIBUTIONS ON PLAN TERMINATIONS PERMITTED.— 

(1) IN GENERAL.—Paragraph (1) of section 409(d) (requiring 
that employer securities must stay in the plan) is amended by 
striking out “or separation from service” and inserting in lieu 
thereof “separation from service, or termination of the plan”. 

(2) EFFECTIVE DATE.—The amendment made by this subsection 
shall apply to plan terminations after December 31, 1984. 

(b) DistRIBUTION AND PAYMENT REQUIREMENTS.— 

(1) IN GENERAL.—Section 409 (relating to qualifications for 
employee stock ownership plans) is amended by redesignating 
subsection (0) as subsection (p) and by inserting after subsection 
(n) the following new subsection: 

“(0) DISTRIBUTION AND PAYMENT REQUIREMENTS.—A plan meets 
the requirements of this subsection if— 

“(1) DISTRIBUTION REQUIREMENT.— 

“(A) IN GENERAL.—The plan provides that, unless the 
participant otherwise elects, the distribution of the partici- 
pant’s account balance in the plan will commence not later 
than 1 year after the close of the plan year— 
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“(i) in which the participant separates from service 
by reason of the attainment of normal retirement age 
under the plan, disability, or death, or 

“(ii) which is the 5th plan year following the 
year in which the participant otherwise separates on 
service, except that this clause shall not apply if the 
participant is reemployed by the employer before such 

ear. 

“(B) EXCEPTION FOR CERTAIN FINANCED SECURITIES.—For 
purposes of this subsection, the account balance of a partici- 
pant shall not include any employer securities acquired 
with the proceeds of the loan described in section 404(aX9) 
ee close of the plan year in which such loan is repaid 
in fu 

“(C) LIMITED DISTRIBUTION PERIOD.—The plan provides 
that, unless the participant elects otherwise, the distribu- 
tion of the ae s account balance will be in substan- 
tially equ odic payments (not less frequently than 
annually) oe a period not longer than the greater of— 

“(i) 5 years, or 

“(ii) in the case of a participant with an account 
balance in excess of $500,000, 5 years plus 1 additional 
year (but not more than 5 additional years) for each 
$100,000 or _ thereof by which such balance 
exceeds $500. 

“(2) CosT-OF-LIVING satiandien —The Secretary shall adjust 
the dollar amounts under paragraph (1\(C) at the same time and 
in the same manner as under section 415(d).” 

(2) CONFORMING AMENDMENTS.—Sections 409(aX(3) is amended 
by striking out “and (h)” and inserting in lieu thereof “(h), and 
( 0)”. 

(3) EFFECTIVE DATE.—The amendments made by this subsec- 
tion shall apply to distributions attributable to stock acquired 
after December 31, 1986. 

(c) Put Option REQUIREMENTS.— 

(1) PAYMENT REQUIREMENT.— 

(A) IN GENERAL.—Subsection (h) of section 409 (relating to 
right to demand employer securities; put option) is 
amended by adding at the end thereof the following new 
paragraphs 

“(5) PAYMENT REQUIREMENT FOR TOTAL DISTRIBUTION.—If an 
employer is required to repurchase employer securities which 
are distributed to the employee as part of a total distribution, 
the requirements of paragraph (1)(B) shall be treated as met if— 

‘“(A) the amount to be paid for the employer securities is 
paid in substantially equal periodic payments (not less 
frequently than annually) over a period beginning not later 
than 30 days after the exercise of the put option described 
in paragraph (4) and not exceeding 5 years, and 

“(B) there is adequate security provided and reasonable 
interest paid on the unpaid amounts referred to in subpara- 
graph (A). 

For purposes of this paragraph, the term ‘total distribution’ 
means the distribution within 1 taxable year to the recipient of 
the balance to the credit of the recipient’s account. 

“(6) PAYMENT REQUIREMENT FOR INSTALLMENT DISTRIBU 
TIONS.—If an employer is required to repurchase employer secu- 
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rities as part of an installment distribution, the requirements of 
paragraph (1B) shall be treated as met if the amount to be paid 
for the employer securities is paid not later than 30 days after 
the exercise of the put option described in paragraph (4).” 

(B) EFFECTIVE DATE.—The amendment made by this para- 
graph shall apply to distributions attributable to stock 
acquired after December 31, 1986, except that a plan may 
elect to have such amendment apply to all distributions 
after the date of the enactment of this Act. 

(2) PuT OPTION REQUIREMENT EXTENDED TO STOCK BONUS 
PLANS.— 

(A) IN GENERAL.—Section 401(aX23) is amended to read as 
follows: 

“(23) A stock bonus plan shall not be treated as meeting the 
requirements of this section unless such plan meets the require- 
ments of subsections (h) and (0) of section 409, except that in 
applying section 409(h) for purposes of this paragraph, the term 
‘employer securities’ shall include any securities of the em- 
ployer held by the plan.” 

(B) EFFECTIVE DATE.—The amendment made by this para- 
graph shall apply to distributions attributable to stock 
acquired after December 31, 1986. 

(d) NONDISCRIMINATION REQUIREMENTS.— 

(1) In GENERAL.—Subparagraph (A) of section 415(cX6) is 
amended by striking out “the group of employees consisting of 
officers, shareholders owning more than 10 percent of the 
employer’s stock (determined under subparagraph (BXiv)), or 
employees described in subparagraph (BXiii)” and inserting in 
lieu thereof “highly compensated employees (within the mean- 
ing of section 414(q))”. 

(2) CONFORMING AMENDMENTS.— 

(A) Subparagraph (B) of section 415(cX6) is amended by 
striking out clauses (iii) and (iv) thereof. 

(B) Subparagraph (C) of section 415(cX6) is amended by 
striking out “the group of employees consisting of officers, 
shareholders owning more than 10 percent of the employ- 
er’s stock (determined under subparagraph (B\iv)), or 
employees described in subparagraph (B\iii)”’ and inserting 
in lieu thereof “highly compensated employees {within the 
meaning of section 414(q))’’. 

(3) EFFECTIVE DATE.—The amendments made by this subsec- 
tion shall apply to years beginning after December 31, 1986. 


SEC. 1175. ADDITIONAL QUALIFICATION REQUIREMENTS. 


(a) ADDITIONAL QUALIFICATION REQUIREMENTS FOR EMPLOYEE 
Stock OWNERSHIP PLANS.— 

(1) IN GENERAL.—Subsection (a) of section 401 (relating to 
qualified pension, profit-sharing, and stock bonus plans), as 
amended by this Act, is amended by inserting after paragraph 
(27) the following new paragraph: 

“(28) ADDITIONAL REQUIREMENTS RELATING TO EMPLOYEE STOCK 
OWNERSHIP PLANS.— 

“(A) IN GENERAL.—In the case of a trust which is part of 
an employee stock ownership plan (within the meaning of 
section 4975(eX7)) or a plan which meets the requirements 
of section 409a), such trust shall not constitute a qualified 
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trust under this section unless such plan meets the require- 
ments of subparagraphs (B) and (C). 

“(B) DIVERSIFICATION OF INVESTMENTS.— 

“(i) IN GENERAL.—A plan meets the requirements of 
this subparagraph if each qualified participant in the 
plan may elect within 90 days after the close of each 
plan year in the qualified election period to direct the 
plan as to the investment of at least 25 percent of the 
participant’s account in the plan (to the extent such 
portion exceeds the amount to which a prior election 
under this subparagraph applies). In the case of the 
election year in which the participant can make his 
last election, the preceding sentence shall be applied by 
substituting ‘50 percent’ for ‘25 percent’. 

“(ii) METHOD OF MEETING REQUIREMENTS.—A plan 
— be treated as meeting the requirements of clause 
1 — 

“(I) the portion of the participant’s account cov- 
ered by the election under clause (i) is distributed 
within 90 days after the period during which the 
election may be made, or 

“(II) the plan offers at least 3 investment options 
(not inconsistent with regulations prescribed by 
the Secretary) to each participant making an elec- 
tion under clause (i). 

“(iii) QUALIFIED PARTICIPANT.—For purposes of this 
subparagraph, the term ‘qualified participant’ means 
any employee who has completed at least 10 years of 
participation under the plan and has attained age 55. 

“(iv) QUALIFIED ELECTION PERIOD.—For purposes of 
this subparagraph, the term ‘qualified election period’ 
means the 5-plan-year period beginning with the plan 
year after the plan year in which the participant at- 
tains age 55 (or, if later, beginning with the plan year 
after the lst plan year in which the individual lst 
became a qualified participant). 

“(C) Use OF INDEPENDENT APPRAISER.—A plan meets the 
requirements of this subparagraph if all valuations of em- 
ployer securities which are not readily tradable on an 
established securities market with respect to activities car- 
ried on by the plan are by an independent appraiser. For 
purposes of the preceding sentence, the term ‘independent 
appraiser’ means any appraiser meeting requirements simi- 
lar to the requirements of the regulations prescribed under 
section 170(aX1).” 

(2) EFFECTIVE DATE.—The amendment made by this subsection 
shall apply to stock acquired after December 31, 1986. 


SEC. 1176. SPECIAL ESOP REQUIREMENTS. 


(a) IN GENERAL.—Section 401(aX22) (relating to qualified pension, 
profit sharing and stock bonus plans) is amended by inserting at the 
end thereof the following new sentence: “The requirements of 
subsection (e) of section 409 shall not apply to any employees of an 
employer who are participants in any defined contribution plan 
established and maintained by such employer if the stock of such 
employer is not publicly traded and the trade or business of such 
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employer consists of publishing on a regular basis a newspaper for 
general circulation.” 

(b) Section 409(1) is amended by adding at the end thereof the 
following new paragraph: 

“(4) NONVOTING COMMON STOCK MAY BE ACQUIRED IN CERTAIN 
caAsEs.—Nonvoting common stock of an employer described in 
the last sentence of section 401(aX22) shall be treated as em- 
ployer securities if an employer has a class of nonvoting 
common stock outstanding and the specific shares that the plan 
acquires have been issued and outstanding for at least 24 
months.” 

(c) ErrectivE Dates.—The amendment made by subsection (a) 
shall be effective December 31, 1986. The amendment made by 
subsection (b) shall apply to acquisitions of securities after Decem- 
ber 31, 1986. 


SEC. 1177. TRANSITION RULES. 


(a) Section 1171.—The amendments made by section 1171 shall 
not apply in the case of a tax credit employee stock ownership plan 
if— 

(1) such plan was favorably approved on September 23, 1983, 
by employees, and 

(2) not later than January 11, 1984, the employer of such 
employees was 100 percent owned by such plan. 

(b) SustitLeE Not To App.ty To CERTAIN NEWSPAPER.—The amend- 
ments made by this subtitle shall not apply to any daily news- 
paper— 

(1) which was first published on December 17, 1855, and which 
began publication under its current name in 1954, and 

(2) which is published in a constitutional home rule city 
(within the meaning of section 143(d\(3XC) of the Internal Reve- 
nue Code of 1986) which has a population of less than 2,500,000. 


TITLE XII—FOREIGN TAX PROVISIONS 
Subtitle A—Foreign Tax Credit Modifications 


SEC. 1201. SEPARATE APPLICATION OF SECTION 904 WITH RESPECT TO 
CERTAIN CATEGORIES OF INCOME. 


(a) GENERAL RuLE.—Paragraph (1) of section 904(d) (relating to 
separate application of section 904 with respect to certain income) is 
amended by striking out subparagraph (A), by redesignating sub- 
paragraphs (B), (C), (D), and (E) as subparagraphs (F), (G), (H), and 
(ID, respectively, and by inserting before subparagraph (F) (as so 
redesignated) the following new subparagraphs: 

“(A) passive income, 

“(B) high withholding tax interest, 

“(C) financial services income, 

“(D) shipping income, 

“(E) dividends from each noncontrolled section 902 
corporation,”. 

(b) CaTeGcories DEFINED.—Subsection (d) of section 904 is amended 
by striking out paragraphs (2) and (3) and inserting in lieu thereof 
the following new paragraphs: 
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“(2) DEFINITIONS AND SPECIAL RULES.—For purposes of this 
subsection— 
“(A) PAssIVE INCOME.— 

“(i) IN GENERAL.—Except as otherwise provided in 
this subparagraph, the term ‘passive income’ means 
any income received or accrued by any person which is 
of a kind which would be foreign personal holding 
company income (as defined in section 954(c)). 

“(ii) CERTAIN AMOUNTS INCLUDED.—The term ‘passive 
income’ includes any amount includible in gross 
income under section 551 or section 1293 (relating to 
certain passive foreign investment companies). 

“(iii) ExcEPTIONS.—The term ‘passive income’ shall 
not include— 

“(I) any income described in a subparagraph of 
paragraph (1) other than subparagraph (A), 

“(ID any export financing interest, 

“(III) any high-taxed income, and 

“(IV) any foreign oil and gas extraction income 
(as defined in section 907(c)). 

“(B) HIGH WITHHOLDING TAX INTEREST.— 

“(i) IN GENERAL.—Except as otherwise provided in 
this subparagraph, the term ‘high withholding tax in- 
terest’ means any interest if— 

“(D such interest is subject to a withholding tax 
of a foreign country or possession of the United 
— (or other tax determined on a gross basis), 
an 

“(II) the rate of such tax applicable to such 
interest is at least 5 percent. 

“(ii) EXCEPTION FOR EXPORT FINANCING.—The term 
‘high withholding tax interest’ shall not include any 
export financing interest. 

“(iii) REGULATIONS.—The Secretary may by regula- 
tions provide that amounts (not otherwise high 
withholding tax interest) shall be treated as high 
withholding tax interest where necessary to prevent 
avoidance of the purposes of this subparagraph. 

“(C) FINANCIAL SERVICES INCOME.— 

“(i) IN GENERAL.—Except as otherwise provided in 
this subparagraph, the term ‘financial services income’ 
means income received or accrued by any person which 
is not passive income (determined without regard to 
subparagraph (A\iiiXI)) and which— 

“(I) is derived in the active conduct of a banking, 
financing, or similar business, or derived from the 
investment by an insurance company of its un- 
earned premiums or reserves ordinary and nec- 
essary for the proper conduct of its insurance busi- 
ness, or 

“(II) is of a kind which would be insurance 
income as defined in section 953(a) determined 
without regard to those provisions of paragraph 
(1A) of such section which limit insurance income 
to income from countries other than the country in 
which the corporation was created or organized. 
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“(ii) SPECIAL RULE IF ENTITY PREDOMINANTLY ENGAGED 
IN BANKING, ETC., BUSINESS.—If, for any taxable year, 
an entity is predominantly engaged in the active con- 
duct of a banking, insurance, financing, or similar 
business, the term ‘financial services income’ includes 
any passive income (determined without regard to 
subparagraph (AXiiiXI)) of such corporation for such 
taxable year. In the case of any entity described in the 
preceding sentence, the term ‘shipping income’ shall 
not include any income treated as financial services 
income under the preceding sentence. 

“(iii) EXCEPTION FOR EXPORT FINANCING.—The term 
‘financial services income’ does not include any export 
financing interest. 

“(iv) HIGH WITHHOLDING TAX INTEREST.—The term 
‘financial services income’ does not include any high 
withholding tax interest. 

“(D) SHIPPING INCOME.—The term ‘shipping income’ 
means any income received or accrued by any person which 
is of a kind which would be foreign base company shipping 
income (as defined in section 954(f)). 

“(E) NONCONTROLLED SECTION 902 CORPORATION.— 

“(i) IN GENERAL.—The term ‘noncontrolled section 
902 corporation’ means any foreign corporation with 
respect to which the taxpayer meets the stock owner- 
ship requirements of section 902(a) (or, for purposes of 
applying paragraph (3), the requirements of section 
902(b)). A cuneclina foreign corporation shall not be 
treated as a noncontrolled section 902 corporation with 
respect to any distribution out of its earnings and 
profits for periods during which it was a controlled 
foreign corporation. 

“(ii) SPECIAL RULE FOR TAXES ON HIGH-WITHHOLDING 
TAX INTEREST.—If a foreign corporation is a 
noncontrolled section 902 corporation with respect to 
the taxpayer, taxes on high withholding tax interest (to 
the extent imposed at a rate in excess of 5 percent) 
shall not be treated as foreign taxes for purposes of 
determining the amount of foreign taxes deemed paid 
by the taxpayer under section 902. 

“(F) HIGH-TAXED INCOME.—The term ‘high-taxed income’ 
means any income which (but for this subparagraph) would 
be passive income if the sum of— 

“(i) the foreign income taxes paid or accrued by the 
taxpayer with respect to such income, and 

“(ii) the foreign income taxes deemed paid by the 
taxpayer with respect to such income under section 902 


or 960, 

exceeds the highest rate of tax specified in section 1 or 11 
(whichever applies) multiplied by the amount of such 
income (determined with regard to section 78). For purposes 
of the preceding sentence, the term ‘foreign income taxes’ 
means any income, war profits, or excess profits tax im- 
— by any foreign country or possession of the United 

tates. 


“(G) Export FINANCING INTEREST.—For purposes of this 
paragraph, the term ‘export financing interest’ means any 
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interest derived from financing the sale (or other disposi- 
tion) for use or consumption outside the United States of 
any property— 

“(i) which is manufactured, produced, grown, or ex- 
tracted in the United States by the taxpayer or a 
related person, and 

“(ii) not more than 50 percent of the fair market 
value of which is attributable to products imported into 
the United States. 

For purposes of clause (ii), the fair market value of any 
property imported into the United States shall be its ap- 
praised value, as determined by the Secretary under section 
402 of the Tariff Act of 1930 (19 U.S.C. 1401a) in connection 
with its importation. 

‘“(H) RELATED PERSON.—For purposes of this paragraph, 
the term ‘related person’ has the meaning given such term 
by section 954(d\(3), except that such section shall be ap- 
plied by substituting ‘the person with respect to whom the 
determination is being made’ for ‘controlled foreign cor- 
poration’ each place it appears. 

“(I) TRANSITIONAL RULE.—For purposes of paragraph (1)— 

“(i) taxes paid or accrued in a taxable year beginning 
before January 1, 1987, with respect to income which 
was described in subparagraph (A) of paragraph (1) (as 
in effect on the day before the date of the enactment of 
the Tax Reform Act of 1986) shall be treated as taxes 
paid or accrued with respect to income described in 
subparagraph (A) of paragraph (1) (as in effect after 
such date), 

“(ii) taxes paid or accrued in a taxable year begin- 
ning before Janu 1, 1987, with respect to income 
which was descri in subparagraph (E) of paragraph 
(1) (as in effect on the day before the date of the 
enactment of the Tax Reform Act of 1986) shall be 
treated as taxes paid or accrued with respect to income 
described in subparagraph (1) of paragraph (1) (as in 
effect after such date) except to the extent that— 

“(I the taxpayer establishes to the satisfaction of 
the Secretary that such taxes were paid or accrued 
with respect to shipping income, or 

“(ID in the case of an entity meeting the require- 
ments of subparagraph (C\Xii), the taxpayer estab- 
lishes to the satisfaction of the Secretary that such 
taxes were paid or accrued with respect to finan- 
cial services income, and 

“(iii) taxes paid or accrued in a taxable year begin- 
ning before January 1, 1987, with respect to income 
described in any other subparagraph of paragraph (1) 
(as so in effect before such date) shall be treated as 
taxes paid or accrued with respect to income described 
in the aps camprne subparagraph of paragraph (1) (as 
so in effect r such date). 

“(3) LOOK-THRU IN CASE OF CONTROLLED FOREIGN CORPORA- 
TIONS.— 

“(A) IN GENERAL.—Except as otherwise provided in this 
paragraph, dividends, interest, rents, and royalties received 
or accrued by the taxpayer from a controlled foreign 
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corporation in which the taxpayer is a United States share- 
holder shall not be treated as income in a separate cat- 
egory. 

“(B) SUBPART F INCLUSIONS.—Any amount included in 
gross income under section 951(a)(1)(A) shall be treated as 
income in a separate category to the extent the amount so 
included is attributable to income in such category. 

“(C) INTEREST, RENTS, AND ROYALTIES.—Any interest, rent, 
or royalty which is received or accrued from a controlled 
foreign corporation in which the taxpayer is a United 
States shareholder shall be treated as income in a separate 
category to the extent it is properly allocable (under regu- 
lations prescribed by the Secretary) to income of the 
controlled foreign corporation in such category. 

“(D) Divipenps.—Any dividend paid out of the earnings 
and profits of any controlled foreign corporation in which 
the taxpayer is a United States shareholder shall be treated 
as income in a separate category in proportion to the ratio 
of— 

“(i) the portion of the earnings and profits attrib- 
utable to income in such category, to 
“(ii) the total amount of earnings and profits. 

“(E) LoOK-THRU APPLIES ONLY WHERE SUBPART F APPLIES.— 
If a controlled foreign corporation meets the requirements 
of section 954(b\3)A) (relating to de minimis rule) for any 
taxable year, for purposes of this paragraph, none of its 
income for such taxable year shall be treated as income in a 
separate category. Solely for purposes of applying subpara- 
graph (D), income (other than high withholding tax interest 
and dividends from a noncontrolled section 902 corporation) 
of a controlled foreign corporation shall not be treated as 
income in a separate category if the requirements of section 
954(b)(4) are met with respect to such income. 

“(F) SEPARATE CATEGORY.—For purposes of this para- 
graph, the term ‘separate category’ means any category of 
income described in subparagraph (A), (B), (C), (D), or (E) of 
paragraph (1). 

“(G) Divipenp.—For purposes of this paragraph, the term 
‘dividend’ includes any amount included in gross income in 
section 951(aX1\B). Any amount included in gross income 
under section 78 to the extent attributable to amounts 
included in gross income in section 951(aX(1)(A) shall not be 
treated as a dividend but shall be treated as included in 
gross income under section 951(aX(1)(A). 

“(4) CONTROLLED FOREIGN CORPORATION; UNITED STATES SHARE- 
HOLDER.—For purposes of this subsection— 

“(A) CONTROLLED FOREIGN CORPORATION.—The term ‘con- 
trolled foreign corporation’ has the meaning given such 
term by section 957 (taking into account section 953(c)). 

“(B) UNITED STATES SHAREHOLDER.—The term ‘United 
States shareholder’ has the meaning given such term by 
section 951(b) (taking into account section 953(c)). 

“(5) REGULATIONS.—The Secretary shall prescribe such regu- 
lations as may be necessary or appropriate for the purposes of 
this subsection, including regulations— 
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“(A) for the application of oan (3) and subsection 
(f(5) in the case of income paid (or loans made) through 1 or 
more entities or between 2 or more chains of entities, 

“(B) preventing the manipulation of the character of 
income the effect of which is to avoid the purposes of this 
subsection, and 

“(C) providing that rules similar to the rules of paragraph 
(3(C) shall apply to interest, rents, and royalties received or 
accrued from entities which would be controlled foreign 
corporations if they were foreign corporations.” 

(c) Source Ru.te.—Paragraph (5) of section 954(b) (relating to 
deductions) is amended by adding at the end thereof the following 
new sentence: “Except to the extent provided in regulations pre- 
scribed by the Secretary, any interest which is paid or accrued by 
the controlled foreign corporation to any United States shareholder 
in such corporation (or any controlled foreign corporation related to 
such a shareholder) shall be allocated first to foreign personal 
holding company income which is passive income (within the mean- 
ing of section 904(d)\(2)) of such corporation to the extent thereof. The 
Secretary may, by regulations, provide that the preceding sentence 
shall apply also to interest paid or accrued to other persons.” 

(d) TECHNICAL AMENDMENTS.— 

(1) The subsection heading of section 904(d) is amended to 
read as follows: 

“(d) SEPARATE APPLICATION OF SECTION WITH RESPECT TO CERTAIN 
CATEGORIES OF INCOME.—”’. 

(2) Subparagraph (I) of section 904(d\(1) (as redesignated by 
subsection (a)) is amended by striking out “in su paragraph (A), 
(B), (C), or (D)” and inserting in lieu thereof “in any of the 
preceding subparagraphs”. 

(3) Paragraph (1) of section 904(d) is amended by inserting 
“and sections 902, 907, and 960” after “subsections (a), (b), and 


c)”. 
(4) Clause (i) of section 864(d\5\A) is amended to read as 


follows: 

“(i) Subparagraphs (A\iiiXID, (BXii), and (C\Xiii) of 
section 904(d\(2) (relating to exceptions for export 
financing interest).” 

(e) EFFECTIVE DATES.— 

(1) IN GENERAL.—Except as provided in this subsection, the 
amendments made by this section shall apply to taxable years 
beginning after December 31, 1986. 

(2) QUALIFIED LOANS.— 

(A) IN GENERAL.—The following shall not be treated as 
high withholding tax interest for purposes of applying 
section 904(d) of the Internal Revenue Code of 1986 (as 
amended by this section): 

(i) Any interest received or accrued by any taxpayer 
during any taxable year beginning after December 31, 
1986, and before January 1, 1990, on any pre-1990 
qualified loan, and 

(ii) The phase-out percentage of any interest received 
or accrued by any taxpayer during any taxable year 
beginning after December 31, 1989 on any post-1989 
qualified loan. 

(B) PHASE-OUT PERCENTAGE.—For purposes of subpara- 
graph (A) the phase-out percentage is— 
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In the case of the following taxable The phase out 
years beginning after 12/31/89: percentage is: 
Ist 80 


60 
40 

20 

0 

(C) PRE-1990 QUALIFIED LOAN.—For purposes of subpara- 
graph (A), the term “pre-1990 qualified loan” means, with 
respect to any taxable year beginning before January 1, 
1990, any qualified loan outstanding at any time during 
such taxable year to the extent that the total amount of 
foreign taxes which would be creditable (without regard to 
the limitation of section 904 of the Internal Revenue Code 
of 1986) with respect to all qualified loans outstanding at 
any time during such taxable year does not exceed the 
applicable credit limit for such taxable year. 

(D) Post-1989 QUALIFIED LOANS.—F or purposes of subpara- 
graph (A), the term “post-1989 qualified loan” means any 
qualified loan outstanding as of the close of the lst taxable 
year of the taxpayer beginning after December 31, 1988, to 
the extent that the total amount of foreign taxes which 
would be creditable (without regard to the limitation of 
section 904 of the Internal Revenue Code of 1986) with 
respect to all qualified loans outstanding as of the close of 
such taxable year does not exceed the applicable credit 
limit for post-1989 qualified loans. 

(E) CLASSIFICATION OF QUALIFIED LOANS.—For purposes of 
this paragraph, if the foreign taxes creditable for any tax- 
able year beginning before January 1, 1990, with respect to 
any qualified loan, when added to the aggregate amount of 
foreign taxes creditable for such taxable year with respect 
to qualified loans entered into by the taxpayer before the 
date on which such qualified loan was entered into, exceed 
the applicable credit limit, then that portion of a qualified 
loan which causes the taxpayer to exceed the applicable 
credit limit shall not be treated as a pre-1990 or post-1989 
qualified loan, as the case may be. 

(F) APPLICABLE CREDIT LIMIT.— 

(i) IN GENERAL.—The applicable credit limit shall be 
equal to— 

(I) except as provided in subclause (II), 110 per- 
cent of the base credit amount multiplied by the 
applicable interest rate adjustment for the taxable 
year, and 

(II) in the case of post-1989 qualified loans, the 
amount determined under subclause (I) (without 
regard to the interest rate adjustment) multiplied 
by the interest rate adjustment for post-1989 quali- 
fied loans. 

(ii) BASE CREDIT AMOUNT.—The base credit amount of 
a taxpayer shall be an amount equal to the principal 
amount of qualified loans held by such taxpayer on 
November 16, 1985, multiplied by the product of— 

(I) the interest rate applicable to such loan on 
November 16, 1985, and 
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(II) the foreign withholding tax rate applicable to 
interest payable with respect to such loan on 
November 16, 1985. 

(G) INTEREST RATE ADJUSTMENT.— 

(i) IN GENERAL.—Except as provided in clause (ii), the 
applicable interest rate adjustment shall equal the 
ratio of the weighted average 6-month London Inter- 
bank Offered Rate (LIBOR) for the taxable year in 
question to LIBOR on November 15, 1985. 

(ii) Post-1989 QUALIFIED LOANS.—The applicable in- 
terest rate adjustment for post-1989 qualified loans 
shall be equal to the ratio of LIBOR on the last day of 
the taxpayer’s lst taxable year beginning after Decem- 
ber 31, 1988 to LIBOR on November 15, 1985. 

(H) QUALIFIED LOAN.—For purposes of this subsection, the 
term “qualified loan” means any loan made by the tax- 
payer to any of the following countries or any resident 
thereof for use in such country: 


(i) Argentina. (xvii) Morocco. 

(ii) Bolivia. (xviii) Mozambique. 

(iii) Brazil. (xix) Niger. 

(iv) Chile. (xx) Nigeria. 

(v) Colombia. (xxi) Panama. 

(vi) Costa Rica. (xxii) Peru. 

(vii) The Dominican (xxiii) The Philippines. 
Republic. (xxiv) Romania. 

(viii) Ecuador. (xxv) Senegal. 

(ix) Guyana. (xxvi) Sierra Leone. 

(x) Honduras. (xxvii) The Sudan. 

(xi) The Ivory Coast. (xviii) Togo. 

(xii) Jamaica. (xxix) Uruguay. 

(xiii) Liberia. (xxx) Venezuela. 

(xiv) Madagascar. (xxxi) Yugoslavia. 

(xv) Malawi. (xxxii) Zaire. 

(xvi) Mexico. (xxxiii) Zambia. 


(I) No BENEFIT FOR INCREASED WITHHOLDING TAXES.—No 
benefit shall be allowable by reason of this paragraph for 
any foreign withholding tax imposed on interest payable 
with respect to any qualified loan to the extent the rate of 
such tax exceeds the foreign withholding tax rate ap- 
plicable to interest payable with respect to such loan on 
November 16, 1985. 

(3) SPECIAL RULE FOR TAXPAYER WITH OVERALL FOREIGN LOSS.— 

(A) IN GENERAL.—If a taxpayer incorporated on June 20, 
1928, the principal headquarters of which is in Minneapolis, 
Minnesota, sustained an overall foreign loss (as defined in 
section 904(f(2) of the Internal Revenue Code of 1954) in 
taxable years beginning before January 1, 1986, in connec- 
tion with 2 separate trades or businesses which the tax- 
payer had, during 1985, substantially disposed of in tax-free 
transactions pursuant to section 355 of such Code, then an 
amount, not to exceed $40,000,000 of foreign source income, 
which, but for this paragraph, would not be treated as 
overall limitation income, shall be so treated. 
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(B) SUBSTANTIAL DISPOSITION.—For purposes of this para- 
graph, a taxpayer shall be treated as having substantially 
disposed of a trade or business if the retained portion of 
such business had sales of less than 10 percent of the 
— sales of such business for taxable years ending in 
1985. 


SEC. 1202. DEEMED PAID CREDIT UNDER SECTIONS 902 AND 960 DETER- 
MINED ON ACCUMULATED BASIS. 


(a) GENERAL RULE.—Section 902 (relating to credit for corporate 
stockholder in foreign corporation) is amended to read as follows: 


“SEC. 902. DEEMED PAID CREDIT WHERE DOMESTIC CORPORATION 
OWNS 10 PERCENT OR MORE OF VOTING STOCK OF FOR- 
EIGN CORPORATION. 


“(a) Taxes Parp By FOREIGN CORPORATION TREATED AS PAID BY 
Domestic CORPORATION.—For purposes of this subpart, a domestic 
corporation which owns 10 percent or more of the voting stock of a 
foreign corporation from which it receives dividends in any taxable 
year shall be deemed to have paid the same proportion of such 
foreign corporation’s post-1986 foreign income taxes as— 

“(1) the amount of such dividends (determined without regard 
to section 78), bears to 

“(2) such foreign corporation’s post-1986 undistributed 
earnings. 

“(b) DEEMED TAXES INCREASED IN CASE OF CERTAIN 2ND AND 3RD 
TIER FOREIGN CORPORATIONS.— 

“(1) 2nD T1rER.—If the foreign corporation described in subsec- 
tion (a) (hereinafter in this section referred to as the ‘lst tier 
corporation’) owns 10 percent or more of the voting stock of a 
2nd foreign corporation from which it receives dividends in any 
taxable year, the lst tier corporation shall be deemed to have 
paid the same proportion of such 2nd foreign corporation’s — 
1986 foreign income taxes as would be determined under su 
tion (a) if such 1st tier corporation were a domestic corporation. 

“(2) 83RD TIER.—If such 1st tier corporation owns 10 percent or 
more of the voting stock of a 2nd foreign corporation which, in 
turn, owns 10 percent or more of the voting stock of a 3rd 
foreign corporation from which the 2nd corporation receives 
dividends in any taxable year, such 2nd foreign corporation 
shall be deemed to have paid the same proportion of such 3rd 
foreign corporation’s post-1986 foreign income taxes as would be 
determined under subsection (a) if such 2nd foreign corporation 
were a domestic corporation. 

“(3) 5 PERCENT STOCK REQUIREMENT.—For purposes of this 
subpart— 

“(A) For 2ND TIER.—Paragraph = —_ not apply unless 
the percentage of voting stock owned - the domestic cor- 
poration in the Ist tier corporation and the percentage of 


voting stock owned b y the lst tier corporation in the 2nd 


foreign corporation w 
5 percent. 

“(B) For 3rp TIER.—Paragraph (2) shall _ apply unless 
the percentage arrived at for purposes of app ying para- 
graph (1) when multiplied by the percentage of voting stock 
owned by the 2nd foreign corporation in the 3rd foreign 
corporation is equal to at least 5 percent. 


en multiplied together equal at least 
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“(c) DEFINITIONS AND SpeciaL Ruies.—For purposes of this 
section— 

“(1) Post-1986 UNDISTRIBUTED EARNINGS.—The term ‘post-1986 
undistributed earnings’ means the amount of the earnings and 
profits of the foreign corporation (computed in accordance with 
sections 964 and 986) accumulated in taxable years beginning 
after December 31, 1986— 

“(A) as of the close of the taxable year of the foreign 
corporation in which the dividend is distributed, and 

“(B) without diminution by reason of dividends distrib- 
uted during such taxable year. 

“(2) Post-1986 FOREIGN INCOME TAXES.—The term ‘post-1986 
foreign income taxes’ means the sum of— 

“(A) the foreign income taxes with respect to the taxable 
year of the foreign corporation in which the dividend is 
distributed, and 

“(B) the foreign income taxes with respect to prior tax- 
able years beginning after December 31, 1986, to the extent 
such foreign taxes were not deemed paid with respect to 
dividends distributed by the foreign corporation in prior 
taxable years. 

“(3) SPECIAL RULE WHERE DOMESTIC CORPORATION ACQUIRES 10 
PERCENT OF FOREIGN CORPORATION AFTER DECEMBER 31, 1986.— 

“(A) IN GENERAL.—If the 1st day on which the ownership 
requirements of subparagraph (B) are met with respect to 
any foreign corporation is in a taxable year of such corpora- 
tion beginning after December 31, 1986, the post-1986 undis- 
tributed earnings and the post-1986 foreign income taxes of 
such foreign corporation shall be determined by taking into 
account only periods beginning on and after the lst day of 
the 1st taxable year in which such ownership requirements 
are met. 

“(B) OWNERSHIP REQUIREMENTS.—The ownership require- 
ments of this subparagraph are met with respect to any 
foreign corporation if— 

“(i) 10 percent or more of the voting stock of such 
foreign corporation is owned by a domestic corporation, 

“(ii) the requirements of subsection (bX3XA) are met 
with respect to such foreign corporation and 10 percent 
or more of the voting stock of such foreign corporation 
is owned by another foreign corporation described in 
clause (i), or 

“(iii) the requirements of subsection (bX3\B) are met 
with respect to such foreign corporation and 10 percent 
or more of the voting stock of such foreign corporation 
is owned by another foreign corporation described in 
clause (ii). 

*(4) FOREIGN INCOME TAXES.— 

“(A) IN GENERAL.—The term ‘foreign income taxes’ 
means any income, war profits, or excess profits taxes paid 
by the foreign corporation to any foreign country or posses- 
sion of the United States. 

‘(B) TREATMENT OF DEEMED TAXES.—Except for purposes 
of determining the amount of the post-1986 foreign income 
taxes of a 3rd foreign corporation referred to in subsection 
(bX2), the term ‘foreign income taxes’ includes any such 
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taxes deemed to be paid by the foreign corporation under 

this section. 

“(5) ACCOUNTING PERIODS.—In the case of a foreign corpora- 
tion the income, war profits, and excess profits taxes of which 
are determined on the basis of an accounting period of less than 
1 year, the word ‘year’ as used in this subsection shall be 
construed to mean such accounting period. 

“(6) TREATMENT OF DISTRIBUTIONS FROM EARNINGS BEFORE 
1987.— 

“(A) IN GENERAL.—In the case of any dividend paid by a 
foreign corporation out of accumulated profits (as defined in 
this section as in effect on the day before the date of the 
enactment of the Tax Reform Act of 1986) for taxable years 
beginning before the 1st taxable year taken into account in 
determining the post-1986 undistributed earnings of such 
corporation— 

“(i) this section (as amended by the Tax Reform Act 
of 1986) shall not apply, but 

“(ii) this section (as in effect on the day before the 
date of the enactment of such Act) shall apply. 

“(B) DivIDENDS PAID FIRST OUT OF POST-1986 EARNINGS.— 
Any dividend in a taxable year beginning after Decem- 
ber 31, 1986, shall be treated as made out of post-1986 
undistributed earnings to the extent thereof. 

“(7) REGULATIONS.—The Secretary shall provide such regula- 
tions as may be necessary or appropriate to carry out the 
provisions of this section and secton 960, including provisions 
which provide for the separate application of this section to 
reflect the separate application of section 904 to separate types 
of income and loss. 

“(d) Cross REFERENCES.— 

“(1) For inclusion in gross income of an amount equal to taxes deemed 
paid under subsection (a), see section 78. 

“(2) For application of subsections (a) and (b) with respect to taxes 
deemed paid in a prior taxable year by a United States shareholder with 
respect to a controlled foreign corporation, see section 960. 

“(3) For reduction of credit with respect to dividends paid out of post- 
1986 undistributed earnings for years for which certain information is not 
furnished, see section 6038.” 

(b) Section 960 Crepit DETERMINED ON ACCUMULATED Basis.—The 
first sentence of section 960(a)(1) (relating to taxes paid by a foreign 
corporation) is amended by striking out “then” aa all that follows 
down through the period at the end thereof and inserting in lieu 
thereof the following: 

“then, except to the extent provided in regulations, such domes- 
tic corporation shall be deemed to have paid a portion of such 
foreign corporation’s post-1986 foreign income taxes determined 
under section 902 in the same manner as if the amount so 
included were a dividend paid by such foreign corporation 
(determined by applying section 902(c) in accordance with 
section 904(d\(3\B)).’ 

(c) TECHNICAL AMENDMENTS.— 

(1) Subparagraph (B) of section 6038(a)(1) (relating to informa- 
tion with respect to certain foreign corporations) is amended to 
read as follows: 

“(B) the post-1986 undistributed earnings (as defined in 
section 902(c)) of such foreign corporation,”, 
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(2) Subparagraph (C) of section 6038(c)\(4) (relating to penalt: 
of reducing foreign tax credit) is amended by striking out ail 
that follows “the amount of” and inserting in lieu thereof “post- 
1986 undistributed earnings.” 

(d) CLERICAL AMENDMENT.—The table of sections for subpart A of 
part III of subchapter N of chapter 1 is amended by striking out the 
item relating to section 902 and inserting in lieu thereof the 
following: 

“Sec. 902. Deemed paid credit where domestic corporation owns 10 percent 

or more of voting stock of foreign corporation.” 

(e) ErrectiveE Date.—The amendments made by this section shall 
apply to distributions by foreign corporations out of, and to inclu- 
sions under section 95l(a) of the Internal Revenue Code of 1986 
attributable to, earnings and profits for taxable years beginning 
after December 31, 1986. 


SEC. 1203. CLARIFICATION OF TREATMENT OF SEPARATE LIMITATION 
LOSSES. 


(a) GENERAL RuLE.—Subsection (f) of section 904 (relating to recap- 
ture of overall foreign loss) is amended by adding at the end thereof 
the following new paragraph: 

“(5) TREATMENT OF SEPARATE LIMITATION LOSSES.— 

“(A) IN GENERAL.—The amount of the separate limitation 
losses for any taxable year shall reduce income from 
sources within the United States for such taxable year only 
to the extent the aggregate amount of such losses exceeds 
the te amount of the separate limitation incomes 
for oak taxable year. 

“(B) ALLOCATION OF LOSSES.—The separate limitation 
losses for any taxable year (to the extent such losses do not 
exceed the separate limitation incomes for such year) shall 
be allocated among (and operate to reduce) such incomes on 
a proportionate basis. 

“(C) RECHARACTERIZATION OF SUBSEQUENT INCOME.—If— 

“(i) a separate limitation loss from any income cat- 
egory (hereinafter in this subparagraph referred to as 
‘the loss category’) was allocated to income from any 
other category under subparagraph (B), and 

“(ii) the loss category has income for a subsequent 
taxable year, 

such income (to the extent it does not exceed the aggregate 
separate limitation losses from the loss category not pre- 
viously recharacterized under this subparagraph) shall be 
recharacterized as income from such other category in 
proportion to the prior reductions under subparagraph (B) 
in such other category not previously taken into account 
under this er Nothing in the preceding sen- 
tence shall be construed as recharacterizing any tax. 

“(D) SPECIAL RULES FOR LOSSES FROM SOURCES IN THE 
UNITED STATES.—Any loss from sources in the United States 
for any taxable year (to the extent such loss does not exceed 
the separate limitation incomes from such year) shall be 
allocated among (and operate to reduce) such incomes on a 
proportionate basis. This subparagraph shall be applied 
after subparagraph (B). 

“(E) DeriniTions.—For purposes of this paragraph— 





100 STAT. 2532 PUBLIC LAW 99-514—OCT. 22, 1986 


“(i) INCOME CATEGORY.—The term ‘income category’ 
means each separate category of income described in 
subsection (d)(1). 

“(ii) SEPARATE LIMITATION INCOME.—The term ‘sepa- 
rate limitation income’ means, with respect to any 
income category, the taxable income from sources out- 
side the United States, separately computed for such 
category. 

“(ili) SEPARATE LIMITATION LOss.—The term ‘separate 
limitation loss’ means, with respect to any income 
category, the loss from such category determined under 
the principles of section 907(c)(4)B). 

(b) ErrectivE Date.—The amendment made by subsection (a) 
shall apply to losses incurred in taxable years beginning after 
December 31, 1986. 


SEC. 1204. FOREIGN TAXES USED TO PROVIDE SUBSIDIES. 


(a) TREATMENT OF CERTAIN SussiDIEs.—Section 901 (relating to 
credit for foreign taxes) is amended by redesignating subsection (i) 
as subsection (j) and by inserting after subsection (h) the following 
new subsection: 

“(i) Taxes Usep To ProvipE Sussipiges.—Any income, war profits, 
or excess profits tax shall not be treated as a tax for purposes of this 
title to the extent— 

“(1) the amount of such tax is used (directly or indirectly) by 
the country imposing such tax to provide a subsidy by any 
means to the taxpayer, a related person (within the meaning of 
section 482), or any party to the transaction or to a related 
transaction, and 

“(2) such subsidy is determined (directly or indirectly) by 
reference to the amount of such tax, or the base used to 
compute the amount of such tax.” 

(b) ErrectivE Date.—The amendment made by subsection (a) 
shall apply to foreign taxes paid or accrued in taxable years begin- 
ning after December 31, 1986. 


SEC. 1205. LIMITATION ON CARRYBACK OF FOREIGN TAX CREDITS TO 
TAXABLE YEARS BEGINNING BEFORE 1987. 


(a) DETERMINATION OF Excess CREDITS.— 

(1) IN GENERAL.—Any taxes paid or accrued in a taxable year 
beginning after 1986 may be treated under section 904(c) of the 
Internal Revenue Code of 1954 as paid or accrued in a taxable 
year beginning before 1987 only to the extent such taxes would 
be so treated if the tax imposed by chapter 1 of such Code for 
the taxable year beginning after 1986 were determined by 
applying section 1 or 11 of such Code (as the case may be) as in 
effect on the day before the date of the enactment of this Act. 

(2) ADJUSTMENTS.—Under regulations prescribed by the Sec- 
retary of the Treasury or his delegate proper adjustments shall 
be made in the application of paragraph (1) to take into 
account— 

(A) the repeal of the zero bracket amount, and 
(B) the changes in the treatment of capital gains. 

(b) CoorDINATION WitH SEPARATE BASKETs.—Any taxes paid or 
accrued in a taxable year beginning after 1986 which (after the 
application of subsection (a)) are treated as paid or accrued in a 
taxable year beginning before 1987 shall be treated as imposed on 
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income described in section 904(d)\1\E) of the Internal Revenue 
Code of 1954 (as in effect on the day before the date of the enactment 
of this Act). No taxes paid or accrued in a taxable year beginning 
after 1986 with respect to high withholding tax interest (as defined 
in section 904(d\2\B) of the Internal Revenue Code of 1986 as 
amended by this Act) may be treated as paid or accrued in a taxable 
year beginning before 1987. 


Subtitle B—Source Rules 


SEC. 1211. DETERMINATION OF SOURCE IN CASE OF SALES OF PERSONAL 
PROPERTY. 


(a) PERSONAL Property SouRCcE Rutes.—Part I of subchapter N of 
chapter 1 (relating to determination of source of income) is amended 
by adding at the end thereof the following new section: 


“SEC. 865. SOURCE RULES FOR PERSONAL PROPERTY SALES. 


“(a) GENERAL RULE.—Except as otherwise provided in this section, 
income from the sale of personal property— 

“(1) by a United States resident shall be sourced in the United 
States, or 
‘ “(2) by a nonresident shall be sourced outside the United 

tates. 

“(b) EXCEPTION FOR INVENTORY Property.—lIn the case of income 
derived from the sale of inventory property— 

“(1) this section shall not apply, and 

“(2) such income shall be sourced under the rules of sections 
861(aX(6), 862(aX6), and 863(b). 

“(c) EXCEPTION FOR DEPRECIABLE PERSONAL PROPERTY.— 

“(1) IN GENERAL.—Gain (not in excess of the depreciation 
adjustments) from the sale of depreciable personal property 
shall be allocated between sources in the United States and 
sources outside the United States— 

“(A) by treating the same proportion of such gain as 
sourced in the United States as the United States deprecia- 
tion adjustments with respect to such property bear to the 
total depreciation adjustments, and 

“(B) by treating the remaining portion of such gain as 
sourced outside the United States. 

(2) GAIN IN EXCESS OF DEPRECIATION.—Gain (in excess of the 
depreciation adjustments) from the sale of depreciable personal 
property shall be sourced as if such property were inventory 
property. 

“(3) UNITED STATES DEPRECIATION ADJUSTMENTS.—For pur- 
poses of this subsection— 

“(A) IN GENERAL.—The term ‘United States depreciation 
adjustments’ means the portion of the depreciation adjust- 
ments to the adjusted basis of the property which are 
attributable to the depreciation deductions allowable in 
computing taxable income from sources in the United 
States. 

“(B) SPECIAL RULE FOR CERTAIN PROPERTY.—Except in the 
case of property of a kind described in section 48(a\(2\B), if, 
for any taxable year— 

“(i) such property is used predominantly in the 
United States, or 
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“(ii) such property is used predominantly outside the 
United States, 
all of the depreciation deductions allowable for such year 
shall be treated as having been allocated to income from 
sources in the United States (or, where clause (ii) applies, 
from sources outside the United States). 

“(4) OTHER DEFINITIONS.—For purposes of this subsection— 

“(A) DEPRECIABLE PERSONAL PROPERTY.—The term ‘depre- 
ciable personal property’ means any personal property if 
the adjusted basis of such property includes depreciation 
adjustments. 

‘(B) DEPRECIATION ADJUSTMENTS.—The term ‘deprecia- 
tion adjustments’ means adjustments reflected in the ad- 
justed basis of any property on account of depreciation 
deductions (whether allowed with respect to such property 
or other property and whether allowed to the taxpayer or to 
any other person). 

“(C) DEPRECIATION DEDUCTIONS.—The term ‘depreciation 
deductions’ means any deductions for depreciation or 
amortization or any other deduction allowable under any 
provision of this chapter which treats an otherwise capital 
expenditure as a deductible expense. 

“(d) EXCEPTION FOR INTANGIBLES.— 

“(1) IN GENERAL.—In the case of any sale of an intangible— 

“(A) this section shall apply only to the extent the pay- 
ments in consideration of such sale are not contingent on 
the productivity, use, or disposition of the intangible, and 

“(B) to the extent such payments are so contingent, the 
source of such payments shall be determined under this 
part in the same manner as if such payments were 
royalties. 

“(2) INTANGIBLE.—For purposes of paragraph (1), the term 
‘intangible’ means any patent, copyright, secret process or for- 
mula, goodwill, trademark, trade brand, or other like property. 

“(3) SPECIAL RULE IN THE CASE OF GOODWILL.—To the extent 
this section applies to the sale of goodwill, payments in consider- 
ation of such sale shall be treated as from sources in the country 
in which such goodwill was generated. 

“(e) SpecIAL RuLEs FOR SALES THROUGH OFFICES OR FIXED PLACES 
OF BUSINESS.— 

“(1) SALES BY RESIDENTS.— 

“(A) IN GENERAL.—In the case of income not sourced 
under subsection (b), (c), (d), or (f), if a United States resi- 
dent maintains an office or other fixed place of business 
outside the United States, income from sales of personal 
property attributable to such office or other fixed place of 
business shall be sourced outside the United States. 

“(B) TAX MUST BE IMPOSED.—Subparagraph (A) shall not 
apply unless an income tax equal to at least 10 percent of 
the income from the sale is actually paid to a foreign 
country with respect to such income. 

“(2) SALES BY NONRESIDENTS.— 

“(A) IN GENERAL.—Notwithstanding any other provisions 
of this part, if a nonresident maintains an office or other 
fixed place of business in the United States, income from 
any sale of personal property (including inventory property) 
attributable to such office or other fixed place of business 
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shall be sourced in the United States. The preceding sen- 
tence shall not apply for purposes of section 971 (defining 
export trade corporation). 
“(B) Exceptions.—Subparagraph (A) shall not apply to— 
“(i) any sale of inventory property which is sold for 
use, disposition, or consumption outside the United 
States if an office or other fixed place of business of the 
taxpayer outside the United States materially partici- 
pated in the sale, or 
“(ii) any amount included in gross income under 
section 951(a)(1A). 

“(3) SALES ATTRIBUTABLE TO AN OFFICE OR OTHER FIXED PLACE 
OF BUSINESS.—The principles of section 864(c\5) shall apply in 
determining whether a taxpayer has an office or other fixed 
place of business and whether a sale is attributable to such an 
office or other fixed place of business. 

“(f) Stock or AFFILIATES.—If— 

“(1) a United States resident sells stock in an affiliate which is 
a foreign corporation, 

“(2) such affiliate is engaged in the active conduct of a trade 
or business, and 

“(3) such sale occurs in the foreign country in which the 
affiliate derived more than 50 percent of its gross income for the 
3-year period ending with the close of the affiliate’s taxable year 
immediately preceding the year during which such sale 
occurred, 

any gain from such sale shall be sourced outside the United States. 
“(g) Untrep States ResipENT; NONRESIDENT.—For purposes of this 
section— 

“(1) IN GENERAL.—Except as otherwise provided in this 
subsection— 

“(A) UNITED STATES RESIDENT.—The term ‘United States 
resident’ means— 
“(i) any individual who has a tax home (as defined in 
section 911(d\3)) in the United States, and 
“(ii) any corporation, partnership, trust, or estate 
which is a United States person (as defined in section 
7701(aX30)). 
“(B) NONRESIDENT.—The term ‘nonresident’ means any 
person other than a United States resident. 

“(2) SPECIAL RULES FOR UNITED STATES CITIZENS AND RESIDENT 
ALIENS.—For purposes of this section, a United States citizen or 
resident alien shall not be treated as a nonresident with respect 
to any sale of personal property unless an income tax equal to 
at least 10 percent of the gain derived from such sale is actually 
paid to a foreign country with respect to that gain. 

“(h) OrHER DeEFINniITIONS.—For purposes of this section— 

“(1) INVENTORY PROPERTY.—The term ‘inventory property’ 
means personal property described in paragraph (1) of section 
1221. 


“(2) SALE INCLUDES EXCHANGE.—The term ‘sale’ includes an 
exchange or any other disposition. 

“(3) TREATMENT OF POSSESSIONS.—Any possession of the 
United States shall be treated as a foreign country. 

“(4) AFFILIATE.—The term ‘affiliate’ means a member of the 
same affiliated group (within the meaning of section 1504(a) 
without regard to section 1504(b)). 
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“(i) REGULATIONS.—The Secretary shall prescribe such regulations 
as may be necessary or appropriate to carry out the purpose of this 
section, including regulations— 

“(1) relating to the treatment of losses from sales of personal 
property, and 

“(2) applying the rules of this section to income derived from 
trading in futures contracts, forward contracts, options con- 
tracts, and other instruments. 

“(j) Cross REFERENCES.— 


“(1) For provisions relating to the characterization as dividends for 
source purposes of gains from the sale of stock in certain foreign corpora- 
tions, see section 1248. 


“(2) For sourcing of income from certain foreign currency transactions, 

see section 988.” 

(b) CONFORMING AMENDMENTS.— 

(1) Each of the following provisions are amended by striking 
out “personal property” and inserting in lieu thereof “inventory 
property (within the meaning of section 865(h)\(1))”: 

(A) Paragraphs (2) and (3) of section 863(b). 
(B) Paragraph (6) of section 861(a). 
(C) Paragraph (6) of section 862(a). 

(2) Subparagraph (B) of section 864(c)\(4) is amended by adding 
“or” at the end of clause (i), by striking out “; or’ at the end of 
clause (ii) and inserting in lieu thereof a period, and by striking 
out clause (iii). 

(3) Paragraph (3) of section 904(b) is amended by striking out 
subparagraphs (C) and (D) and redesignating subparagraphs (E) 
and (F) as subparagraphs (C) and (D), respectively. 

(4) Subparagraph (D) of section 871(aX1) is amended by strik- 
ing out “or from payments which are treated as being so 
contingent under subsection (e),”. 

(5) Subsection (e) of section 871 is hereby repealed. 

(6) Paragraph (4) of section 881(a) is amended by striking out 
“or from payments which are treated as being so contingent 
under section 871(e),”. 

(c) EFFECTIVE DATES.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall apply to taxable years 
beginning after December 31, 1986. 

(2) SPECIAL RULE FOR FOREIGN PERSONS.—In the case of any 
foreign person other than any controlled foreign corporations 
(within the meaning of section 957(a) of the Internal Revenue 
Code of 1954), the amendments made by this section shall apply 
to transactions entered into after March 18, 1986. 

(d) Srupy.—The Secretary of the Treasury or his delegate shall 
conduct a study of the source rules for sales of inventory property. 
Not later than September 30, 1987, the Secretary of the Treasury or 
his delegate shall submit to the Committee on Ways and Means of 
the House of Representatives and the Committee on Finance of the 
Senate a report of such study (together with such recommendations 
as he may deem advisable). 


SEC. 1212. SPECIAL RULES FOR TRANSPORTATION INCOME. 


(a) GENERAL RuLE.—Paragraph (2) of section 863(c) (relating to 
special rule for certain transportation income) is amended to read as 
follows: 
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“(2) OTHER TRANSPORTATION HAVING UNITED STATES CONNEC- 

TION.— 
“(A) IN GENERAL.—50 percent of all transportation 
income attributable to transportation which— 
“(i) is not described in paragraph (1), and 
“(ii) begins or ends in the United States, 
shall be treated as from sources in the United States. 
“(B) SPECIAL RULE FOR PERSONAL SERVICE INCOME.— 
Subparagraph (A) shall not apply to any transportation 
income which is income derived from personal services 
performed by the taxpayer, unless such income is attrib- 
utable to transportation which— 
“(i) begins in the United States and ends in a posses- 
sion of the United States, or 
“(ii) begins in a ion of the United States and 
ends in the United States.” 
(b) 4 PERCENT TAX ON GROSS TRANSPORTATION INCOME.— 

(1) IN GENERAL.—Part II of subchapter N of chapter 1 (relat- 
ing to nonresident alien individuals and foreign corporations) is 
amended by redesignating subpart C as subpart D and by 
inserting after subpart B the following new subpart: 


“Subpart C—Tax on Gross Transportation Income 


“Sec. 887. Imposition of tax on gross transportation income of nonresident 
aliens and foreign corporations. 


“SEC. 887. IMPOSITION OF TAX ON GROSS TRANSPORTATION INCOME OF 
NONRESIDENT ALIENS AND FOREIGN CORPORATIONS. 


“(a) ImposITION oF Tax.—In the case of any nonresident alien 
individual or foreign corporation, there is hereby imposed for each 
taxable year a tax equal to 4 percent of such individual’s or corpora- 
tion’s United States source gross transportation income for such 
taxable year. 

“(b) Unrrep States Source Gross TRANSPORTATION INCOME.— 

“(1) IN GENERAL.—Except as provided in paragraph (2), the 
term ‘United States source gross transportation income’ means 
any gross income which is transportation income (as defined in 
section 863(cX3)) to the extent such income is treated as from 
sources in the United States under section 863(c). 

“(2) EXCEPTION FOR CERTAIN INCOME EFFECTIVELY CONNECTED 
WITH BUSINESS IN THE UNITED STATES.—The term ‘United States 
source gross transportation income’ shall not include any 
income taxable under section 871(b) or 882. 

“(3) DETERMINATION OF EFFECTIVELY CONNECTED INCOME.—For 
purposes of this chapter, transportation income of any taxpayer 
shall not be treated as effectively connected with the conduct of 
a trade or business in the United States unless— 

“(A) the taxpayer has a fixed place of business in the 
United States involved in the earning of transportation 
income, and 

“(B) substantially all of the United States source gross 
transportation income (determined without regard to para- 
graph (2)) of the taxpayer is attributable to regularly sched- 
uled transportation (or, in the case of income from the 
leasing of a vessel or aircraft, is attributable to a fixed place 
of business in the United States). 
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“(c) COORDINATION WITH OTHER PRovisions.—Any income taxable 
_— this section shall not be taxable under section 871, 881, or 
882.” 


(2) CLERICAL AMENDMENT.—The table of subparts for part II of 
subchapter N is amended by striking out the item relating to 
subpart C and inserting in lieu thereof the following: 


“Subpart C. Tax on gross transportation income. 

“Subpart D. Miscellaneous provisions.” 

(c) LIMITATION ON EXCLUSION OF TRANSPORTATION INCOME.— 

(1) Subsection (b) of section 872 (relating to exclusions) is 
amended by striking out paragraphs (1) and (2) and inserting in 
lieu thereof the following: 

“(1) SHIPS OPERATED BY CERTAIN NONRESIDENTS.—Gross income 
derived by an individual resident of a foreign country from the 
operation of a ship or ships if such foreign country grants an 
equivalent exemption to citizens of the United States and to 
corporations organized in the United States. 

‘“(2) AIRCRAFT OPERATED BY CERTAIN NONRESIDENTS.—Gross 
income derived by an individual resident of a foreign country 
from the operation of aircraft if such foreign country grants an 
equivalent exemption to citizens of the United States and to 
corporations organized in the United States.” 

(2) Section 872(b) is amended by adding at the end thereof the 
following new paragraphs: 

“(5) CERTAIN RENTAL INCOME.—Income to which paragraphs 
(1) and (2) apply shall include income which is derived from the 
rental on a full or bareboat basis of a ship or ships or aircraft, as 
the case may be. 

(6) APPLICATION TO DIFFERENT TYPES OF TRANSPORTATION.— 
The Secretary may provide that this subsection be applied 
separately with respect to income from different types of 
transportation.” 

(3) Subsection (a) of section 883 (relating to exclusions from 
gross income) is amended by striking out paragraphs (1) and (2) 
and by inserting in lieu thereof the following: 

“(1) SHIPS OPERATED BY CERTAIN FOREIGN CORPORATIONS.— 
Gross income derived by a corporation organized in a foreign 
country from the operation of a ship or ships if such foreign 
country grants an equivalent exemption to citizens of the 
— States and to corporations organized in the United 

tates 

“(2) AIRCRAFT OPERATED BY CERTAIN FOREIGN CORPORATIONS.— 
Gross income derived by a corporation organized in a foreign 
country from the operation of aircraft if such foreign country 
grants an equivalent exemption to citizens of the United States 
and to corporations organized in the United States.” 

(4) Section 883(a) is amended by adding at the end thereof the 
following new paragraph: 

“(4) SPECIAL RULES.—The rules of paragraphs (5) and (6) of 
section 872(b) shall apply for purposes of this subsection.” 

(5) Section 883 is amended by adding at the end thereof the 
following new subsection: 

“(c) TREATMENT OF CERTAIN FOREIGN CORPORATIONS.— 

“(1) IN GENERAL.—Paragraphs (1) and (2) of subsection (a) 
shall not apply to any foreign corporation if 50 percent or more 
of the value of the stock of such corporation is owned by 
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individuals who are not residents of such foreign country or 
another foreign country meeting the requirements of such para- 
graphs (1) and (2). 

“(2) TREATMENT OF CONTROLLED FOREIGN CORPORATIONS.— 
Paragraph (1) shall not apply to any foreign corporation which 
is a controlled foreign corporation (as defined in section 957(a)). 

“(3) EXCEPTION FOR PUBLICLY TRADED CORPORATIONS.—Para- 
graph (1) shall not apply to any foreign corporation— 

“(A) the stock of which is primarily and regularly traded 
on an established securities market in the foreign country 
in which such corporation is organized, or 

“(B) which is wholly owned (either directly or indirectly) 
by another corporation meeting the requirements of 
subparagraph (A) and is organized in the same foreign 
country as such other corporation. 

“(4) StocK OWNERSHIP THROUGH ENTITIES.—For purposes of 
paragraph (1), stock owned (directly or indirectly) by or for a 
corporation, partnership, trust, or estate shall be treated as 
being owned proportionately by its shareholders, partners, or 
beneficiaries. Stock considered to be owned by a person by 
reason of the application of the preceding sentence shall, for 
purposes of applying such sentence, be treated as actually 
owned by such person.” 

(d) REPEAL OF SPECIAL TREATMENT FOR LEASED AIRCRAFT, Etc.— 
Section 861 is amended by striking out subsection (e) and by 
redesignating subsection (f) as subsection (e). 

(e) CONFORMING AMENDMENT.—Section 863(b\1) is amended by 
striking out “transportation or other services” and inserting in lieu 
thereof ‘“‘services”’. 

(f) EFFECTIVE DATES.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall apply to taxable years 
beginning after December 31, 1986. 

(2) SPECIAL RULE FOR CERTAIN LEASED PROPERTY.—The amend- 
ments made by subsections (a) and (d) shall not apply to any 
income attributable to property held by the taxpayer on Janu- 
ary 1, 1986, if such property was first leased by the taxpayer 
before January 1, 1986, in a lease to which section 863(cX2\B) or 
861(e) of the Internal Revenue Code of 1954 (as in effect on the 
day before the date of the enactment of this Act) applied. 

(3) SPECIAL RULE FOR CERTAIN SHIPS LEASED BY THE UNITED 
STATES NAVY.— 

(A) IN GENERAL.—In the case of any property described in 
subparagraph (B), paragraph (2) shall be applied by 
substituting “1987” for “1986” each place it appears. 

(B) PROPERTY TO WHICH PARAGRAPH APPLIES.—Property 
described in this subparagraph consists of 4 ships which are 
to be leased by the United States Navy and which are the 
subject of Internal Revenue Service rulings bearing the 
following dates and which involved the following amount of 
financing, respectively: 

March 5, 1986 $176,844,000 

February 5, 1986 64,567,000 

April 22, 1986 64,598,000 

May 22, 1986 175,300,000. 
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SEC. 1213. SOURCE RULE FOR SPACE AND CERTAIN OCEAN ACTIVITIES. 


(a) GENERAL Rute.—Section 863 (relating to items not specified in 
section 861 or 862) is amended by adding at the end thereof the 
following new subsections: 

“(d) Source RULEs FoR SPACE AND CERTAIN OCEAN ACTIVITIES.— 

“(1) IN GENERAL.—Except as provided in regulations, any 
income derived from a space or ocean activity— 

“(A) if derived by a United States person, shall be sourced 
in the United States, and 

“(B) if derived by a person other than a United States 
person, shall be sourced outside the United States. 

“(2) SPACE OR OCEAN ACTIviTy.—For purposes of para- 
graph (1)— 
“(A) IN GENERAL.—The term ‘space or ocean activity’ 
means— 
“(i) any activity conducted in space, and 
“(ii) any activity conducted on or under water not 
within the jurisdiction (as recognized by the United 
States) of a foreign country, possession of the United 
States, or the United States. 
Such term includes any activity conducted in Antarctica. 

“(B) EXCEPTION FOR CERTAIN ACTIVITIES.—The term ‘space 

or ocean activity’ shall not include— 
“(i) any activity giving rise to transportation income 
(as defined in section 863(c)), 
“(ii) any activity giving rise to international commu- 
nications income (as defined in subsection (e)(2)), and 
“(iii) any activity with respect to mines, oil and gas 
wells, or other natural deposits to the extent within the 
United States or any foreign country or possession of 
the United States (as defined in section 638). 
For purposes of applying section 638, the jurisdiction of any 
foreign country shall not include any jurisdiction not recog- 
nized by the United States. 
“(e) INTERNATIONAL COMMUNICATIONS INCOME.— 
“(1) SouRCE RULES.— 

“(A) UNITED STATES PERSONS.—In the case of any United 
States person, 50 percent of any international communica- 
tions income shall be sourced in the United States and 50 
percent of such income shall be sourced outside the United 
States. 

“(B) FOREIGN PERSONS.— 

“(i) IN GENERAL.—Except as provided in regulations 
or clause (ii), in the case of any person other than a 
United States person, any international communica- 
tions income shall be sourced outside the United States. 
“(ii) SPECIAL RULE FOR INCOME ATTRIBUTABLE TO 
OFFICE OR FIXED PLACE OF BUSINESS IN THE UNITED 
STATES.—In the case of any person (other than a United 
States person) who maintains an office or other fixed 
place of business in the United States, any inter- 
national communications income attributable to such 
office or other fixed place of business shall be sourced 

in the United States. 
“(2) DEFINITION.—For purposes of this section, the term ‘inter- 
national communications income’ includes all income derived 
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from the transmission of communications or data from the 
United States to any foreign country or from any foreign coun- 

try to the United States.” 
(b) ErrectivE Date.—The amendment made by subsection (a) 
shall apply to taxable years beginning after December 31, 1986. 


SEC. 1214. LIMITATIONS ON SPECIAL TREATMENT OF 80-20 CORPORA- 
TIONS. 


(a) INTEREST PAYMENTS.— 
(1) IN GENERAL.—Subparagraph (B) of section 861(a\(1) (relat- 
ing to interest) is amended to read as follows: 

“(B) interest from a resident alien individual or domestic 
corporation, if such individual or corporation meets the 80- 
percent foreign business requirements of subsection (c)(1),”’. 

(2) FOREIGN BUSINESS REQUIREMENTS.—Subsection (c) of sec- 
tion 861 is amended to read as follows: 
“(c) FOREIGN BUSINESS REQUIREMENTS.— 
“(1) FOREIGN BUSINESS REQUIREMENTS.— 

“(A) IN GENERAL.—An individual or corporation meets 
the 80-percent foreign business requirements of this para- 
graph if it is shown to the satisfaction of the Secretary that 
at least 80 percent of the gross income from all sources of 
such individual or corporation for the testing period is 
active foreign business income. 

“(B) ACTIVE FOREIGN BUSINESS INCOME.—For purposes of 
subparagraph (A), the term ‘active foreign business income’ 
means gross income which— 

“(i) is derived from sources outside the United States 
(as determined under this subchapter), and 

“(ii) is attributable to the active conduct of a trade or 
business in a foreign country or possession of the 
United States by the individual or corporation (or by a 
subsidiary or chain of subsidiaries of such corporation). 

“(C) TESTING PERIOD.—For purposes of this subsection, the 
term ‘testing period’ means the 3-year period ending with 
the close of the taxable year of the individual or corporation 
preceding the payment (or such part of such period as may 
be applicable). If the individual or corporation has no gross 
income for such 3-year period (or part thereof), the testing 
— shall be the taxable year in which the payment is 
made. 

“(2) LOOK-THRU WHERE RELATED PERSON RECEIVES INTEREST.— 

“(A) IN GENERAL.—In the case of interest received by a 
related person from a resident alien individual or domestic 
corporation meeting the 80-percent foreign business 
requirements of paragraph (1), subsection (aX1XA) shall 
apply only to a percentage of such interest equal to the 
percentage which— 

“(i) the gross income of such individual or corpora- 
tion for the testing period from sources outside the 
United States (as determined under this subchapter), is 


oO 
“(ii) the total gross income of such individual or 
corporation for the testing period. 
“(B) RELATED PERSON.—For purposes of this paragraph, 
the term ‘related person’ has the meaning given such term 
by section 954(d\3), except that— 
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“(i) such section shall be applied by substituting ‘the 
individual or corporation making the payment’ for 
—_— foreign corporation’ each place it appears, 
an 
“(ii) such section shall be applied by substituting ‘10 
percent’ for ‘50 percent’ each place it appears.” 
(b) TREATMENT OF DivipENDs.—Subparagraph (A) of section 
861(aX2) (relating to dividends) is amended to read as follows: 

“(A) from a domestic corporation other than a corpora- 
tion which has an election in effect under section 936, or’. 

(c) WITHHOLDING Tax Not To AppLy TO CERTAIN INTEREST AND 
DIVIDENDS.— 

(1) NONRESIDENT ALIENS.—Section 871 (relating to tax on non- 
resident aliens) is amended by redesignating subsection (i) as 
subsection (j) and by inserting after subsection (h) the following 
new subsection: 

“(i) Tax Not To Appiy To CERTAIN INTEREST AND DIVIDENDS.— 

“(1) IN GENERAL.—No tax shall be imposed under paragraph 
(1XA) or (1XC) of subsection (a) on any amount described in 
paragraph (2). 

“(2) AMOUNTS TO WHICH PARAGRAPH (1) APPLIES.—The 
amounts described in this paragraph are as follows: 

“(A) Interest on deposits, if such interest is not effectively 
connected with the conduct of a trade or business within 
the United States. 

“(B) A percentage of any dividend paid by a domestic 
corporation meeting the 80-percent foreign business 
requirements of section 861(cX1) equal to the percentage 
determined for purposes of section 861(c\2\A). 

“(C) Income derived by a foreign central bank of issue 
from bankers’ acceptances. 

“(3) Deposits.—For purposes of paragraph (2), the term 
‘deposits’ means amounts which are— 

“(A) deposits with persons carrying on the banking busi- 


ess, 
“(B) deposits or withdrawable accounts with savings 
institutions chartered and ——— as savings and loan 


or similar associations under Federal or State law, but only 
to the extent that amounts paid or credited on such deposits 
or accounts are deductible under section 591 (determined 
without regard to sections 265 and 291) in computing the 
taxable income of such institutions, and 

“(C) amounts held by an insurance company under an 
agreement to pay interest thereon.” 

(2) FOREIGN CORPORATIONS.—Section 881 (relating to tax on 
foreign corporations) is amended by redesignating subsection (d) 
as subsection (e) and by inserting after subsection (c) the follow- 
ing new subsection: 

“(d) Tax Not To Appty To CERTAIN INTEREST AND DivipENDs.—No 
tax shall be imposed under paragraph (1) or (3) of subsection (a) on 
any amount described in section 871(i)(2).” 

(3) WrrHHOLDING TAx.—Subsection (c) of section 1441 (relating 
to exceptions) is amended by adding at the end thereof the 
following new paragraph: 

“(10) ExcEPTION FOR CERTAIN INTEREST AND DIVIDENDS.—No 
tax shall be required to be deducted and withheld under subsec- 
tion (a) from any amount described in section 871(iX(2).” 
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(4) REPORTING REQUIREMENTS. ae (B) of section 
6049(bX5) is amended by striking out at the end of clause 
(ii), by striking out the period at the i of clause (iii) and 
inserting in lieu thereof “, or’, and by adding at the end thereof 
the following new clause: 

“(iv) such amount is described in section 871(i\2).” 

(5) CONFORMING AMENDMENTS.— 

(A) Paragraph (1) of section 861(a) (as amended by subsec- 
tion (a)) is amended by striking out subparagraphs (A) and 
(E) and by redesignating subparagraphs (B), (C), (D), (F), (G), 
and (H) as subparagraphs (A), (B), (C), (D), (E), and (F), 
respectively. 

(B) Subparagraph (D) of section 861(aX(1) (as so redesig- 
nated) i is amended by striking out ‘ ‘paragraph (2) of puldie 
tion (c)” and inserting in lieu thereof “subparagraph (B) of 
section 871(iX3)’. 

(C) Subsection (d) of section 861 is amended to read as 
follows: 

“(d) SpecIAL RULE FOR APPLICATION OF SUBSECTION (a2\B).—For 
purposes of subsection (a(2\B), if the foreign corporation has no 
gross income from any source for the 3-year period (or part thereof) 
specified, the requirements of such subsection shall be applied with 
respect to the taxable year of such corporation in which the pay- 
ment of the dividend is made.” 

(d) ErrecTIvE DATEs.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to payments after December 31, 1986. 

(2) TREATMENT OF CERTAIN INTEREST.— 

(A) IN GENERAL.—The amendments made by this section 
shall not apply to any interest paid or accrued on any 
obligation outstanding on December 31, 1985. The preceding 
sentence shall not apply to any interest paid pursuant to 
any extension or renewal of such an obligation agreed to 
after December 31, 1985. 

(B) SPECIAL RULE FOR RELATED PAYEE.—If the payee of any 
interest to which subparagraph (A) applies is related 
(within the meaning of section 904(d\2XG) of the Internal 
Revenue Code of 1986) to the payor, such interest shall be 
treated for purposes of section 904 of such Code as if the 
payor were a controlled foreign corporation (within the 
meaning of section 957(a) of such Code). 

(3) TRANSITIONAL RULE.— 

(A) YEARS BEFORE 1988.—In applying the amendments 
made by this section to any payment made by a corporation 
in a taxable year of such corporation beginning before 
January 1, 1988, the requirements of clause (ii) of section 
861(cX1\B) of the Internal Revenue Code of 1986 (relating to 
active business requirements), as amended by this section, 
shall not apply to gross income of such corporation for 
taxable years beginning before January 1, 1987. 

(B) YEARS AFTER 1987.—In applying the amendments 
made by this section to any payment made by a corporation 
in a taxable year of such corporation beginning after 
December 31, 1987, the testing period for purposes of sec- 
tion 861(c) of such Code (as so amended) shall not include 
any taxable year beginning before January 1, 1987. 

(4) CERTAIN DIVIDENDS.— 
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(A) IN GENERAL.—The amendments made by this section 
shall not apply to any dividend paid before January 1, 1991, 
by a qualified corporation with respect to stock which was 
outstanding on May 31, 1985. 

(B) QUALIFIED CORPORATION.—For purposes of subpara- 
graph (A), the term ‘qualified corporation’ means any busi- 
ness systems corporation which— 

(i) was incorporated in Delaware in February, 1979, 
(ii) is headquartered in Garden City, New York, and 


(iii) the parent corporation of which is a resident of 
Sweden. 


SEC. 1215. RULES FOR ALLOCATING INTEREST, ETC., TO FOREIGN SOURCE 
INCOME. 


(a) GENERAL RULE.—Section 864 (relating to definitions) is amended 
by adding at the end thereof the following new subsection: 

“(e) RULES FOR ALLOCATING INTEREST, Etc.—For purposes of this 
subchapter (except as provided in regulations)— 

“(1) TREATMENT OF AFFILIATED GROUPS.—The taxable income 
of each member of an affiliated group from sources outside the 
United States shall be determined by allocating and apportion- 
ing interest expense of each member as if all members of such 
group were a single corporation. 

“(2) GROSS INCOME METHOD MAY NOT BE USED FOR INTEREST.— 
All allocations and apportionments of interest expense shall be 
made on the basis of assets rather than gross income. 

“(3) TAX-EXEMPT ASSETS NOT TAKEN INTO ACCOUNT.—For pur- 
poses of allocating and apportioning any deductible expense, 
any tax-exempt asset (and any income from such an asset) shall 
not be taken into account. A similar rule shall apply in the case 
of any dividend (other than a qualifying dividend as defined in 
section 243(b)) for which a deduction is allowable under section 
243 or 245(a) and any stock the dividends on which would be so 
deductible and would not be qualifying dividends (as so defined). 

“(4) BASIS OF STOCK IN CERTAIN CORPORATIONS ADJUSTED FOR 
EARNINGS AND PROFITS CHANGES.—For purposes of allocating 
and apportioning expenses on the basis of assets, the adjusted 
basis of any asset which is stock in a corporation which is not 
included in the affiliated group and in which members of the 
affiliated group own 10 percent or more of the total combined 
voting power of all classes of stock entitled to vote in such 
corporation shall be— 

“(A) increased by the amount of the earnings and profits 
of such corporation attributable to such stock and accumu- 
lated during the period the taxpayer held such stock, or 

“(B) reduced (but not below zero) by any deficit in earn- 
ings and profits of such corporation attributable to such 
stock for such period. 

“(5) AFFILIATED GROUP.—For purposes of this subsection— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), the term ‘affiliated group’ has the meaning given such 
term by section 1504 (determined without regard to para- 
graph (4) of section 1504(b)). 

“(B) TREATMENT OF CERTAIN FINANCIAL INSTITUTIONS.— 
For purposes of subparagraph (A), any corporation de- 
scribed in subparagraph (C) shall be treated as an includible 
corporation for purposes of section 1504 only for purposes of 
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applying such section separately to corporations so 
described. 

“(C) Description.—A corporation is described in this 
subparagraph if— 

“(i) such corporation is a financial institution de- 
scribed in section 581 or 591, 

“(ii) the business of such financial institution is 
predominantly with persons other than related persons 
(within the meaning of subsection (d)(4)) or their cus- 
tomers, and 

“(iii) such financial institution is required by State or 
Federal law to be operated separately from any other 
entity which is not such an institution. 

“(6) ALLOCATION AND APPORTIONMENT OF OTHER EXPENSES.— 
Expenses other than interest which are not directly allocable 
and apportioned to any specific income producing activity shall 
be allocated and apportioned as if all members of the affiliated 
group were a single corporation. 

‘“(7) REGULATIONS.—The Secretary shall prescribe such regu- 
lations as may be necessary or appropriate to carry out the 
purposes of this section, including regulations providing— 

“(A) for the resourcing of income of any member of an 
affiliated group or modifications to the consolidated return 
regulations to the extent such resourcing or modification is 
necessary to carry out the purposes of this section, 

“(B) for direct allocation of interest expense incurred to 
carry out an integrated financial transaction to any in- 
terest (or interest-type income) derived from such trans- 
action, and 

“(C) for the apportionment of expenses allocated to for- 
eign source income among the members of the affiliated 


group and various categories of income described in section 
904(d)(1).” 


(b) CLERICAL AMENDMENTS.— 


(1) The section heading for section 864 is amended to read as 
follows: 


“SEC. 864. DEFINITIONS AND SPECIAL RULES.” 


(2) The table of sections for part I of subchapter N of chapter 1 
is amended by striking out the item relating to section 864 and 
inserting in lieu thereof the following: 


“Sec. 864. Definitions and special rules.” 


(c) EFFECTIVE DATES.— 

(1) IN GENERAL.—Except as otherwise provided in this subsec- 
tion, the amendments made by this section shall apply to 
taxable years beginning after December 31, 1986. 

(2) TRANSITIONAL RULES.— 

(A) GENERAL PHASE-IN.—Except as provided in subpara- 
graph (B), in the case of the lst 3 taxable years of the 
taxpayer beginning after December 31, 1986, the amend- 
ments made by this section shall apply only to the ap- 
plicable percentage (determined under the following table) 
of the interest expenses paid or accrued by the taxpayer 
during the taxable year with respect to an aggregate 
amount of indebtedness which does not exceed the aggre- 
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gate amount of indebtedness outstanding on November 16, 
1985: 


The applicable 
—— is: 


In the case of the: 
lst taxable year.... : 
2nd taxable year... ; 50 
3rd taxable year... 


(B) CONSOLIDATION RULE NOT TO APPLY TO CERTAIN IN- 
TEREST.— 

(i) INTEREST ATTRIBUTABLE TO INCREASE IN INDEBTED- 
NESS FROM JANUARY 1, 1984, THROUGH MAY 28, 1985.—In 
the case of the first 5 taxable years of the taxpayer 
beginning after December 31, 1986, with respect to 
interest expenses attributable to the excess of— 

(I the amount of the outstanding debt of the 
taxpayer on May 29, 1985, over 

(II) the amount of the outstanding debt of the 
taxpayer on December 31, 1983, 

paragraph (1) of section 864(e) of the Internal Revenue 

Code of 1986 (as added by this section) shall apply only 

to the applicable percentage (determined under the 

following table) of such interest expenses paid or ac- 

crued by the taxpayer during the taxable year: 
The applicable 
In the case of the: percentage is: 
lst taxable year 

2nd taxable year 

3rd taxable year ... 

4th taxable year ... 

5th taxable year 


(ii) INTEREST ATTRIBUTABLE TO INCREASE IN INDEBTED- 
NESS FROM JANUARY 1, 1983, THROUGH DECEMBER 31, 
1983.—In the case of the first 4 taxable years of the 
taxpayer beginning after December 31, 1986, with re- 
— to interest expenses attributable to the excess 
0 — 

(Il) the amount of the outstanding debt of the 
taxpayer on January 1, 1984, over 
(II) the amount of the outstanding debt of the 
taxpayer on December 31, 1982, 
paragraph (1) of section 864(e) of the Internal Revenue 
Code of 1986 (as added by this section) shall apply only 
to the applicable percentage (determined under the 
following table) of such interest expenses paid or ac- 
crued by the taxpayer during the taxable year: 
The applicable 


In the case of the: percentage is: 
lst taxable year 20 


2nd taxable year 
3rd taxable year 
4th taxable year 


(iii) ORDERING RULE.—For purposes of this subpara- 
graph, indebtedness outstanding on November 16, 1985, 
shall be treated as attributable first to any excess 
described in clause (i), then to any excess described in 
clause (ii), and then to other indebtedness. 

(iv) TREATMENT OF AFFILIATED GROUP.—For purposes 
of this subparagraph, all members of the same affili- 
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ated group of corporations (as defined in section 
864(eX5A) of the Internal Revenue Code of 1986, as 
added by this section) shall be treated as one taxpayer 
whether or not such members filed a consolidated 
return. 

(C) SpeciAL RULE.—In the case of the first 9 taxable years 
beginning after December 31, 1986, the following applicable 
percentages shall be applied (in lieu of those set forth in 
subparagraph (A)) to interest expenses paid or accrued with 
respect to the amount of indebtedness described in subpara- 
graph (D) or (E): 


The applicable 
In the case of the: percentage is: 
10 


lst taxable year 
2nd taxable year 
3rd taxable year.... 
4th taxable year.... 
5th taxable year.... 
6th taxable year.... 
7th taxable year.... 
8th taxable year 
Sth taxable year 


(D) INDEBTEDNESS OUTSTANDING ON MAY 29, 1985.— 
Indebtedness is described in this subparagraph if it is 
indebtedness (which was outstanding on May 29, 1985) of a 
corporation incorporated on June 13, 1917, which has its 
principal place of business in Bartlesville, Oklahoma. 

(E) INDEBTEDNESS OUTSTANDING ON MAY 29, 1985.—Indebt- 
edness is described in this subparagraph if it is indebted- 
ness (which was outstanding on May 29, 1985) of a member 
of an affiliated group (as defined in section 1504(a)), the 
common parent of which was incorporated on August 26, 
1926, and has its principal place of business in Harrison, 
New York. 

(3) SPECIAL RULE.— 

(A) IN GENERAL.—In the case of a qualified corporation, in 
lieu of applying paragraph (2), the amendments made by 
this section shall not apply to interest expenses allocable to 
any indebtedness to the extent such indebtedness does not 
exceed $500,000,000 if— 

(i) the indebtedness was incurred to develop or im- 
prove existing property that is owned by the taxpayer 
on November 16, 1985, and was acquired with the 
intent to develop or improve the property, 

(ii) the loan agreement with respect to the indebted- 
ness provides that the funds are to be utilized for 
purposes of developing or improving the above prop- 
erty, and 

(iii) the debt to equity ratio of the companies that join 
in the filing of the consolidated return is less than 15 
percent. 

(B) QUALIFIED CORPORATION.—For purposes of subpara- 
graph (A), the term “qualified corporation” means a cor- 
poration— 

< which was incorporated in Delaware on June 29, 
1964, 

(ii) the principal subsidiary of which is a resident of 

Arkansas, and 
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(iii) which is a member of an affiliated group the 
average daily United States production of oil of which 
is less than 50,000 barrels and the average daily United 
States refining of which is less than 150,000 barrels. 

(4) SPECIAL RULES FOR SUBSIDIARY.—The amendments made by 
this section shall not apply to interest on up to the applicable 
dollar amount of indebtedness of a subsidiary incorporated on 
February 11, 1975, the indebtedness of which on May 6, 1986, 
included— 

(A) $100,000,000 face amount of 11% percent notes due in 
1990, 

(B) $100,000,000 of 8% percent notes due in 1989, 

(C) 6% percent Japanese yen notes due in 1991, and 

(D) 5% percent Swiss franc bonds due in 1994. 

For purposes of this paragraph, the term “applicable dollar 
amount” means $600,000,000 in the case of taxable years 
beginning in 1987 through 1991, $500,000,000 in the case of the 
taxable year beginning in 1992, $400,000,000 in the case of the 
taxable year beginning in 1993, $300,000,000 in the case of the 
taxable year beginning in 1994, $200,000,000 in the case of the 
taxable year beginning in 1995, $100,000,000 in the case of the 
taxable year beginning in 1996, and zero in the case of taxable 
years beginning after 1996. 

(5) SPECIAL RULE FOR FINANCIAL CORPORATION.—For purposes 
of section 864(e)(5) of the Internal Revenue Code of 1986 (as 
added by this section), a corporation shall be treated as de- 
scribed in subparagraph (C) of such section for any taxable year 
if— 

(A) such corporation is a Delaware corporation incor- 
porated on August 20, 1959, and 

(B) such corporation was primarily engaged in the financ- 
ing of dealer inventory or consumer purchases on May 29, 
1985, and at all times thereafter before the close of the 
taxable year. 

(6) SPECIAL RULES FOR ALLOCATING GENERAL AND ADMINISTRA- 
TIVE EXPENSES.— 

(A) IN GENERAL.—In the case of an affiliated group of 
domestic corporations the common parent of which has its 
principal office in New Brunswick, New Jersey, and has a 
certificate of organization which was filed with the Sec- 
retary of the State of New Jersey on November 10, 1887, the 
amendments made by this section shall not apply to the 
phase-in percentage of general and administrative expenses 
paid or incurred in its lst 3 taxable years beginning after 
December 31, 1986. 

(B) PHASE-IN PERCENTAGE.—For purposes of subparagraph 
(A): 

In the case of taxable The phase-in 
years beginning in: percentage is: 
987 75 
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SEC. 1216. 1-YEAR MODIFICATION IN REGULATIONS PROVIDING FOR 
ALLOCATION OF RESEARCH AND EXPERIMENTAL EXPENDI- 
TURES. 


(a) GENERAL RuLe.—For purposes of section 861(b), section 862(b), 
and section 863(b) of the Internal Revenue Code of 1954, notwith- 
standing section 864(e) of such Code— 

(1) 50 percent of all amounts allowable as a deduction for 
qualified research and experimental expenditures shall be 
apportioned to income from sources within the United States 
and deducted from such income in determining the amount of 
taxable income from sources within the United States, and 

(2) the remaining portion of such amounts shall be appor- 
tioned on the basis of gross sales or gross income. 

The preceding sentence shall not apply to any expenditures de- 
scribed in section 1.861-8(e\(3\iXB) of the Income Tax Regulations. 

(b) QUALIFIED RESEARCH AND EXPERIMENTAL EXPENDITURES.—For 
purposes of this section— 

(1) IN GENERAL.—The term “qualified research and experi- 
mental expenditures” means amounts— 

(A) which are research and experimental expenditures 
within the meaning of section 174 of such Code, an 

(B) which are attributable to activities conducted in the 
United States. 

(2) TREATMENT OF DEPRECIATION, ETC.—Rules similar to the 
rules of section 174(c) of such Code shall apply. 

(c) ErrectivE Date.—This section shall apply to taxable years 
beginning after August 1, 1986, and on or before August 1, 1987. 


Subtitle C—Taxation of Income Earned 
Through Foreign Corporations 


SEC. 1221. INCOME SUBJECT TO CURRENT TAXATION. 


‘ (a) Derinrrion oF ForEIGN PersonaL Houipinc ComPpaNy 
NCOME.— 
(1) IN GENERAL.—Subsection (c) of section 954 (defining foreign 
rsonal holding company income) is amended to read as fol- 


Ows: 
“(c) FoREIGN PERSONAL HotpInG Company INCOME.— 

“(1) IN GENERAL.—For purposes of subsection (a1), the term 
‘foreign personal holding company income’ means the portion of 
the gross income which consists of: 

“(A) DrvipeNnps, ETCc.—Dividends, interest, royalties, 
rents, and annuities. 
“(B) CERTAIN PROPERTY TRANSACTIONS.—The excess of 
gains over losses from the sale or exchange of property— 
“(i) which gives rise to income described in subpara- 
graph (A) (after application of paragraph (2)A)), or 
“(ii) which does not give rise to any income. 
This subparagraph shall not pe, to gain from the sale or 
exchange of any property which, in the hands of the tax- 
pe is property described in section 1221(1) or to gain 
rom the sale or exchange of any property by a regular 
dealer in such property. 
“(C) COMMODITIES TRANSACTIONS.—The excess of gains 
over losses from transactions (including futures, forward, 
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and similar transactions) in any commodities. This subpara- 
graph shall not apply to gains or losses which— 

“(i) arise out of bona fide hedging transactions 
reasonably necessary to the conduct of any business by 
a producer, processor, merchant, or handler of a 
commodity in the manner in which such business is 
customarily and usually conducted by others, 

“(ii) are active business gains or losses from the sale 
of commodities, but only if substantially all of the 
controlled foreign corporation’s business is as an active 
producer, processor, merchant, or handler of commod- 
ities, or 

“(iii) are foreign currency gains or losses (as defined 
in section 988(b)) attributable to any section 988 trans- 
actions. 

“(D) FoREIGN CURRENCY GAINS.—The excess of foreign 
currency gains over foreign currency losses (as defined in 
section 988(b)) attributable to any section 988 transactions. 
This subparagraph shall not apply in the case of any trans- 
action directly related to the business needs of the con- 
trolled foreign corporation. 

“(E) INCOME EQUIVALENT TO INTEREST.—Any income 
equivalent to interest, including income from commitment 
fees (or similar amounts) for loans actually made. 

“(2) EXCEPTION FOR CERTAIN AMOUNTS.— 

“(A) RENTS AND ROYALTIES DERIVED IN ACTIVE BUSINESS.— 
Foreign personal holding company income shall not include 
rents and royalties which are derived in the active conduct 
of a trade or business and which are received from a person 
other than a related person (within the meaning of subsec- 
tion (d\(3)). 

“(B) CERTAIN EXPORT FINANCING.—Foreign personal hold- 
ing company income shall not include any interest which is 
derived in the conduct of a banking business and which is 
export financing interest (as defined in section 904(d\(2\G)). 

“(3) CERTAIN INCOME RECEIVED FROM RELATED PERSONS.— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), the term ‘foreign personal holding company income’ 
does not include— 

“(i) dividends and interest received from a related 
person which (I) is created or organized under the laws 
of the same foreign country under the laws of which 
the controlled foreign corporation is created or orga- 
nized, and (II) has a substantial part of its assets used 
in its trade or business located in such same foreign 
country, and 

“(ii) rents and royalties received from a related 
person for the use of, or the = of using, property 
within the country under the laws of which the con- 
trolled foreign corporation is created or organized. 

“(B) EXCEPTION NOT TO APPLY TO ITEMS WHICH REDUCE 
SUBPART F INCOME.—Subparagraph (A) shall not apply in 
the case of any interest, rent, or royalty to the extent such 
interest, rent, or royalty reduces the payor’s subpart F 
income.” 

(2) CONFORMING AMENDMENT.—Subparagraph (A) of section 
864(d)\(5) (relating to certain provisions not to apply) is amended 
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by striking out clauses (iii) and (iv) and inserting in lieu thereof 
the following: 

“(iii) Subparagraph (B) of section 954(c\2) (relating to 
certain export financing). 

“(iv) Clause (i) of section 954(cX3)A) (relating to cer- 

tain income received from related persons).” 
(b) DEFINITION OF INSURANCE INCOME.— 

(1) In GENERAL.—Subsection (a) of section 953 (defining 
income derived from the insurance of United States risks) is 
amended to read as follows: 

“(a) GENERAL Rute.—For purposes of section 952(a\(1), the term 
‘insurance income’ means any income which— 

“(1) is attributable to the issuing (or reinsuring) of any insur- 
ance or annuity contract— 

“(A) in connection with property in, liability arising out 
of activity in, or in connection with the lives or health of 
residents of, a country other than the country under the 
laws of which the controlled foreign corporation is created 
or organized, or 

“(B) in connection with risks not described in subpara- 
graph (A) as the result of any arrangement whereby an- 
other corporation receives a substantially equal amount of 
premiums or other consideration in respect of issuing (or 
reinsuring) a contract described in subparagraph (A), and 

“(2) would (subject to the modifications provided by para- 
graphs (1) and (2) of subsection (b)) be taxed under subchapter L 
of this chapter if such income were the income of a domestic 
insurance company.” 

(2) SPECIAL RULE FOR CERTAIN CAPTIVE INSURANCE COMPA- 
NIES.—Section 953 is amended by adding at the end thereof the 
following new subsection: 

“(c) SpecIAL RuLE For CERTAIN Captive INSURANCE COMPANIES.— 

“(1) IN GENERAL.—For purposes only of taking into account 
related person insurance income— 

“(A) the term ‘United States shareholder’ means, with 
respect to any foreign corporation, a United States person 
(as defined in section 957(c)) who owns (within the meani 
of section 958(a)) any stock of the foreign corporation, an 

“(B) the term ‘controlled foreign corporation’ has the 
meaning given to such term by section 957(a) determined by 
substituting ‘25 percent or more’ for ‘more than 50 percent’. 

“(2) RELATED PERSON INSURANCE INCOME.—For purposes of 
this subsection, the term ‘related person insurance income’ 
means any insurance income attributable to a policy of insur- 
ance or reinsurance with respect to which the primary insured 
is a United States shareholder in the foreign corporation or a 
related person (within the meaning of section 954(d\3)) to such a 
shareholder. 

“(3) EXCEPTIONS.— 

“(A) CoRPORATIONS NOT HELD BY INSUREDS.—Paragraph 
(1) shall not apply to any foreign corporation if at all times 
during the le year of such foreign corporation— 

“(i) less than 20 percent of the total combined voti 
power of all classes of stock of such corporation entitl 
to vote, and 

“(ii) less than 20 percent of the total value of such 
corporation, 
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is owned (directly or indirectly under the principles of 
section 883(c)\4)) by persons who are the primary insured 
under any policy of insurance or reinsurance issued by such 
corporation or who are related persons (within the meaning 
of section 954(d)(3)) to any such primary insured. 

“(B) DE MINIMIS EXCEPTION.—Paragraph (1) shall not 
apply to any foreign corporation for a taxable year of such 
corporation if the related person insurance income of such 
corporation for such taxable year is less than 20 percent of 
its insurance income for such taxable year determined 
without regard to those provisions of subsection (a1) which 
limit insurance income to income from countries other than 
a in which the corporation was created or orga- 
nized. 

“(C) ELECTION TO TREAT INCOME AS EFFECTIVELY CON- 
NECTED.—Paragraph (1) shall not apply to any foreign cor- 
poration for any taxable year if— 

“(i) such corporation elects (at such time and in such 
manner as the Secretary may prescribe)— 

“(I) to treat its related person insurance income 
for such taxable year as income effectively con- 
nected with the conduct of a trade or business in 
the United States, and 

“(ID to waive all benefits with respect to related 
person insurance income under any income tax 
treaty — the United States and any foreign 
country 

cunanate ak co sdinie meets such requirements as the 
 corper rescribe to ensure that the tax im- 
ee by this Gaston on such income is paid. 

“(D) SPECIAL RULES FOR SUBPARAGRAPH (C) .— 

“(j) ELECTION IRREVOCABLE.—Any election under 
subparagraph (C) shall apply to the taxable year for 
which made and all subsequent taxable years unless 
revoked with the consent of the Secretary. 

(ii) EXEMPTION FROM TAX IMPOSED BY SECTION 4371.— 
The tax imposed by section 4371 shall not apply with 
respect to any related person insurance income treated 
as effectively connected with the conduct of a trade or 
— within the United States under subparagraph 
( 


“(4) TREATMENT OF MUTUAL INSURANCE COMPANIES.—In the 
case of a mutual insurance company— 
“(A) this subsection shall apply, 
“(B) policyholders of such company shall be treated as 
shareholders, an 
“(C) appropriate adjustments in the application of this 
a tron shall be made under regulations prescribed by the 
reta 
“(5) Dasadcnibine. —The Secretary shall prescribe such regu- 
lations as may be necessary to carry out the purposes of this 
subsection, including regulations preventing the avoidance of 
this subsection through cross insurance arrangements or other- 
wise.’ 
(3) CONFORMING AMENDMENTS.— 
(A) Paragraph (1) of section 952(a) (defining subpart F 
income) is amended to read as follows: 
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“(1) insurance income (as defined under section 953),”’. 

(B) Subsection (e) of section 954 is amended by striking 
out the last sentence. 

(C) Subsection (b) of section 957 is amended by striking 
out “income derived from insurance of United States risks” 
and inserting in lieu thereof “insurance income’”’. 

(D) The section heading for section 953 is amended to 
read as follows: 


“SEC. 953. INSURANCE INCOME.” 


(E) The table of sections for subpart F of part III of 
subchapter N of chapter 1 is amended by striking out the 
item relating to section 953 and inserting in lieu thereof the 
following: 


“Sec. 953. Insurance income.” 


(c) REPEAL OF EXCLUSION FOR REINVESTED SHIPPING INCOME.— 
(1) IN GENERAL.—Paragraph (2) of section 954(b) (relating to 
exclusion for reinvested shipping income) is hereby repealed. 

(2) SPACE AND CERTAIN OCEAN ACTIVITIES INCLUDED.—Subsec- 
tion (f) of section 954 (defining foreign base company shipping 
income) is amended by adding at the end thereof the following 
new sentence: 

“Such term includes any income derived from a space or ocean 
activity (as defined in section 863(d)(2)).” 

(3) CONFORMING AMENDMENTS.— 

(AXi) Section 954 is amended by striking out subsection 
(g) and by redesignating subsection (h) as subsection (g). 

(ii) Paragraph (5) of section 954(a) is amended by striking 
out “determined under subsection (h)” and inserting in lieu 
thereof “determined under subsection (g)”. 

(B) Subparagraph (A) of section 955(aX1) is amended by 
striking out “all prior taxable years” and inserting in lieu 
thereof “all prior taxable years beginning before 1987”. 

(C) Subparagraph (A) of section 955(a\(2) is amended by 
striking out “at the close of the preceding taxable year” and 
inserting in lieu thereof “as of the close of the last taxable 
year beginning before 1987”. 

(d) ExceEPTION WHERE FOREIGN CORPORATION Not AVAILED oF To 
Repuce Tax.—Paragraph (4) of section 954(b) (relating to exception 
for foreign corporations not availed of to reduce taxes) ig amended to 
read as follows: 

“(4) EXCEPTION FOR CERTAIN INCOME SUBJECT TO HIGH FOREIGN 
TAXES.—For purposes of subsection (a) and section 953, foreign 
base company income and insurance income shall not include 
any item of income received by a controlled foreign corporation 
if the taxpayer establishes to the satisfaction of the Secretary 
that such income was subject to an effective rate of income tax 
imposed by a foreign country greater than 90 percent of the 
maximum rate of tax specified in section 11. The preceding 
sentence shall not apply to foreign base company oil-related 
income described in subsection (a)(5).” 

(e) DEFINITION OF RELATED PERSON.— 

(1) Paragraph (3) of section 954(d) (defining related person) is 
amended by striking out subparagraphs (A), (B), and (C), and 
inserting in lieu thereof the following: 
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“(A) such person is an individual, corporation, partner- 
ship, trust, or estate which controls, or is controlled by, the 
controlled foreign corporation, or 

“(B) such person is a corporation, partnership, trust, or 
estate which is controlled by the same person or persons 
which control the controlled foreign corporation.” 

(2) Paragraph (3) of section 954(d) is amended by striking out 
the last 2 sentences and inserting in lieu thereof the following: 
“For purposes of the preceding sentence, control means, with 
respect to a corporation, the ownership, directly or indirectly, of 
stock possessing 50 percent or more of the total voting power of 
all classes of stock entitled to vote or of the total value of stock 
of such corporation. In the case of a partnership, trust, or estate, 
control means the ownership, directly or indirectly, of 50 per- 
cent or more (by value) of the beneficial interests in such 
partnership, trust, or estate. For purposes of this paragraph, 
rules similar to the rules of section 958 shall apply.” 

(f) REPEAL OF CERTAIN LIMITATIONS ON AMOUNT OF SUBPART F 
IncomE.—Section 952 (defining subpart F income) is amended by 
striking out subsections (c) and (d) and inserting in lieu thereof the 
following: 

“(c) LIMITATION. — 

“(1) IN GENERAL.— 

“(A) SUBPART F INCOME LIMITED TO CURRENT EARNINGS 
AND PROFITS.—For purposes of subsection (a), the subpart F 
income of any controlled foreign corporation for any tax- 
able year shall not exceed the earnings and profits of such 
corporation for such taxable year. 

“(B) CERTAIN PRIOR YEAR DEFICITS MAY BE TAKEN INTO 
ACCOUNT.— 

“(i) IN GENERAL.—The amount included in the gross 
income of any United States shareholder under section 
951(aX1AXi) for any taxable year and attributable to a 
qualified activity shall be reduced by the amount of 
— shareholder’s pro rata share of any qualified 

eficit. 

“(ii) QUALIFIED DEFIcIT.—The term ‘qualified deficit’ 
means any deficit in earnings and profits of the con- 
trolled foreign corporation for any prior taxable year 
which began after December 31, 1986, and for which 
the controlled foreign corporation was a controlled for- 
eign corporation; but only to the extent such deficit— 

“(D is attributable to the same qualified activity 
as the activity giving rise to the income being 
offset, and 

“(II has not previously been taken into account 
under this subparagraph. 

“(iii) QUALIFIED ACTIviTy.—For purposes of this para- 
graph, the term ‘qualified activity’ means any activity 
giving rise to— 

“(I) foreign base company shipping income, 

“(ID foreign base company oil related income, 

“(III) in the case of a qualified insurance com- 
pany, insurance income or 

“(IV) in the case of a qualified financial institu- 
tion, foreign personal holding company income. 
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“(iv) PRO RATA SHARE.—For purposes of this para- 
graph, the shareholder’s pro rata share of any deficit 
for any prior taxable year shall be determined under 
rules similar to rules under section 951(a\(2) for which- 
ever of the following yields the smaller share: 

“(I) the close of the taxable year, or 
“(ID the close of the taxable year in which the 
deficit arose. 

“(v) QUALIFIED INSURANCE COMPANY.—For purposes 
of this subparagraph, the term ‘qualified insurance 
company’ means any controlled foreign corporation 
predominantly engaged in the active conduct of an 
insurance business in the taxable year and in the prior 
taxable years in which the deficit arose. 

“(vi) QUALIFIED FINANCIAL INSTITUTION.—For pur- 
poses of this paragraph, the term ‘qualified financial 
institution’ means any controlled foreign corporation 
predominantly engaged in the active conduct of a bank- 
ing, financing, or similar business in the taxable year 
and in the prior taxable year in which the deficit arose. 

“(2) RECHARACTERIZATION IN SUBSEQUENT TAXABLE YEARS.—If 
the subpart F income of any controlled foreign corporation for 
any taxable year was reduced by reason of paragraph (1A), any 
excess of the earnings and profits of such corporation for any 
subsequent taxable year over the subpart F income of such 
foreign corporation for such taxable year shall be 
recharacterized as subpart F income under rules similar to the 
rules applicable under section 904(f(5).” 

(g) EFFECTIVE DaTEs.— 

(1) IN GENERAL.—Except as otherwise provided in this subsec- 
tion, the amendments made by this section shall apply to 
taxable years of foreign corporations beginning after Decem- 
ber 31, 1986. 

(2) SPECIAL RULE FOR REPEAL OF EXCLUSION FOR REINVESTMENT 
SHIPPING INCOME.— 

(A) IN GENERAL.—In the case of any qualified controlled 
foreign corporation— 

(i) the amendments made by subsection (c) shall 
apply to taxable years ending on or after January 1, 
1992, and 

(ii) sections 955(aX1A) and 955(aX2\A) of the In- 
ternal Revenue Code of 1986 (as amended by subsection 
(cX3)) shall be applied by substituting “ending before 
1992” for “beginning before 1987”. 

(B) QUALIFIED CONTROLLED FOREIGN CORPORATION.—For 
purposes of subparagraph (A), the term “qualified con- 
trolled foreign corporation” means any controlled foreign 
corporation (as defined in section 957 of such Code)— 

(i) if the United States agent of such corporation is a 
os corporation incorporated on March 13, 1951, 
an 

(ii) if— 

(1) the certificate of incorporation of such cor- 
poration is dated July 23, 1963, and 

(II) such corporation has a wholly owned subsidi- 
ary and its certificate of incorporation is dated 
November 2, 1965. 
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(3) EXCEPTION FOR CERTAIN REINSURANCE CONTRACTS.— 

(A) IN GENERAL.—In the case of the 1st 3 taxable years of 
a qualified controlled foreign insurer beginning after 
December 31, 1986, the amendments made by this section 
shall not apply to the phase-in percentage of any qualified 
reinsurance income. 

(B) PHASE-IN PERCENTAGE.—For purposes of subparagraph 
(A): 
In the case of taxable The phase-in 
years beginning in: — is: 


50 
25. 

(C) QUALIFIED CONTROLLED FOREIGN INSURER.—For pur- 
poses of this paragraph, the term “qualified controlled 
foreign insurer’ means— 

(i) any controlled foreign corporation which on 
August 16, 1986, was a member of an affiliated group 
(as defined in section 1504(a) of the Internal Revenue 
Code of 1986 without regard to subsection (b\(3) thereof) 
which had as its common parent a corporation incor- 
porated in Delaware on July 9, 1967, with executive 
offices in New York, New York, or 

(ii) any controlled foreign corporation which on 
August 16, 1986, was a member of an affiliated group 
(as so defined) which had as its common parent a 
corporation incorporated in Delaware on March 31, 
1982, with executive offices in Philadelphia, Pennsylva- 
nila. 

(D) QUALIFIED REINSURANCE INCOME.—For purposes of 
this paragraph, the term ‘qualified reinsurance income’ 
means any insurance income attributable to risks (other 
than risks described in section 953(a) or 954(e) of such Code 
as in effect on the day before the date of the enactment of 
this Act) assumed as of August 16, 1986, under a reinsur- 
ance contract in effect on such date. For purposes of the 
preceding sentence, insurance income shall mean the 
underwriting income (as defined in section 832(b\(3) of such 
Code) and investment income derived from an amount of 
assets (to be segregated and separately identified) equiva- 
lent to the ordinary and necessary insurance reserves and 


necessary surplus equal to ¥% of earned premium attrib- 
utable to such contracts. 


SEC. 1222. TESTING CONTROLLED FOREIGN CORPORATIONS AND FOREIGN 


PERSONAL HOLDING COMPANIES BY VALUE AND VOTING 
POWER. 


(a) DEFINITION OF CONTROLLED FOREIGN CORPORATION.— 

(1) IN GENERAL.—Subsection (a) of section 957 (defining con- 
trolled foreign corporation) is amended to read as follows: 

“(a) GENERAL RULE.—For purposes of this subpart, the term ‘con- 
trolled foreign corporation’ means any foreign corporation if more 
than 50 percent of— 

“(1) the total combined voting power of all classes of stock of 
such corporation entitled to vote, or 
“(2) the total value of the stock of such corporation, 
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is owned (within the meaning of section 958(a)), or is considered as 
owned by applying the rules of ownership of section 958(b), by 
United States shareholders on any day during the taxable year of 
such foreign corporation.” 

(2) SPECIAL RULE FOR INSURANCE.—Subsection (b) of section 
957 is amended by striking out “all classes of stock”’ and insert- 
ing in lieu thereof ‘‘all classes of stock (or more than 25 percent 
of the total value of stock)”. 

(b) DEFINITION OF FOREIGN PERSONAL HoLpING ComMPANY.—Para- 
graph (2) of section 552(a) (defining foreign personal holding com- 
pany) is amended to read as follows: 

“(2) STOCK OWNERSHIP REQUIREMENT.—At any time during the 
taxable year more than 50 percent of— 

“(A) the total combined voting power of all classes of 
stock of such corporation entitled to vote, or 

“(B) the total value of the stock of such corporation, 

is owned (directly or indirectly) by or for not more than 5 
individuals who are citizens or residents of the United States 
(hereinafter in this part referred to as the ‘United States 
group’).” 

(c) EFFECTIVE DATE.— 

(1) IN GENERAL.—The amendments made by this section shall 
apply to taxable years of foreign corporations beginning after 
December 31, 1986; except that for purposes of applying sections 
951(aX1(B) and 956 of the Internal Revenue Code of 1986, such 
amendments shall take effect on August 16, 1986. 

(2) TRANSITIONAL RULE.—In the case of any corporation 
treated as a controlled foreign corporation by reason of the 
amendments made by this section, property acquired before 
August 16, 1986, shall not be taken into account under section 
956(b) of the Internal Revenue Code of 1986. 

(3) SPECIAL RULE FOR BENEFICIARY OF TRUST.—In the case of an 
individual— 

(A) who is a beneficiary of a trust which was established 
on December 7, 1979, under the laws of a foreign jurisdic- 
tion, and 

(B) who was not a citizen or resident of the United States 
on the date the trust was established, 

amounts which are included in the gross income of such bene- 
ficiary under section 95l(a) of the Internal Revenue Code of 
1986 with respect to stock held by the trust (and treated as 
distributed to the trust) shall be treated as the first amounts 
which are distributed by the trust to such beneficiary and as 
amounts to which section 959(a) of such Code applies. 


SEC. 1223. SUBPART F DE MINIMIS RULE. 


(a) GENERAL RuLE.—Paragraph (3) of section 954(b) (relating to 
special rule where foreign base company income is less than 10 
percent or more than 70 percent of gross income) is amended to read 
as follows: 

“(3) DE MINIMIS, ETC., RULES.—For purposes of subsection (a) 
and section 953— 
“(A) DE MINIMIS RULE.—If the sum of foreign base com- 
pany income (determined without regard to paragraph (5)) 
and the gross insurance income for the taxable year is less 
than the lesser of— 
“(i) 5 percent of gross income, or 
“(ii) $1,000,000, 
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no part of the gross income for the taxable year shall be 
treated as foreign base company income or insurance 
income. 

“(B) FOREIGN BASE COMPANY INCOME AND INSURANCE 
INCOME IN EXCESS OF 70 PERCENT OF GROSS INCOME.—If the 
sum of the foreign base company income (determined with- 
out’ regard to paragraph (5)) and the gross insurance income 
for the taxable year exceeds 70 percent of gross income, the 
entire gross income for the taxable year shall, subject to the 
provisions of paragraphs (4) and (5), be treated as foreign 
base company income or insurance income (whichever is 
appropriate). 

“(C) GRoss INSURANCE INCOME.—For purposes of subpara- 
graphs (A) and (B), the term ‘gross insurance income’ means 
any item of gross income taken into account in determining 
insurance income under section 953.” 

(b) TECHNICAL AMENDMENTS.— 

(1) Clause (ii) of section 864(d)(5\(A) is amended by striking out 
“less than 10 percent” and inserting in lieu thereof “less than 5 
percent or $1,000,000”. 

(2) Clause (i) of section 881(c4A) is amended by striking out 
“less than 10 percent” and inserting in lieu thereof “less than 5 
percent or $1,000,000”. 

(c) ErrectivE Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


SEC. 1224. REPEAL OF SPECIAL TREATMENT OF POSSESSIONS CORPORA- 
TIONS. 


(a) GENERAL RuLe.—Section 957 (defining controlled foreign cor- 
porations; United States persons) is amended by striking out subsec- 
tion (c) and by redesignating subsection (d) as subsection (c). 

(b) EFFECTIVE DATEsS.— 

(1) IN GENERAL.—The amendment made by subsection (a) 
shall apply to taxable years of foreign corporations beginning 
after December 31, 1986; except that for purposes of applying 
sections 951(a1B) and 956 of the Internal Revenue Code of 
1986. such amendments shall take effect on August 16, 1986. 

(2) TRANSITIONAL RULE.—In the case of any corporation 
treated as a controlled foreign corporation by reason of the 
amendment made by subsection (a), property acquired before 
August 16, 1986, shall not be taken into account under section 
956(b) of the Internal Revenue Code of 1986. 


SEC. 1225. ONLY EFFECTIVELY CONNECTED CAPITAL GAINS AND LOSSES 
OF FOREIGN CORPORATIONS TAKEN INTO ACCOUNT FOR 
PURPOSES OF ACCUMULATED EARNINGS TAX AND PER- 
SONAL HOLDING COMPANY PROVISIONS. 


(a) ACCUMULATED EARNINGS Tax.—Subsection (b) of section 535 
(relating to adjustments to taxable income) is amended by adding at 
the end thereof the following new paragraph: 

“(9) SPECIAL RULE FOR CAPITAL GAINS AND LOSSES OF FOREIGN 
CORPORATIONS.—In the case of a foreign corporation, paragraph 
(6) shall be applied by taking into account only gains and losses 
which are effectively connected with the conduct of a trade or 


business within the United States and are not exempt from tax 
under treaty.” 
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(b) PersonAL Hotpinc Company Provisions.—Subsection (b) of 
section 545 (relating to adjustments to taxable income) is amended 
by adding at the end thereof the following new paragraph: 

“(7) SPECIAL RULE FOR CAPITAL GAINS AND LOSSES OF FOREIGN 
CORPORATIONS.—In the case of a foreign corporation, paragraph 
(5) shall be applied by taking into account only gains and losses 
which are effectively connected with the conduct of a trade or 
business within the United States and are not exempt from tax 
under treaty.” 

(c) ErrectivE Date.—The amendments made by this section shall 
apply to gains and losses realized on or after March 1, 1986. 


SEC. 1226. DEDUCTIONS FOR DIVIDENDS RECEIVED FROM CERTAIN FOR- 
EIGN CORPORATIONS. 


(a) GENERAL RuLE.—Subsection (a) of section 245 is amended to 
read as follows: 

“(a) Diviwenps From 10-Percent OwNED ForEIGN COoRPORA- 
TIONS.— 

“(1) IN GENERAL.—In the case of dividends received by a 
corporation from a qualified 10-percent owned foreign corpora- 
tion, there shall be allowed as a deduction an amount equal to 
the percent (specified in section 243 for the taxable year) of the 
US.-source portion of such dividends. 

“(2) QUALIFIED 10-PERCENT OWNED FOREIGN CORPORATION.— 
For purposes of this subsection, the term ‘qualified 10-percent 
owned foreign corporation’ means any foreign corporation 
(other than a foreign personal holding company or passive 
foreign investment company) if at least 10 percent of the stock 
of such corporation (by vote and value) is owned by the tax- 
payer. 

‘(3) U.S.-souRCE porRTION.—For purposes of this subsection, 
the U.S.-source portion of any dividend is an amount which 
bears the same ratio to such dividend as— 

“(A) the post-1986 undistributed U.S. earnings, bears to 

“(B) the total post-1986 undistributed earnings. 

“(4) Post-1986 UNDISTRIBUTED EARNINGS.—For purposes of this 
subsection, the term ‘post-1986 undistributed earnings’ has the 
meaning given to such term by section 902(c)(1). 

“(5) Post-1986 UNDISTRIBUTED U.S. EARNINGS.—For purposes of 
this subsection, the term ‘post-1986 undistributed U.S. earnings’ 
means the portion of the post-1986 undistributed earnings 
which is attributable to— 

“(A) income of the qualified 10-percent owned foreign 
corporation which is effectively connected with the conduct 
of a trade or business within the United States and subject 
to tax under this chapter, or 

“(B) any dividend received (directly or through a wholly 
owned foreign corporation) from a domestic corporation at 
least 80 percent of the stock of which (by vote and value) is 
owned (directly or through such wholly owned ee cor- 
poration) by the qualified 10-percent owned foreign 
corporation. 

“(6) SPECIAL RULE.—If the 1st day on which the requirements 
of paragraph (2) are met with respect to any foreign corporation 
is in a taxable year of such corporation beginning after Decem- 
ber 31, 1986, the post-1986 undistributed earnings and the post- 
1986 undistributed U.S. earnings of such corporation shall be 





100 STAT. 2560 PUBLIC LAW 99-514—OCT. 22, 1986 


determined by only taking into account periods beginning on 
and after the lst day of the lst taxable year in which such 
requirements are met. 

“(7) COORDINATION WITH SUBSECTION (b).—Earnings and prof- 
its of any qualified 10-percent owned foreign corporation for any 
taxable year shall not be taken into account under this subsec- 
tion if the deduction provided by subsection (b) would be allow- 
able with respect to dividends paid out of such earnings and 
profits. 

‘“(8) COORDINATION WITH SECTION 902.—In the case of a divi- 
dend received by a corporation from a qualified 10-percent 
owned foreign corporation, no credit shall be allowed under 
section 901 for any taxes treated as paid under section 902 with 
respect to the U.S.-source portion of such dividend. 

“(9) COORDINATION WITH SECTION 904.—For purposes of section 
904, the U.S.-source portion of any dividend received by a 
corporation from a qualified 10-percent owned foreign corpora- 
tion shall be treated as from sources in the United States.” 

(b) TECHNICAL AMENDMENT.—Subsection (d) of section 959 is 
amended by striking out the period at the end thereof and inserting 
in lieu thereof “; except that such distributions shall immediately 
reduce earnings and profits.” 

(c) EFFEcTIVE DaTEs.— 

(1) IN GENERAL.—The amendment made by subsection (a) 
shall apply to distributions out of earnings and profits for 
taxable years beginning after December 31, 1986. 

(2) SUBSECTION (b).—The amendment made by subsection (b) 


shall apply to distributions after the date of the enactment of 
this Act. 


SEC. 1227. SPECIAL RULE FOR APPLICATION OF SECTION 954 TO CERTAIN 
DIVIDENDS. 


(a) In GENERAL.—For purposes of section 954(c\8\A) of the In- 
ternal Revenue Code of 1986, any dividends received by a qualified 
controlled foreign corporation (within the meaning of section 951 of 
such Code) during any of its lst 5 taxable years beginning after 
December 31, 1986, with respect to its 32.7 percent interest in a 
Brazilian corporation shall be treated as if such Brazilian corpora- 
tion were a related person to the qualified controlled foreign cor- 
poration to the extent the Brazilian corporation’s income is attrib- 
utable to its interest in the trade or business of mining in Brazil. 

(b) QUALIFIED CONTROLLED FOREIGN CORPORATION.—For purposes 
of this section, a qualified controlled foreign corporation is a cor- 
poration the greater than 99 percent shareholder of which is a 
company originally incorporated in Montana on July 9, 1951 (the 
name of which was changed on August 10, 1966). 

(c) ErFrectivE Date.—The amendment made by this section shall 
apply to dividends received after December 31, 1986. 


SEC. 1228. SPECIAL RULE FOR APPLYING SECTION 897. 


(a) IN GENERAL.—For purposes of section 897 of the Internal 
Revenue Code of 1986, gain shall not be recognized on the transfer, 
sale, exchange, or other disposition, of shares of stock of a United 
States real property holding company, if— 

(1) such United States real property holding company is a 
Delaware corporation incorporated on January 17, 1984, 
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(2) the transfer, sale, exchange, or other disposition is to any 
member of a qualified ownership group, 

(3) the recipient of the share of stock elects, for purposes of 
_ section 897, a carryover basis in the transferred shares, 
an 

(4) an election under this section applies to such transfer, sale, 
exchange, or other disposition. 

(b) MEMBER OF A QUALIFIED OWNERSHIP GrouP.—For purposes of 
this section, the term “member of a qualified ownership group” 
means a corporation incorporated on June 16, 1890, under the laws 
of the Netherlands or a corporation incorporated on October 18, 
1897, under the laws of the United Kingdom or any corporation 
owned directly or indirectly by either or both such corporations. 

(c) ELection.—An election under this section shall be made at 
such time and in such manner as the Secretary of the Treasury or 
his delegate may prescribe, and an election under this section may 
only be made with respect to 1 transfer, sale, exchange, or other 
disposition. 

(d) ErrectivE Date.—The provisions of this section shall take 
effect on the date of the enactment of this section. 


Subtitle D—Special Tax Provisions for United 
States Persons 


SEC. 1231. MODIFICATIONS TO SECTION 936. 
(a) TREATMENT OF INTANGIBLES.— 
(1 


) CosT SHARING METHOD.—Section 936(h\5XCXiXD) is 
amended— 

(A) by striking out ‘“‘the same proportion of the cost” and 
inserting in lieu thereof “the same proportion of 110 per- 
cent of the cost”, and 

(B) by adding at the end thereof the following new sen- 
tence: “In the case of intangible property described in 
subsection (h\3\(B)i) which the electing corporation is 
treated as owning under subclause (II), in no event shall the 
payment required under this subclause be less than the 
inclusion or payment which would be required under sec- 
tion 367(d\(2\AXii) or section 482 if the electing corporation 
were a foreign corporation.” 

(2) Prortr SPLIT METHOD.—Section 936(h\5XCXiiMID is 
amended by striking out “the third sentence thereof)” and 
inserting in lieu thereof “the third and fourth sentences thereof, 
but substituting ‘120 percent’ for ‘110 percent’ in the second 
sentence thereof)”. 

(b) MopIFICATION OF REQUIREMENT THAT AMOUNTS BE RECEIVED IN 
THE UniTep States.—Subsection (b) of section 936 is amended by 
adding at the end thereof the following new sentence: “This subsec- 
tion shall not apply to any amount described in subsection (a1 Aji) 
received from a person who is not a related person (within the 
meaning of subsection (hX3) but without regard to subparagraphs 
(DXiiXD and (Ei) thereof) with respect to the domestic corporation.” 

(c) TREATMENT OF CERTAIN INVESTMENT INCOME AS QUALIFIED 
Possession SOURCE INVESTMENT INCOME.—Subsection (d) of section 
936 is amended by adding at the end thereof the following new 
paragraph: 
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“(4) INVESTMENT IN QUALIFIED os BASIN COUNTRIES.— 
“(A) IN GENERAL.—For purposes > aragraph (2\(B), an 
investment in a financial institution shall, subject to such 
conditions as the Secretary may prescribe by regulations. 
be treated as for use in Puerto Rico to the extent used by 
such financial institution (or by the Government Develop- 
ment Bank for Puerto Rico or the Puerto Rico Economic 
Development Bank)— 
“(i) for investment, consistent with the goals and 
~~ of the Caribbean Basin Economic Recovery 
ct, in— 
“(I) active business assets in a qualified Carib- 
bean Basin country, or 
“(II) development projects in a qualified Carib- 
bean Basin country, an 
“ii) in accordance with a specific authorization 
granted by the Government Development Bank for 
Puerto Rico pursuant to regulations issued by the Sec- 
retary of the Treasury of Puerto Rico. 
A similar rule shall apply in the case of a direct investment 
in the Government Development Bank for Puerto Rico or 
the Puerto Rico Economic Development Bank. 

“(B) QUALIFIED CARIBBEAN BASIN COUNTRY.—For a 
of this subsection, the term ‘qualified Caribbean in 
country’ means any beneficiary country (within the mean- 
ing of section 212(a)(1)(A) of the Caribbean Basin Economic 
Recovery Act) which meets the requirements of clauses (i) 
and (ii) of section 274(h)(6)(A). 

“(C) ADDITIONAL REQUIREMENTS.—Subparagraph (A) shall 
not apply to any investment made by a financial institution 
(or by the Government Development Bank for Puerto Rico 
or the Puerto Rico Economic Development Bank) unless— 

“(i) the person in whose trade or business such invest- 
ment is made (or such other recipient of the invest- 
ment) and the financial institution or such Bank certify 
to the Secretary and the Secretary of the Treasury of 
Puerto Rico that the proceeds of the loan will be 
a used to acquire active business assets or to 
make other authorized expenditures, and 

“(ii) the financial institution (or the Government 
Development Bank for Puerto Rico or the Puerto Rico 
Economic Development Bank) and the recipient of the 
investment funds agree to permit the Secretary and the 
Secretary of the Treasury of Puerto Rico to examine 
such of their books and records as may be necessary to 
ensure that the requirements of this paragraph are 
met.” 

(d) INCREASE IN AMOUNT OF Gross INCOME WuicH Must BE From 
TRADE OR BUSINESS.— 

(1) IN. GENERAL.—Subparagraph (B) of section 936(a\(2) is 
amended by striking out “65 percent” and inserting in lieu 
thereof “75 percent”. 

(2) CONFORMING AMENDMENT.—Paragraph (2) of section 936(a) 
is amended by striking out subparagraph (C). 

(e) TREATMENT OF CERTAIN ROYALTY PAYMENTS.— 

(1) IN GENERAL.—Section 482 (relating to allocation of income 

and deductions among taxpayers) is amended by adding at the 
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end thereof the following new sentence: “In the case of any 
transfer (or license) of intangible property (within the meaning 
of section 936(h\(3\(B)), the income with respect to such transfer 
or license shall be commensurate with the income attributable 
to the intangible.” 

(2) TECHNICAL AMENDMENT.—Subparagraph (A) of section 
367(d)(2) (relating to transfers of intangibles treated as transfer 
pursuant to sale for contingent payments) is amended by adding 
at the end thereof the following new sentence: 

“The amounts taken into account under clause (ii) shall be 
apenas with the income attributable to the intangi- 

e. 

(f) TECHNICAL CORRECTION TO ProFit-SpLit RuLEs.—The last sen- 
tence of section 936(h\5\CXiiMID) is amended by striking out “all 
products produced and types of service rendered” and inserting in 
lieu thereof “all products and types of services, within such product 
area, produced or rendered”. 

(g) EFFecTIVE DATES.— 

(1) IN GENERAL.—Except as provided in paragraphs (2) and (3), 
the amendments made by this section shall apply to taxable 
years beginning after December 31, 1986. 

(2) SPECIAL RULE FOR TRANSFER OF INTANGIBLES.— 

(A) IN GENERAL.—The amendments made by subsection 
(e) shall apply to taxable years beginning after Decem- 
ber 31, 1986, but only with respect to transfers after Novem- 
ber 16, 1985, or licenses granted after such date (or before 
such date with respect to property not in existence or owned 
by the taxpayer on such date). 

(B) SPECIAL RULE FOR SECTION 936.—For purposes of sec- 
tion 936(h)(5\(C) of the Internal Revenue Code of 1986 the 
amendments made by subsection (e) shall apply to taxable 
years beginning after December 31, 1986, without regard to 
when the transfer (or license) was made. 

(3) SuBsECTION (f).—The amendment made by subsection (f) 
shall apply to taxable years beginning after December 31, 1982. 

(4) TRANSITIONAL RULE.—In the case of a corporation— 

(A) with respect to which an election under section 936 of 
the Internal Revenue Code of 1986 (relating to possessions 
tax credit) is in effect, 

(B) which produced an end-product form in Puerto Rico 
on or before September 3, 1982, 

(C) which began manufacturing a component of such 
product in Puerto Rico in its taxable year beginning in 
1983, and 

(D) with respect to which a Puerto Rican tax exemption 
was granted on June 27, 1983, 

such corporation shall treat such component as a separate 
product for such taxable year for purposes of determining 
whether such corporation had a significant business presence in 
Puerto Rico with respect to such product and its income with 
respect to such product. 


SEC. 1232. TREATMENT OF CERTAIN PERSONS IN PANAMA. 


(a) GENERAL RuULE.—Nothing in the Panama Canal Treaty (or in 
any agreement implementing such Treaty) shall be construed as 
exempting (in whole or in part) any citizen or resident of the United 
States from any tax under the Internal Revenue Code of 1954 or 
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1986. The preceding sentence shall apply to all taxable years 
whether beginning before, on, or after the date of the enactment of 
this Act (or in the case of any tax not imposed with respect to a 
taxable year, to taxable events after the date of enactment of this 
Act.) 

(b) TREATMENT OF EMPLOYEES OF PANAMA CANAL COMMISSION AND 
DEPARTMENT OF DEFENSE FOR PURPOSES OF SECTION 912.—Employees 
of the Panama Canal Commission and civilian employees of the 
Defense Department of the United States stationed in Panama may 
exclude from gross income allowances which are comparable to the 
allowances excludable under section 912(1) of the Internal Revenue 
Code of 1986 by employees of the State Department of the United 
States stationed in Panama. The preceding sentence shall apply to 
taxable years beginning after December 31, 1986. 


SEC. 1233. PROVISIONS RELATING TO SECTION 911 EXCLUSION. 


(a) REDUCTION IN SECTION 911 ExcLusion.—Subparagraph (A) of 
section 911(b)(2) (relating to limitation on foreign earned income) is 
amended to read as follows: 

“(A) IN GENERAL.—The foreign earned income of an 
individual which may be excluded under subsection (a)1) 
for any taxable year shall not exceed the amount of foreign 
earned income computed on a daily basis at an annual rate 
of $70,000.” 

(b) Section 911 Exctusion Not AVAILABLE TO INDIVIDUALS Vi0- 
LATING FEDERAL TRAVEL AND OTHER RESTRICTIONS.—Section 911(d) 
(relating to definitions and special rules) is amended by redesignat- 
ing paragraph (8) as paragraph (9) and by inserting after paragraph 
(7) the following new paragraph: 

“(8) LIMITATION ON INCOME EARNED IN RESTRICTED COUNTRY.— 

“(A) IN GENERAL.—If travel (or any transaction in connec- 
tion with such travel) with respect to any foreign country is 
subject to the regulations described in subparagraph (B) 
during any period— 

“(i) the term ‘foreign earned income’ shall not in- 
clude any income from sources within such count 
attributable to services performed during such peri 

“(ii) the term ‘housing expenses’ shall not include 
any expenses allocable to such period for housing in 
such country or for housing of the spouse or dependents 
of the taxpayer in another oa while the taxpayer 

Meer in such country 

(iii) an individual shal fot be treated as a bona fide 
resident of, or as present in, a foreign country for — 
day during which such individual was present in suc 
country during such period. 

“(B) REGULATIONS.—For ey of this paragraph, regu- 
lations are described in this subparagraph if such 
regulations— 

“(i) have been adopted pursuant to the Trading With 
the Enemy Act (50 U.S.C. App. 1 et seq.), or the Inter- 
national Emergency Economic Powers Act (50 U.S.C. 
1701 et seq.), and 

“(ii) include provisions generally prohibiting citizens 
and residents of the United States from engaging in 
transactions related to travel to, from, or within a 
foreign country. 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2565 


“(C) Exception.—Subparagraph (A) shall not apply to 
any individual during any period in which such individual’s 
activities are not in violation of the regulations described in 
subparagraph (B).” 

(c) ErrectivE Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


SEC. 1234. FOREIGN COMPLIANCE PROVISIONS. 


(a) INFORMATION RETURNS.— 

(1) IN GENERAL.—Subpart A of part III of subchapter A of 
chapter 61 (relating to information concerning persons subject 
to special provisions) is amended by inserting after section 
6039D the following new section: 


“SEC. 6039E. INFORMATION CONCERNING RESIDENT STATUS. 


“(a) GENERAL RuLe.—Notwithstanding any other provision of law, 
any individual who— 

“(1) applies for a United States passport (or a renewal 
thereof), or 

“(2) applies to be lawfully accorded the privilege of residing 
permanently in the United States as an immigrant in accord- 
ance with the immigration laws, 

shall include with any such application a statement which includes 
the information described in subsection (b). 

“(b) INFORMATION To BE ProvipEep.—Information required under 
subsection (a) shall include— 

“(1) the taxpayer’s TIN (if any), 

“(2) in the case of a passport applicant, any foreign country in 
which such individual is residing, 

“(3) in the case of an individual seeking permanent residence, 
information with respect to whether such individual is required 
to file a return of the tax imposed by chapter 1 for such 
individual’s most recent 3 taxable years, and 

“(4) such other information as the Secretary may prescribe. 

“(c) PENALTY.—Any individual failing to provide a statement 
required under subsection (a) shall be subject to a penalty equal to 
$500 for each such failure, unless it is shown that such failure is due 
to reasonable cause and not to willful neglect. 

“(d) INFORMATION To BE ProvipeD To SEcRETARY.—Notwithstand- 
ing any other provision of law, any agency of the United States 
which collects (or is required to collect) the statement under subsec- 
tion (a) shall— 

“(1) provide any such statement to the Secretary, and 

“(2) provide to the Secretary the name (and any other identi- 
fying information) of any individual refusing to comply with the 
provisions of subsection (a). 

“(e) EXEMPTION.—The Secretary may by regulations exempt any 
class of individuals from the requirements of this section if he 
determines that applying this section to such individuals is not 
necessary to carry out the purposes of this section.” 

(2) CONFORMING AMENDMENT.—The table of sections for sub- 
part A of part III of subchapter A of chapter 61 is amended by 
inserting after the item relating to section 6039D the following 
new item: 


“Sec. 6039E. Information concerning resident status.” 
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(3) EFFECTIVE DATE.—The amendments made by this subsec- 
tion shall apply to applications submitted after December 31, 
1987 (or, if earlier, the effective date which shall not be earlier 
than January 1, 1987) of the initial regulations issued under 
section 6039E of the Internal Revenue Code of 1986 as added by 
this subsection). 

(b) WITHHOLDING ON CERTAIN DEFERRED PAYMENTS OUTSIDE THE 
UNITED STATES.— 

(1) IN GENERAL.—Subsection (d) of section 3405 (relating to 
definitions and special rules) is amended by adding at the end 
thereof the following new paragraph: 

“(13) ELECTION MAY NOT BE MADE WITH RESPECT TO CERTAIN 
PAYMENTS OUTSIDE THE UNITED STATES.— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), in the case of any periodic payment or nonperiodic 
distribution which is to be delivered outside of the United 
States, no election may be made under subsection (a2) or 
(b\(3) with respect to such payment. 

“(B) Exception.—Subparagraph (A) shall not apply if the 
recipient certifies to the payor, in such manner as the 
Secretary may prescribe, that such person is not— 

“(i) a United States citizen who is a bona fide resi- 
dent of a foreign country, or 
“(ii) an individual to whom section 877 applies.” 

(2) EFFECTIVE DATE.—The amendment made by this subsection 

shall apply to payments after December 31, 1986. 


SEC. 1235. TREATMENT OF CERTAIN PASSIVE FOREIGN INVESTMENT 
COMPANIES. 


(a) GENERAL RuLe.—Subchapter P of chapter 1 is amended by 
adding at the end thereof the following new part: 


“PART VI—TREATMENT OF CERTAIN PASSIVE FOREIGN 
INVESTMENT COMPANIES 


“Subpart A. Interest on tax deferral. 
“Subpart B. Treatment of qualified electing funds. 
“Subpart C. General provisions. 


“Subpart A—Interest on Tax Deferral 


“Sec. 1291. Interest on tax deferral. 
“SEC. 1291. INTEREST ON TAX DEFERRAL. 


“(a) TREATMENT OF DISTRIBUTIONS AND STOCK DiIsPosiITIONS.— 

“(1) DistrinuTions.—If a United States person receives an 
excess distribution in respect of stock in a passive foreign 
investment company, then— 

“(A) the amount of the excess distribution shall be allo- 
cated ratably to each day in the taxpayer’s holding period 
for the stock, 

“(B) with respect to such excess distribution, the tax- 
payer’s gross income for the current year shall include (as 
ordinary income) only the amounts allocated under 
subparagraph (A) to— 

“(i) the current year, or 
“(ii) any period in the taxpayer’s holding period 
before the lst day of the lst taxable year of the com- 
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pany for which it was a passive foreign investment 
company (or, if later, January 1, 1987), and 

“(C) the tax im by this chapter for the current year 
shall be incre by the deferred tax amount (determined 
under subsection (c)). 

“(2) Disposirions.—If the taxpayer disposes of stock in a 
passive foreign investment company, then the rules of para- 
graph (1) shall apply to any gain recognized on such disposition 
in the same manner as if such gain were an excess distribution. 

“(3) DeFInITIONS.—For purposes of this section— 

“(A) HoLpING PERIOD.—The taxpayer’s holding period 
shall be determined under section 1223; except that, in the 
case of an excess distribution, such holding period shall be 
treated as ending on the date of such distribution. 

“(B) CURRENT YEAR.—The term ‘current year’ means the 
taxable year in which the excess distribution or disposition 
occurs. 

“(4) COORDINATION WITH SECTION 904.—Subparagraph (B) of 
paragraph (1) shall not apply for purposes of section 904. 

“(5) SECTION 902 NOT TO APPLY.—Section 902 shall not apply to 
any dividend paid by a passive foreign investment company 
unless such company is a qualified electing fund. 

“(b) Excess DistrIBUTION.— 

“(1) IN GENERAL.—For purposes of this section, the term 
‘excess distribution’ means any distribution in respect of stock 
received during any taxable year to the extent such distribution 
does not exceed its ratable portion of the total excess distribu- 
tion (if any) for such taxable year. 

“(2) TOTAL EXCESS DISTRIBUTION.—For purposes of this 
subsection— 

“(A) IN GENERAL.—The term ‘total excess distribution’ 
means the excess (if any) of— 

“(i) the amount of the distributions in respect of the 
stock received by the taxpayer during the taxable year, 
over 

“(ii) 125 percent of the average amount received in 
respect of such stock by the taxpayer during the 3 
preceding taxable years (or, if shorter, the portion of 
the taxpayer’s holding period before the taxable year). 

“(B) No EXCESS FOR 1ST YEAR.—The total excess distribu- 
tions with respect to any stock shall be zero for the taxable 

= in which the taxpayer’s holding period in such stock 


“(3) ADsUSTMENTS.—Under regulations prescribed by the Sec- 


“(A) determinations under this subsection shall be made 
on a share-by-share basis, except that shares with the same 
holding period may be aggregated, 

“(B) proper adjustments shall be made for stock splits and 
stock dividends, 

“(C) if the taxpayer does not hold the stock during the 
entire taxable year, distributions received during such year 
shall be annualized, 

“(D) if the taxpayer’s holding period includes periods 
during which the stock was held by another person, dis- 
tributions oe such other person shall be taken into 
account as if received by the taxpayer, and 
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“(E) if the distributions are received in a foreign cur- 
rency, determinations under this subsection shall be made 
in such currency and the amount of any excess distribution 
determined in such currency shall be translated into 
dollars. 

“(c) DEFERRED TAx AMOUNT.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘deferred tax amount’ means, 
with respect to any distribution or disposition to which subsec- 
tion (a) applies, an amount equal to the sum of— 

“(A) the aggregate increases in taxes described in para- 
graph (2), plus 

“(B) the aggregate amount of interest (determined in the 
manner provided under paragraph (8)) on such increases in 


tax. 

“(2) AGGREGATE INCREASES IN TAXES.—For purposes of para- 
graph (1)(A), the aggregate increases in taxes shall be deter- 
mined by multiplying each amount allocated under subsection 
(aX1A) to any taxable year (other than any taxable year re- 
ferred to in subsection (aX1\(B)) by the highest rate of tax in 
effect for such taxable year under section 1 or 11, whichever 
applies. 

“(3) COMPUTATION OF INTEREST.— 

“(A) IN GENERAL.—The amount of interest referred to in 
paragraph (1B) on any increase determined under para- 
pate (2) for any taxable year shall be determined for the 
period— 

be beginning on the due date for such taxable year, 
an 

“(ii) ending on the due date for the taxable year with 
or within which the distribution or disposition occurs, 

by using the rates and method applicable under section 
6621 for underpayments of tax for such period. 

“(B) Dur pate.—For purposes of this subsection, the term 
‘due date’ means the date prescribed by law (determined 
without regard to extensions) for filing the return of the tax 
imposed by this chapter for the taxable year. 

“(d) CooRDINATION WITH Suppart B.— 

“(1) IN GENERAL.—This section shall not apply with respect 
to— 

“(A) any distribution paid by a passive foreign investment 
company during a taxable year for which such company is a 
qualified electing fund, and 

“(B) any disposition of stock in a passive foreign invest- 
ment company if such company is a qualified electing fund 
for each of its taxable years— 

“(i) which begins after December 31, 1986, and for 
which such company is a passive foreign investment 
company, and 

“(i) which includes any portion of the taxpayer’s 
holding period. 

“(2) ELECTION TO RECOGNIZE GAIN WHERE COMPANY BECOMES 
QUALIFIED ELECTING FUND.— 

“(A) IN GENERAL.—If— 

“(i) a passive foreign investment company becomes a 
qualified electing fund for a taxable year which begins 
after December 31, 1986, 
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“(ii) the taxpayer holds stock in such company on the 
first day of such taxable year, and 
“(iii) the taxpayer establishes to the satisfaction of 
the Secretary the fair market value of such stock on 
such first day, 
the taxpayer may elect to recognize gain as if he sold such 
stock on such first day for such fair market value. 
“(B) ADJUSTMENTS.—In the case of any stock to which 
subparagraph (A) applies— 
“(i) the adjusted basis of such stock shall be increased 
by the gain recognized under subparagraph (A), and 
“(ii) the taxpayer’s holding period in such stock shall 
be treated as beginning on the first day referred to in 
subparagraph (A). 

“(e) CERTAIN Basis, Etc., RULES MADE APPLICABLE.—Rules similar 
to the rules of subsections (c), (d), (e), and (f) of section 1246 shall 
apply for purposes of this section; except that— 

“(1) the reduction under subsection (e) of such section shall be 
the excess of the basis determined under section 1014 over the 
adjusted basis of the stock immediately before the decedent’s 
death, and 

“(2) such a reduction shall not apply in the case of a decedent 
who was not a nonresident alien at all times during his holding 
period in the stock. 

“(f) NONRECOGNITION PRoOvisIONS.—To the extent provided in 
regulations, gain shall be recognized on any disposition of stock in a 
passive foreign investment company. 


“Subpart B—Treatment of Qualified Electing Funds 


“Sec. 1293. Current taxation of income from qualified electing funds. 

“Sec. 1294. Election to extend time for payment of tax on undistributed 
earnings. 

“Sec. 1295. Qualified electing fund. 


“SEC. 1293. CURRENT TAXATION OF INCOME FROM QUALIFIED ELECTING 
FUNDS. 

“(a) INCLUSION.— 

“(1) IN GENERAL.—Every United States person who owns (or is 
treated under section 1297(a) as owning) stock of a qualified 
electing fund at any time during the taxable year of such fund 
shall include in gross income— 

“(A) as ordinary income, such shareholder’s pro rata 
_— of the ordinary earnings of such fund for such year, 
an 

“(B) as long-term capital gain, such shareholder’s pro 
rata share of the net capital gain of such fund for such year. 

“(2) YEAR OF INCLUSION.—The inclusion under paragraph (1) 
shall be for the taxable year of the shareholder in which or with 
which the taxable year of the fund ends. 

“(b) Pro Rata SHARE.—The pro rata share referred to in subsec- 
tion (a) in the case of any shareholder is the amount which would 
have been distributed with respect to the shareholder’s stock if, on 
each day during the taxable year of the fund, the fund had distrib- 
uted to each shareholder a pro rata share of that day’s ratable share 
of the fund’s ordinary earnings and net capital gain for such year. 

“(c) PREviousLy TAXED AMOUNTS DisTRIBUTED TAX FREE.—If the 
taxpayer establishes to the satisfaction of the Secretary that any 
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amount distributed by a passive foreign investment company is paid 
out of earnings and profits of the company which were included 
under subsection (a) in the income of any United States person, such 
amount shall be treated as a distribution which is not a dividend. 

“(d) Basis ADJUSTMENTS.—The basis of the taxpayer’s stock in a 
passive foreign investment company shall be— 

“(1) increased by any amount which is included in the income 
of - taxpayer under subsection (a) with respect to such stock, 
an 

“(2) decreased by any amount distributed with respect to such 
stock which is not includible in the income of the taxpayer by 
reason of subsection (c). 

A similar rule shall apply also in the case of any property if by 
reason of holding such property the taxpayer is treated under 
section 1297(a) as owning stock in a qualified electing fund. 

“(e) ORDINARY EARNINGS.—For purposes of this section— 

“(1) ORDINARY EARNINGS.—The term ‘ordinary earnings’ 
means the excess of the earnings and profits of the qualified 
electing fund for the taxable year over its net capital gain for 
such taxable year. 

“(2) LIMITATION ON NET CAPITAL GAIN.—A qualified electing 
fund’s net capital gain for any taxable year shall not exceed its 
earnings and profits for such taxable year. 

“(f) ForEIGN Tax Crepit ALLOWED IN THE CASE OF 10-PERCENT 
CorPORATE SHAREHOLDER.—For purposes of section 960— 

“(1) any amount included in the gross income under subsec- 
tion (a) shall be treated as if it were included under section 
951(a), and 

“(2) any amount excluded from gross income under subsection 
(c) shall be treated in the same manner as amounts excluded 
from gross income under section 959. 


“SEC. 1294. ELECTION TO EXTEND TIME FOR PAYMENT OF TAX ON UNDIS- 
TRIBUTED EARNINGS. 


“(a) EXTENSION ALLOWED BY ELECTION.— 

“(1) IN GENERAL.—At the election of the taxpayer, the time for 
payment of any undistributed PFIC earnings tax liability of the 
taxpayer for the taxable year shall be extended to the extent 
and subject to the limitations provided in this section. 

“(2) ELECTION NOT PERMITTED WHERE AMOUNTS OTHERWISE 
INCLUDIBLE UNDER SECTION 551 OR 951.—The taxpayer may not 
make an election under paragraph (1) with respect to the 
undistributed PFIC earnings tax liability attributable to a quali- 
fied electing fund for the taxable year if— 

“(A) any amount is includible in the gross income of the 
taxpayer under section 551 with respect to such fund for 
such taxable year, or 

“(B) any amount is includible in the gross income of the 
taxpayer under section 951 with respect to such fund for 
such taxable year. 

“(b) DeFinit1ons.—F or purposes of this section— 

“(1) UNDISTRIBUTED PFIC EARNINGS TAX LIABILITY.—The term 
‘undistributed PFIC earnings tax liability’ means, in the case of 
any taxpayer, the excess of— 

“(A) the tax imposed by this chapter for the taxable year, 
over 
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“(B) the tax which would be imposed by this chapter for 
such year without regard to the inclusion in gross income 
under section 1293 of the undistributed earnings of a quali- 
fied electing fund. 

“(2) UNDISTRIBUTED EARNINGS.—The term ‘undistributed 
earnings’ means, with respect to any qualified electing fund, the 
excess (if any) of— 

“(A) the amount includible in gross income by reason of 
section 1293(a) for the taxable year, over 

“(B) the amount not includible in gross income by reason 
of section 1293(c) for such taxable year. 

“(c) TERMINATION OF EXTENSION.— 

“(1) DistRIBUTIONS.— 

“(A) IN GENERAL.—If a distribution is not includible in 
gross income for the taxable year by reason of section 
1293(c), then the extension under subsection (a) for payment 
of the undistributed PFIC earnings tax liability with re- 
spect to the earnings to which such distribution is attrib- 
utable shall expire on the last date prescribed by law 
(determined without regard to extensions) for filing the 
return of tax for such taxable year. 

“(B) ORDERING RULE.—For purposes of subparagraph (A), 
a distribution shall be treated as made from the most 
recently accumulated earnings and profits. 

“(2) Dispositions, ETC.—If— 

“(A) stock in a passive foreign investment company is 
disposed of during the taxable year, or 

“(B) a passive foreign investment company ceases to be a 
qualified electing fund, 

all extensions under subsection (a) for payment of undistributed 
PFIC earnings tax liability attributable to such stock (or, in the 
case of such a cessation, attributable to any stock in such 
company) which had not expired before the date of such disposi- 
tion or cessation shall expire on the last date prescribed by law 
(determined without regard to extensions) for filing the return 
of tax for the taxable year in which such disposition or cessation 
occurs. 

“(3) JEopARDY.—If the Secretary believes that collection of an 
amount to which an extension under this section relates is in 
jeopardy, the Secretary shall immediately terminate such 
extension with respect to such amount, and notice and demand 
shall be made by him for payment of such amount. 

“(d) ELection.—The election under subsection (a) shall be made 
not later than the time prescribed by law (including extensions) for 
filing the return of tax imposed by this chapter for the taxable year. 

“(e) AuTHOoRITY To RequirE Bonp.—Section 6165 shall apply to 
any extension under this section as though the Secretary were 
extending the time for payment of the tax. 


“SEC. 1295. QUALIFIED ELECTING FUND. 


“(a) GENERAL RuLE.—For purposes of this part, the term ‘qualified 
electing fund’ means any passive foreign investment company if— 
“(1) an election under subsection (b) applies to such company 

for the taxable year, and 
“(2) such company complies for such taxable year with such 
requirements as the Secretary may prescribe for purposes of— 
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“(A) determining the ordinary earnings and net capital 
gain of such company for the taxable year, 
“(B) ascertaining the ownership of its outstanding stock, 
and 
“(C) otherwise carrying out the purposes of this subpart. 
“(b) ELECTION.— 

“(1) IN GENERAL.—A passive foreign investment company may 
make an election under this subsection for any taxable year. 
Such an election, once made, shall apply to all subsequent 
taxable years of such company for which such company is a 
passive foreign investment company unless revoked with the 
consent of the Secretary. 

“(2) WHEN MADE.—An election under this subsection may be 
made for any taxable year at any time before the 15th day of 
the 3rd month of the following taxable year. 


“Subpart C—General Provisions 


“Sec. 1296. Passive foreign investment company. 
“Sec. 1297. Special rules. 


“SEC. 1296. PASSIVE FOREIGN INVESTMENT COMPANY. 


“(a) IN GENERAL.—For purposes of this part, except as otherwise 
provided in this subpart the term ‘passive foreign investment com- 
pany’ means any foreign corporation if— 

“(1) 75 percent or more of the gross income of such corpora- 
tion for the taxable year is passive income, or 

“(2) the average percentage of assets (by value) held by such 
corporation during the taxable year which produce passive 
income or which are held for the production of passive income is 
at least 50 percent. 

“(b) PasstvE INcomge.—For purposes of this section— 

“(1) IN GENERAL.—Except as provided in paragraph (2), the 
term ‘passive income’ has the meaning given such term by 
section 904(d)(2A) without regard to the exceptions contained 
in clause (iii) thereof. 

“(2) EXCEPTION FOR CERTAIN BANKS AND INSURANCE COMPA- 
NIES.—Except as provided in regulations, the term ‘passive 
income’ does not include any income— 

“(A) derived in the active conduct of a banking business 
by an institution licensed to do business as a bank in the 
United States (or, to the extent provided in regulations, by 
any other corporation), or 

“(B) derived in the active conduct of an insurance busi- 
ness by a corporation which would be subject to tax under 
subchapter L if it were a domestic corporation. 

“(c) Look-THRU IN THE CASE OF 25-PERCENT OWNED CoRPORA- 
TIONS.—If a foreign corporation owns at least 25 percent (by value) 
of the stock of another corporation, for purposes of determining 
whether such foreign corporation is a passive foreign investment 
company, such foreign corporation shall be treated as if it— 

“(1) held its proportionate share of the assets of such other 
corporation, and 

“(2) received directly its proportionate share of the income of 
such other corporation. 
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“(d) Section 1247 Corporations.—For purposes of this part, the 
term ‘passive foreign investment company’ does not include any 
foreign investment company to which section 1247 applies. 


“SEC. 1297. SPECIAL RULES. 


“(a) ATTRIBUTION OF OWNERSHIP.—For purposes of this part— 

“(1) ATTRIBUTION TO UNITED STATES PERSONS.—This subsec- 
tion— 

“(A) shall apply to the extent that the effect is to treat 
stock of a passive foreign investment company as owned by 
a United States person, and 

“(B) except to the extent provided in regulations, shall 
not apply to treat stock owned (or treated as owned under 
this subsection) by a United States person as owned by any 
other person. 

“(2) CORPORATIONS.— 

“(A) IN GENERAL.—If 50 percent or more in value of the 
stock of a corporation is owned, directly or indirectly, by or 
for any person, such person shall be considered as owning 
the stock owned directly or indirectly by or for such cor- 
poration in that proportion which the value of the stock 
which such person so owns bears to the value of all stock in 
the corporation. 

“(B) 50-PERCENT LIMITATION NOT TO APPLY TO PFIC.—For 
purposes of determining whether a shareholder of a passive 
foreign investment company is treated as owning stock 
owned directly or indirectly by or for such company, 
subparagraph (A) shall be applied without regard to the 50- 
percent limitation contained therein. 

(3) PARTNERSHIPS, ETC.—Stock owned, directly or indirectly, 
by or for a partnership, estate, or trust shall be considered as 
being owned proportionately by its partners or beneficiaries. 

“(4) SUCCESSIVE APPLICATION.—Stock considered to be owned 
by a person by reason of the application of paragraph (2) or (8) 
shall, for purposes of applying such paragraphs, be considered 
as actually owned by such person. 

“(b) OrHER SPECIAL RuLEs.—For purposes of this part— 

“(1) TIME FOR DETERMINATION.—Stock held by a taxpayer 
shall be treated as stock in a passive foreign investment com- 
pany if, at any time during the holding period of the taxpayer 
with respect to such stock, such corporation (or any predecessor) 
was a passive foreign investment corporation which was not a 
qualified electing fund. The preceding sentence shall not apply 
if the taxpayer elects to recognize gain (as of the last day of the 
last taxable year for which the company was a passive foreign 
investment company) under rules similar to the rules of section 
1291(dX2). 

“(2) CERTAIN CORPORATIONS NOT TREATED AS PFIC’S DURING 
START-UP YEAR.—A corporation shall not be treated as a passive 
foreign investment company for the first taxable year such 
corporation has gross income (hereinafter in this paragraph 
referred to as the ‘start-up year’) if— 

“(A) no predecessor of such corporation was a passive 
foreign investment company, 

“(B) it is established to the satisfaction of the Secretary 
that such corporation will not be a passive foreign invest- 
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ment company for either of the lst 2 taxable years follow- 
ing the start-up year, and 

“(C) such corporation is not a passive foreign investment 
company for either of the 1st 2 taxable years following the 
start-up year. 

“(3) CERTAIN CORPORATIONS CHANGING BUSINESSES.—A cor- 
poration shall not be treated as a passive foreign investment 
company for any taxable year if— 

“(A) such corporation (and any predecessor) was not a 
passive foreign investment corporation for any prior tax- 
able year, 

“(B) it is established to the satisfaction of the Secretary 
that— 

“(i) substantially all of the passive income of the 
corporation for the taxable year is attributable to pro- 
ceeds from the disposition of 1 or more active trades or 
businesses, and 

“(ii) such corporation will not be a passive foreign 
investment company for either of the lst 2 taxable 
years following such taxable year, and 

“(C) such corporation is not a passive foreign investment 
company for either of such 2 taxable years. 

“(4) SEPARATE INTERESTS TREATED AS SEPARATE CORPORA- 
TIoNs.—Under regulations prescribed by the Secretary, where 
necessary to carry out the purposes of this part, separate classes 
of stock (or other interests) in a corporation shall be treated as 
interests in separate corporations. 

“(5) APPLICATION OF SECTION WHERE STOCK HELD BY OTHER 
ENTITY.—Under regulations, in any case in which a United 
States person is treated as holding stock in a passive foreign 
investment company by reason of subsection (a), any disposition 
by the United States person or the person holding such stock 
which results in the United States person being treated as no 
longer holding such stock, shall be treated as a disposition by 
the United States person with respect to stock in the passive 
foreign investment company. 

“(6) Dispositions.—If a taxpayer uses any stock in a passive 
foreign investment company as security for a loan, the taxpayer 
shall be treated as having disposed of such stock. 

“(7) COORDINATION WITH SECTION 1246.—Section 1246 shall not 
apply to earnings and profits of any company for any taxable 
year beginning after December 31, 1986, if such company is a 
passive foreign investment company for such taxable year. 

“(c) REGULATIONS.—The Secretary shall prescribe such regulations 
as may be necessary or appropriate to carry out the purposes of this 
part.” 

(b) COORDINATION OF SECTION 1246 WitH SEcTION 1248.—Section 
1246 is amended by redesignating subsection (f) as subsection (g) and 
by inserting after subsection (e) the following new subsection: 

“(f) CooRDINATION WITH SEcTION 1248.—This section shall not 
apply to any gain to the extent such gain is treated as ordinary 
income under section 1248 (determined without regard to section 
1248(g\(3)).” 

(c) CooRDINATION WiTH SusparT F.—Section 951 (relating to 
amounts included in gross income of United States shareholders) is 
amended by adding at the end thereof the following new subsection: 

“(f) COORDINATION WITH PaAssIvE FoREIGN INVESTMENT COMPANY 
Provisions.—If, but for this subsection, an amount would be in- 
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cluded in the gross income of a United States shareholder for any 
taxable year both under subsection (aX1A\ji) and under section 
1293 (relating to current taxation of income from certain passive 
foreign investment companies), such amount shall be included in the 
gross income of such shareholder only under subsection (a)(1)A).” 

(d) EXTENSION oF STATUTE OF LIMITATION.—Section 6503 (relating 
to suspension of running of period of limitation) is amended by 
redesignating subsection (j) as subsection (k) and by inserting after 
subsection (i) the following new subsection: 

“(j) EXTENSION OF TIME FOR PAYMENT OF UNDISTRIBUTED PFIC 
Earnincs Tax LiaBiLiry.—The running of any period of limitations 
for collection of any amount of undistributed PFIC earnings tax 
liability (as defined in section 1294(b)) shall be suspended for the 
period of any extension of time under section 1294 for payment of 
such amount.” 

(e) CooRDINATION WITH FOREIGN PERSONAL HoLpING COMPANY 
Provisions.—Section 551 is amended by redesignating subsection (g) 
as subsection (h) and by inserting after subsection (f) the following 
new subsection: 

“(g) COORDINATION WiTH Passive ForEIGN INVESTMENT COMPANY 
Provisions.—If, but for this subsection, an amount would be in- 
cluded in the gross income of any person under subsection (a) and 
under section 1293 (relating to current taxation of income from 
certain passive foreign investment companies), such amount shall be 
included in the gross income of such person only under subsection 
(a).” 

(f) OrHER TECHNICAL AMENDMENTS.— 

(1) Subsection (b) of section 532 (relating to exceptions from 
accumulated earnings tax) is amended by striking out “or” at 
the end of paragraph (2), by striking out the period at the end of 
paragraph (3) and inserting in lieu thereof “, or”, and by adding 
at the end thereof the following new paragraph: 

“(4) a passive foreign investment company (as defined in 
section 1296).” 

(2) Subsection (c) of section 542 (relating to exceptions from 
personal holding company provisions) is amended by striking 
out “and” at the end of paragraph (8), by striking out the period 
at the end of paragraph (9) and inserting in lieu thereof “; and”, 
and by adding at the end thereof the following new paragraph: 

“(10) a passive foreign investment company (as defined in 
section 1296).” 

(3) The second sentence of section 851(b) is amended— 

(A) by striking out “section 951(aX1A)i)” and inserting 
in lieu thereof “section 951(a\(1)A\ji) or 1293(a)”’, and 

(B) by striking out “section 959(a\(1)” and inserting in lieu 
thereof “section 959(aX(1) or 1293(c) (as the case may be)”. 

(4(A) Subparagraph (A) of section 904(g\(1) is amended by 
striking out “or” at the end of clause (i), by striking out the 
period at the end of clause (ii) and inserting in lieu thereof “, 
or’, and by adding at the end thereof the following new clause: 

“(iii) section 1293 (relating to current taxation of 
income from qualified funds).” 

(B) The paragraph heading of section 904(g\(2) is amended by 
striking out “HOLDING COMPANY” and inserting in lieu thereof 
“HOLDING OR PASSIVE FOREIGN INVESTMENT COMPANY’. 
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(g) CLERICAL AMENDMENT.—The table of parts for subchapter P of 
chapter 1 is amended by adding at the end thereof the following new 
item: 

“Part VI. Treatment of certain passive foreign investment companies.” 


(h) ErrectivE Date.—The amendments made by this section shall 


apply to taxable years of foreign corporations beginning after 
December 31, 1986. 


SEC. 1236. TREATMENT OF INTEREST ON OBLIGATIONS OF THE UNITED 
STATES RECEIVED BY BANKS ORGANIZED IN GUAM. 


(a) In GENERAL.—Subsection (e) of section 882 (relating to interest 
on United States obligations received by banks organized in S- 
sions) is amended by adding at the end thereof the following 
sentence: 

“The preceding sentence shall not apply to any Guam corporation 
which is treated as not being a foreign corporation by section 
881(b\(1) for the taxable year.” 

(b) ErrectiveE Date.—The amendment made by subsection (a) 

shall apply to taxable years beginning after November 16, 1985. 


Subtitle E—Treatment of Foreign Taxpayers 


SEC. 1241. BRANCH PROFITS TAX. 


(a) GENERAL RuLE.—Subpart B of part II of subchapter N of 
chapter 1 (relating to foreign corporations) is amended by re- 
designating section 884 as section 885 and by inserting after section 
883 the following new section: 


“SEC. 884. BRANCH PROFITS TAX. 


“(a) IMposITION OF Tax.—In addition to the tax imposed by section 
882 for any taxable year, there is hereby imposed on any foreign 
corporation a tax equal to 30 percent of the dividend equivalent 
amount for the taxable year. 

“(b) DivipeND EquIvALENT AMOUNT.—For purposes of subsection 
(a), the term ‘dividend equivalent amount’ means the foreign cor- 
poration’s effectively connected earnings and profits for the taxable 
year adjusted as provided in this subsection: 

“(1) REDUCTION FOR INCREASE IN U.S. NET EQUITY.—If— 
‘“(A) the U.S. net equity of the foreign corporation as of 
the close of the taxable year, exceeds 
“(B) the U.S. net equity of the foreign corporation as of 
the close of the preceding taxable year, 
the effectively connected earnings and profits for the taxable 
year shall be reduced (but not below zero) by the amount of such 
excess. 
“(2) INCREASE FOR DECREASE IN NET EQUITY.— 
“(A) IN GENERAL.—If— ; 
“(i) the U.S. net equity of the foreign corporation as 
of the close of the preceding taxable year, exceeds 
“(ii) the U.S. net equity of the foreign corporation as 
of the close of the taxable year, 
the effectively connected earnings and profits for the tax- 
able year shall be increased by the amount of such excess. 
“(B) Lrw1tatTion.—The increase under subparagraph (A) 
for any taxable year shall not exceed the aggregate reduc- 
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tions under paragraph (1) for prior taxable years to the 
extent not previously taken into account under subpara- 


r (A). 
“(c) U.S. Net Equiry.—For purposes of this section— 

“(1) IN GENERAL.—The term ‘U.S. net equity’ means— 

“(A) U.S. assets, reduced (including below zero) by 

“(B) U.S. liabilities. 

“(2) U.S. ASSETS AND U.S. LIABILITIES.—For purposes of para- 
graph (1)— 

“(A) U.S. assets.—The term ‘U.S. assets’ means the 
money and aggregate adjusted bases of property of the 
foreign corporation treated as connected with the conduct 
of a trade or business in the United States under regula- 
tions prescribed by the Secretary. For purposes of the 
preceding sentence, the adjusted basis of any property shall 
be - adjusted basis for purposes of computing earnings and 
profits. 

“(B) U.S. LiaBiities.—The term ‘U.S. liabilities’ means 
the liabilities of the foreign corporation treated as con- 
nected with the conduct of a trade or business in the United 
States under regulations prescribed by the Secretary. 

“(C) REGULATIONS TO BE CONSISTENT WITH ALLOCATION OF 
DEDUCTIONS.—The regulations prescribed under subpara- 
graphs (A) and (B) shall be consistent with the allocation of 
deductions under section 882(c)(1). 

“(d) EFFECTIVELY CONNECTED EARNINGS AND Prorits.—For pur- 
poses of this section— 

“(1) IN GENERAL.—The term ‘effectively connected earnings 
and profits’ means earnings and profits (without diminution b 
reason of any distributions made during the taxable year) whic 
are attributable to income which is effectively connected (or 
treated as effectively connected) with the conduct of a trade or 
business within the United States. 

“(2) EXCEPTION FOR CERTAIN INCOME.—The term ‘effectively 
connected earnings and profits’ shall not include any earnings 
and profits attributable to— 

“(A) income not includible in gross income under para- 
graph (1) or (2) of section 883(a), 

“(B) income treated as effectively connected with the 
conduct of a trade or business within the United States 
under section 921(d) or 926(b), 

“(C) gain on the disposition of a United States real prop- 
erty interest described in section 897(c\1A)(ii), or 

“(D) income treated as effectively connected with the 
conduct of a trade or business within the United States 
under section 953(c\(8\C). 

Property and liabilities of the foreign corporation treated as 
connected with such income under regulations prescribed by the 
Secretary shall not be taken into account in determining the 
US. assets or U.S. liabilities of the foreign —— 

“(e) COORDINATION WITH INCOME Tax TREATIES; _— 

“(1) LIMITATION ON TREATY EXEMPTION.—No income tax treaty 
between the United States and a foreign country shall exempt 
any foreign corporation from the tax imposed by subsection (a) 
(or reduce the amount thereof) unless— 

“(A) such foreign corporation is a qualified resident of 
such foreign country, or 
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“(B) such foreign corporation is not a qualified resident of 
such foreign country but such income tax treaty permits a 
withholding tax on dividends described in _ section 
861(a(2)B) which are paid by such foreign corporation. 

“(2) TREATY MODIFICATIONS.—If a foreign corporation is a 
qualified resident of a foreign country with which the United 
States has an income tax treaty— 

“(A) the rate of tax under subsection (a) shall be the rate 
of tax specified in such treaty— 

“(i) on branch profits if so specified, or 

“(ii) if not so specified, on dividends paid by a domes- 
tic corporation to a corporation resident in such coun- 
try which wholly owns such domestic corporation, and 

“(B) any other limitations under such treaty on the tax 
imposed by subsection (a) shall apply. 

“(3) COORDINATION WITH 2ND TIER WITHHOLDING TAX.— 

“(A) IN GENERAL.—If a foreign corporation is not exempt 
for any taxable year from the tax imposed by subsection (a) 
by reason of a treaty, no tax shall be imposed by section 
871(a), 881(a), 1441, or 1442 on any dividends paid by such 
corporation during the taxable year. 

“(B) LIMITATION ON CERTAIN TREATY BENEFITS.—No for- 
eign corporation which is not a qualified resident of a 
foreign country shall be entitled to claim benefits under 
any income tax treaty between the United States and such 
foreign country with respect to dividends— 

“(i) which are paid by such foreign corporation and 
with respect to which such foreign corporation is other- 
wise required to deduct and withhold tax under section 
1441 or 1442, or 

“(ii) which are received by such foreign corporation 
and are described in section 861(a\(2\B). 

“(4) QUALIFIED RESIDENT.—For purposes of this subsection— 

“(A) IN GENERAL.—Except as otherwise provided in this 
paragraph, the term ‘qualified resident’ means, with re- 
spect to any foreign country, any foreign corporation which 
is a resident of such foreign country unless— 

“(i) more than 50 percent (by value) of the stock of 
such foreign corporation is owned (within the meaning 
of section 883(c)(4)) by individuals who are not residents 
of such foreign country and who are not United States 
citizens or resident aliens, or 

“(ii) 50 percent or more of its income is used (directly 
or indirectly) to meet liabilities to persons who are not 
residents of such foreign country or the United States. 

“(B) SPECIAL RULE FOR PUBLICLY TRADED CORPORATIONS.— 
A foreign corporation which is a resident of a foreign 
country shall be treated as a qualified resident of such 
foreign country if— 

“(i) the stock of such corporation is primarily and 
regularly traded on an established securities market in 
such foreign country, or 

“(ii) such corporation is wholly owned (either directly 
or indirectly) by another foreign corporation which is 
organized in such foreign country and the stock of 
which is so traded. 
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“(C) SECRETARIAL AUTHORITY.—The Secretary men his 
sole discretion, treat a foreign corporation as being a 
qualified resident of a foreign country if such corporation 
establishes to the satisfaction of the Secretary that such 
corporation meets such requirements as the Secretary may 
establish to ensure that individuals who are not residents of 
such foreign country do not use the treaty between such 
foreign country and the United States in a manner 
inconsistent with the purposes of this subsection. 

“(f) TREATMENT OF INTEREST ALLOCABLE TO EFFECTIVELY CoN- 

NECTED INCOME.— 

“(1) IN GENERAL.—In the case of a foreign corporation en- 
gaged in a trade or business in the United States, for purposes 
of sections 871, 881, 1441, and 1442— 

“(A) any interest paid by such trade or business in the 
United States shall be treated as if it were paid by a 
domestic corporation, and 

“(B) to the extent the amount of interest allowable as a 
deduction under section 882 in computing the effectively 
connected taxable income of such foreign corporation ex- 
ceeds the interest described in subparagraph (A), such for- 
eign corporation shall be liable for tax under section 881(a) 
in the same manner as if such excess were interest paid to 
such foreign corporation by a wholly owned domestic cor- 
poration on the last day of such foreign corporation’s tax- 
able year. 

Rules similar to the rules of subsection (eX(3XB) shall apply to 
interest described in the preceding sentence. 

“(2) EFFECTIVELY CONNECTED TAXABLE INCOME.—For purposes 


of this subsection, the term et connected taxable 


income’ means taxable income which is effectively connected (or 
treated as effectively connected) with the conduct of a trade or 
business within the United States. 

“(g) ReGuLatTions.—The Secretary shall prescribe such regula- 
tions as may be necessary or appropriate to carry out the purposes 
of this section, including regulations providing for appropriate 
adjustments in the determination of the dividend equivalent amount 
in connection with the distribution to shareholders or transfer to a 
controlled corporation of the taxpayer’s U.S. assets and other adjust- 
ments in such determination as are necessary or appropriate to 
carry out the purposes of this section.” 

(b) AMENDMENTS TO INTEREST AND DivipEND SourcING RULEs.— 

(1) INTERESTt.—Paragraph (1) of section 861(a) (as amended by 
section 1214) is amended— 

(A) by striking out “residents, pomperate or otherwise,” in 
the matter preceding subparagraph (A) and inserting in 
lieu thereof ‘“noncorporate residents or domestic corpora- 
tions’, and 

(B) by striking out subparagraphs (B) and (C) and by 
redesignating subparagraphs (D), (E), and (F) as subpara- 
graphs (B), (C), and (D), respectively. 

(2) Drviwenps.—Subparagraph (B) of section 861(aX2) is 
amended— 

(A) by striking out “50 percent” and inserting in lieu 
thereof “25 percent”, and 

(B) by striking out “effectively connected” each place it 
appears and inserting in lieu thereof “effectively connected 
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(or treated as effectively connected other than under sec- 
tion 884(d\(2))”. 

(c) DISALLOWANCE OF CreEpDIT.—Subsection (b) of section 906 is 

amended by adding at the end thereof the following new paragraph: 
“(6) No credit shall be allowed under this section against the 
tax imposed by section 884.” 

(d) CLERICAL AMENDMENT.—The table of sections for subpart B of 
part II of subchapter N of chapter 1 is amended by striking out 
the item relating to section 884 and inserting in lieu thereof the 
following: 


“Sec. 884. Branch profits tax. 
“Sec. 885. Cross references.” 


(e) ErFectivE Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


SEC. 1242. TREATMENT OF DEFERRED PAYMENTS AND APPRECIATION 


ARISING OUT OF BUSINESS CONDUCTED WITHIN THE UNITED 
STATES. 


(a) GENERAL RuLE.—Subsection (c) of section 864 (defining effec- 
tively connected income) is amended by adding at the end thereof 
the following new paragraphs: 

“(6) TREATMENT OF CERTAIN DEFERRED PAYMENTS, ETC.—For 
purposes of this title, any income or gain of a nonresident alien 
individual or a foreign corporation for any taxable year which is 
attributable to a sale or exchange of property or the perform- 
ance of services (or any other transaction) in any other taxable 
year shall be treated as effectively connected with the conduct 
of a trade or business within the United States if it would have 
been so treated if such income or gain were taken into account 
in such other taxable year. 

“(7) TREATMENT OF CERTAIN PROPERTY TRANSACTIONS.—For 
purposes of this title, if any ret ceases to be used or held 
for use in connection with the conduct of a trade or business 
within the United States, the determination of whether an 
income or gain attributable to a sale or exchange of suc 
property occurring within 10 years after such cessation is effec- 
tively connected with the conduct of a trade or business within 
the United States shall be made as if such sale or exchange 
occurred immediately before such cessation.” 

(b) CONFORMING AMENDMENTS.—Paragraph (1) of section 864(c) is 
amended— 

(1) by y striking out “and (4)” in subparagraph (A) and inserting 
in lieu thereof “(4), (6), and (7)”, and 

(2) by striking out “as provided i in” in subparagraph (B) and 
— in lieu thereof “as provided in paragraph (6) or (7) or 


(c) Seiad Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


SEC. 1243. TREATMENT UNDER SECTION 877 OF PROPERTY RECEIVED IN 
TAX-FREE EXCHANGES, ETC. 


(a) GENERAL Rute.—Subsection (c) of section 877 (relating to 
expatriation to avoid tax) is amended by adding at the end thereof 
the following new sentence: 

“For purposes of this section, gain on the sale or exchange of 
property which has a basis determined in whole or in part by 
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reference to property described in paragraph (1) or (2) shall be 
treated as gain described in paragraph (1) or (2).” 

(b) Errective Date.—The amendment made by subsection (a) 
shall apply to sales or exchanges of property received in exchanges 
after September 25, 1985. 


SEC. 1244. STUDY OF UNITED STATES REINSURANCE INDUSTRY. 


The Secretary of the Treasury or his delegate shall conduct a 
study to determine whether United States reinsurance corporations 
are placed at a significant competitive disadvantage with foreign 
reinsurance corporations by existing treaties between the United 
States and foreign countries. The Secretary shall report before 
January 1, 1988, the results of such study to the Committee on 
Finance of the United States Senate and the Committee on Ways 
and Means of the House of Representatives. 


SEC. 1245. INFORMATION WITH RESPECT TO CERTAIN FOREIGN-OWNED 
CORPORATIONS. 


(a) IN GENERAL.—Paragraph (1) of section 6038A(b) (relating to 
certain required information) is amended— 

(1) by striking out “each corporation” in the matter preceding 
eenaee (A) and inserting in lieu thereof “each person”’, 
an 

(2) by striking out subparagraph (A) and inserting in lieu 
thereof the following: 

“(A) is a related party to the reporting corporation, and”. 
(b) CONFORMING AMENDMENTS.— 

(1) Paragraph (2) of section 6038A(b) is amended by striking 
out “each corporation” and inserting in lieu thereof ‘each 
person”. 

(2) Paragraph (3) of section 6038A(b) is amended to read as 
follows: 

“(3) transactions between the reporting corporation and each 
foreign person which is a related party to the reporting 
corporation.” 

(3) Subsection (b) of section 6038A is amended by striking out 
“and” at the end of paragraph (2), by striking out the period at 
the end of paragraph (3) and inserting in lieu thereof “, and’, 
and by adding at the end thereof the following new paragraph: 

“(4) such information as the Secretary may require for pur- 
poses of carrying out the provisions of section 453C.” 

(4) Paragraph (2) of section 6038A(c) is amended to read as 
follows: 

“(2) RELATED PARTY.—The term ‘related party’ means— 

“(A) any person who is related to the reporting corpora- 
tion within the meaning of section 267(b) or 707(bX\(1), and 

“(B) any other person who is related (within the meaning 
of section 482) to the reporting corporation.” 

(5) Paragraph (1) of section 6038(a) is amended by striking out 
“and” at the end of subparagraph (D), by striking out the period 
at the end of subparagraph (E) and inserting in lieu thereof 
“and”, and by inserting after subparagraph (E) the following 
new subparagraph: 

“(F) such information as the Secretary may require for 

purposes of carrying out the provisions of section 453C.” 

(c) EFFECTIVE DATE.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 
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SEC. 1246. WITHHOLDING TAX ON AMOUNTS PAID BY PARTNERSHIPS TO 
FOREIGN PARTNERS. 


(a) IN GENERAL.—Subchapter A of chapter 3 (relating to withhold- 
ing of tax on nonresident) is amended by adding at the end thereof 
the following new section: 


“SEC. 1446. WITHHOLDING TAX ON AMOUNTS PAID BY PARTNERSHIPS TO 
FOREIGN PARTNERS. 


“(a) GENERAL RuLE.—Except as provided in this section, if a 
partnership has any income, gain, or loss which is effectively con- 
nected or treated as effectively connected with the conduct of a 
trade or business within the United States, any person described in 
section 1441(a) shall be required to deduct and withhold a tax equal 
to 20 percent of any amount distributed to a partner which is not a 
United States person. 

“(b) LimrTaTION IF Less THAN 80 PERCENT OF Gross INCOME IS 
EFFECTIVELY CONNECTED WITH UNITED STATES TRADE OR BUSINESS.— 

“(1) IN GENERAL.—If the effectively connected percentage is 
less than 80 percent, only the effectively connected percentage 
of any distribution shall be taken into account under subsection 
(a). 

“(2) EFFECTIVELY CONNECTED PERCENTAGE.—For purposes of 

paragraph (1) the term ‘effectively connected percentage’ means 
the percentage of the gross income of the partnership for the 3 
taxable years preceding the taxable year of the distribution 
which is effectively connected (or treated as effectively con- 
nected) with the conduct of a trade or business within the 
United States. 

“(c) EXCEPTIONS.— 

“(1) AMOUNTS ON WHICH TAX WITHHELD.—Subsection (a) shall 
not apply to that portion of any distribution with respect to 
which a tax is required to be deducted and withheld under 
section 1441 or 1442 (or would be required to be deducted and 
withheld but for a treaty). 

“(2) PARTNERSHIPS WITH CERTAIN ALLOCATIONS.—-Except as 
provided in regulations, subsection (a) shall not apply to any 
partnership with respect to which substantially all income from 
sources within the United States and substantially all income 
which is effectively connected with the conduct of a trade or 
business within the United States is properly allocated to 
United States persons. 

“(3) COORDINATION WITH SECTION 1445.—Under regulations 
proper adjustments shall be made in the amount required to be 
deducted and withheld under subsection (a) for amounts de- 
ducted and withheld under section 1445. 

“(d) ReGuLations.—The Secretary shall prescribe such regula- 
tions as may be necessary or appropriate to carry out the purposes 
of this section.” 

(b) CoorDINATION WiTH SEctTIoNn 6401(b).—Paragraph (2) of section 
6401(b) (relating to excessive credits treated as overpayments) is 
amended by adding at the end thereof the following new sentence: 
“The preceding sentence shall not apply to any amount deducted 
and withheld under section 1446.” 

(c) CONFORMING AMENDMENT.—The table of sections for sub- 
chapter A of chapter 3 is amended by adding at the end thereof the 
following new item: 
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“Sec. 1446. Withholding tax on amounts paid by partnerships to foreign 
partners.” 

(d) Errective Date.—The amendment made by this section shall 
apply to distributions after December 31, 1987 (or, if earlier, the 
effective date (which shall not be earlier than January 1, 1987) of 
the initial regulations issued under section 1446 of the Internal 
Revenue Code of 1986 as added by this section). 


SEC. 1247. INCOME OF FOREIGN GOVERNMENTS. 


(a) SpeciaL Ruie.—Section 892 (relating to income of foreign 
a and of international organizations) is amended to read 
as follows: 


“SEC. 892. INCOME OF FOREIGN GOVERNMENTS AND OF INTERNATIONAL 
ORGANIZATIONS. 


“(a) FoREIGN GOVERNMENTS.— 
“(1) IN GENERAL.—The income of foreign governments re- 
ceived from— 
“(A) investments in the United States in— 
“(i) stocks, bonds, or other domestic securities owned 
by such foreign governments, or 
“(ii) financial instruments held in the execution of 
governmental financial or monetary policy, or 
“(B) interest on deposits in banks in the United States of 
moneys belonging to such foreign governments, 
shall not be included in gross income and shall be exempt from 
taxation under this subtitle. 
“(2) INCOME RECEIVED DIRECTLY OR INDIRECTLY FROM COMMER- 
CIAL ACTIVITIES.— 
“(A) IN GENERAL.—Paragraph (1) shall not apply to any 
income— 
“(i) derived from the conduct of any commercial 
activity (whether within or outside the United States), 


r 

“(ii) received from or by a controlled commercial 
entity. 

“(B) CONTROLLED COMMERCIAL ENTITY.—For perpen of 
subparagraph (A), the term ‘controlled commercial entity’ 
means any entity engaged in commercial activities 
(whether within or outside the United States) if the 
government— 

“(i) holds (directly or indirectly) any interest in such 
entity which (by value or voting interest) is 50 percent 
or more of the total of such interests in such entity, or 

“(ii) holds (directly or indirectly) any other interest in 
such entity which provides the foreign government 
with effective control of such entity. 

For purposes of the preceding sentence, a central bank of 

issue shall be treated as a controlled commercial entity 

—_ if engaged in commercial activities within the United 
tates 


“(b) INTERNATIONAL ORGANIZATIONS.—The income of international 
organizations received from investments in the United States in 
stocks, bonds, or other domestic securities owned by such inter- 
national organizations, or from interest on deposits in banks in the 
United States of moneys belonging to such international organiza- 
tions, or from any other source within the United States, shall not 
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be included in gross income and shall be exempt from taxation 
under this subtitle. 

“(c) REGULATIONS.—The Secretary shall prescribe such regulations 
as may be necessary or appropriate to carry out the purposes of this 
section.” 

(b) ErrectiveE Date.—The amendment made by subsection (a) 
shall apply to amounts received on or after July 1, 1986, except that 
no amount shall be required to be deducted and withheld by reason 
of the amendment made by subsection (a) from any payment made 
before the date of the enactment of this Act. 


SEC. 1248. LIMITATION ON COST OF PROPERTY IMPORTED FROM RE- 
LATED PERSONS. 


(a) IN GENERAL.—Part IV of subchapter O of chapter 1 (relating to 
special rules for determination of basis) is amended by inserting 
after section 1059 the following new section: 


“SEC. 1059A. LIMITATION ON TAXPAYER'S BASIS OR INVENTORY COST IN 
PROPERTY IMPORTED FROM RELATED PERSONS. 


“(a) IN GENERAL.—If any property is imported into the United 
States in a transaction (directly or indirectly) between related per- 
sons (within the meaning of section 482), the amount of any costs— 

“(1) which are taken into account in computing the basis or 
inventory cost of such property by the purchaser, and 

“(2) which are also taken into account in computing the 
customs value of such property, 

shall not, for purposes of computing such basis or inventory cost for 
purposes of this chapter, be greater than the amount of such costs 
taken into account in computing such customs value. 

“(b) Customs VALUE; Import.—For purposes of this section— 

“(1) Customs vALUE.—The term ‘customs value’ means the 
value taken into account for purposes of determining the 
amount of any customs duties or any other duties which may be 
imposed on the importation of any property. 

“(2) Import.—Except as provided in regulations, the term 
‘import’ means the entering, or withdrawal from warehouse, for 
consumption.” 

(b) CONFORMING AMENDMENT.—The table of sections for part IV of 
subchapter O of chapter 1 is amended by inserting after the item 
relating to section 1059 and inserting in lieu thereof the following 
new item: 


“Sec. 1059A. Limitation on taxpayer’s basis or inventory cost in property 
imported from related persons.” 
(c) ErrectivE Date.—The amendments made by this section shall 
apply to transactions entered into after March 18, 1986. 


SEC. 1249. TREATMENT OF DUAL RESIDENCE CORPORATIONS. 


(a) GENERAL Rute.—Section 1503 (relating to consolidated return) 
is amended by adding at the end thereof the following new 
subsection: 

“(d) DuaL ConsoLipATED Loss.— 

“(1) IN GENERAL.—The dual consolidated loss for any taxable 
year of any corporation shall not be allowed to reduce the 
taxable income of any other member of the affiliated group for 
the taxable year or any other taxable year. 

“(2) DUAL CONSOLIDATED Loss.—For purposes of this section— 
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“(A) IN GENERAL.—Except as provided in subparagraph 
(B), the term ‘dual consolidated loss’ means any net operat- 
ing loss of a domestic corporation which is subject to an 
income tax of a foreign country on its income without 
regard to whether such income is from sources in or outside 
of such foreign country, or is subject to such a tax on a 
residence basis. 
“(B) SPECIAL RULE WHERE LOSS NOT USED UNDER FOREIGN 
LAW.—To the extent provided in regulations, the term ‘dual 
consolidated loss’ shall not include any loss which, under 
the foreign income tax law, does not offset the income of 
any foreign corporation.” 
(b) Errective Date.—The amendment made by subsection (a) 
shall apply to net operating losses for taxable years beginning after 
December 31, 1986. 


Subtitle F—Foreign Currency Transactions 


SEC. 1261. TREATMENT OF FOREIGN CURRENCY TRANSACTIONS. 


(a) GENERAL RuLe.—Part III of subchapter N of chapter 1 is 
amended by adding at the end thereof the following new subpart: 


“Subpart J—Foreign Currency Transactions 


“Sec. 985. Functional currency. 

“Sec. 986. Determination of foreign corporauon’s earnings and profits and 
foreign taxes. 

“Sec. 987. Branch transactions. 

“Sec. 988. Treatment of certain foreign currency transactions. 

“Sec. 989. Other definitions and special rules. 


“SEC. 985. FUNCTIONAL CURRENCY. 


“(a) In GENERAL.—Unless otherwise provided in regulations, all 
determinations under this subtitle shall be made in the taxpayer’s 
functional currency. 

“(b) FUNCTIONAL CURRENCY.— 

“(1) IN GENERAL.—For purposes of this subtitle, the term 
‘functional currency’ means— 

“(A) except as provided in subparagraph (B), the dollar, or 

“(B) in the case of a qualified business unit, the currency 
of the economic environment in which a significant part of 
such unit’s activities are conducted and which is used by 
such unit in keeping its books and records. 

*(2) FUNCTIONAL CURRENCY WHERE ACTIVITIES PRIMARILY CON- 
DUCTED IN DOLLARS.—The functional currency of any qualified 
business unit shall be the dollar if activities of such unit are 
primarily conducted in dollars. 

“(3) ELECTION.—To the extent provided in regulations, the 
taxpayer may elect to use the dollar as the functional currency 
for any qualified business unit if— 

“(A) such unit keeps its books and records in dollars, or 
‘(B) the taxpayer uses a method of accounting that 
approximates a separate transactions method. 
Any such election shall apply to the taxable year for which 
made and all subsequent taxable years unless revoked with the 
consent of the Secretary. 
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“(4) CHANGE IN FUNCTIONAL CURRENCY TREATED AS A CHANGE 
IN METHOD OF ACCOUNTING.—Any change in the functional cur- 
rency shall be treated as a change in the taxpayer’s method of 
accounting for purposes of section 481 under procedures to be 
established by the Secretary. 


“SEC. 986. DETERMINATION OF FOREIGN CORPORATION’S EARNINGS AND 
PROFITS AND FOREIGN TAXES. 


“(a) EARNINGS AND PROFITS AND DISTRIBUTIONS.—For purposes of 
determining the tax under this subtitle— 

“(1) of any shareholder of any foreign corporation, the earn- 
ings and profits of such corporation shall be determined in the 
corporation’s functional currency, and 

“(2) in the case of any United States person, the earnings and 
profits determined under paragraph (1) (when distributed, 
deemed distributed, or otherwise taken into account under this 
subtitle) shall (if necessary) be translated into dollars using the 
appropriate exchange rate. 

“(b) ForEIGN TAXEs.— 

“(1) IN GENERAL.—In determining the amount of foreign taxes 
deemed paid under section 902 or 960— 

“(A) any foreign income taxes paid by a foreign corpora- 
tion shall be translated into dollars using the exchange 
rates as of the time of payment, and’ 

“(B) any adjustment to the amount of foreign income 
taxes paid by a foreign corporation shall be translated into 
dollars using— 

“(i) except as provided in clause (ii), the appropriate 
exchange rate as of when such adjustment is made, and 

“(ii) in the case of any refund or credit of foreign 
taxes, using the exchange rate as of the time of original 
payment of such foreign income taxes. 

“(2) FOREIGN INCOME TAXES.—For purposes of paragraph (1), 
‘foreign income taxes’ means any income, war profits, or excess 
profits taxes paid to any foreign country or to any possession of 
the United States. 

“(c) PREVIOUSLY TAXED EARNINGS AND PROFITS.— 

“(1) IN GENERAL.—Foreign currency gain or loss with respect 
to distributions of previously taxed earnings and profits (as 
described in section 959 or 1293(c)) attributable to movements in 
exchange rates between the times of deemed and actual dis- 
tribution shall be recognized and treated as ordinary income or 
loss from the same source as the associated income inclusion. 

“(2) DISTRIBUTIONS THROUGH TIERS.—The Secretary shall pre- 
scribe regulations with respect to the treatment of distributions 
of previously taxed earnings and profits through tiers of foreign 
corporations. 


“SEC. 987. BRANCH TRANSACTIONS. 


“In the case of any taxpayer having 1 or more qualified business 
units with a functional currency other than the dollar, taxable 
income of such taxpayer shall be determined— 

“(1) by computing the taxable income or loss separately for 
each such unit in its functional currency, 

“(2) by translating the income or loss separately computed 
under paragraph (1) at the appropriate exchange rate, 
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“(3) by making proper adjustments (as prescribed by the 
Secretary) for transfers of property between qualified business 
units of the taxpayer having different functional currencies, 
including— 

“(A) treating post-1986 remittances from each such unit 
as made on a pro rata basis out of post-1986 accumulated 
earnings, and 

“(B) treating gain or loss determined under this para- 
graph as ordinary income or loss, respectively, and sourcing 
such gain or loss by reference to the source of the income 
giving rise to post-1986 accumulated earnings, and 

“(4) by translating foreign income taxes paid by each qualified 
business unit of the taxpayer in the same manner as provided 
under section 986(b). 


“SEC. 988. TREATMENT OF CERTAIN FOREIGN CURRENCY TRANSACTIONS. 


“(a) GENERAL RULE.— 

(1) TREATMENT AS ORDINARY INCOME OR LOSS.— 

“(A) IN GENERAL.—Except as otherwise provided in this 
section, any foreign currency gain or loss attributable to a 
section 988 transaction shall computed separately and 
treated as ordinary income or loss (as the case may be). 

“(B) SPECIAL RULE FOR FORWARD CONTRACTS, ETC.—Except 
as provided in regulations, a taxpayer may elect to treat 
any foreign currency gain or loss attributable to a forward 
contract, a futures contract, or option described in subsec- 
tion (c1)(B\iii) which is a capital asset in the hands of the 
taxpayer and which is not a part of a straddle (within the 
meaning of section 1092(c), without regard to paragraph (4) 
thereof) as capital gain or loss (as the case may be) if the 
taxpayer makes such election and identifies such trans- 
action before the close of the day on which such transaction 
is entered into (or such earlier time as the Secretary may 
prescribe). 

‘“(2) GAIN OR LOSS TREATED AS INTEREST FOR CERTAIN PUR- 
POSES.—To the extent provided in regulations, any amount 
treated as ordinary income or loss under paragraph (1) shall be 
treated as interest income or expense (as the case may be). 

“(3) SourcE.— 

“(A) IN GENERAL.—Except as otherwise provided in regu- 
lations, in the case of any amount treated as ordinary 
income or loss under paragraph (1) (without regard to 
paragraph (1)(B)), the source of such amount shall be deter- 
mined by reference to the residence of the taxpayer or the 
qualified business unit of the taxpayer on whose books the 
asset, liability, or item of income or expense is properly 
reflected. 

“(B) RESIDENCE.—For purposes of this subpart— 

“(i) IN GENERAL.—The residence of any person shall 

“(I) in the case of an individual, the country in 

which such individual’s tax home (as defined in 
section 911(d)(3)) is located, 

“(ID in the case of any corporation, partnership, 
trust, or estate which is a United States person (as 
— in section 7701(aX30)), the United States, 
an 
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“(IID in the case of any corporation, partnership, 
trust, or estate which is not a United States person, 
a country other than the United States. 

“(ii) Exception.—In the case of a qualified business 
unit of any taxpayer (including an individual), the 
residence of such unit shall be the country in which the 
principal place of business of such qualified business 
unit is located 

‘“(C) SPECIAL RULE FOR CERTAIN RELATED PARTY LOANS.— 
Except to the extent provided in regulations, in the case of 
a loan by a United States person or a related person to a 10- 
percent owned foreign corporation which is denominated in 
a currency other than the dollar and bears interest at a 
rate at least 10 percentage points higher than the Federal 
mid-term rate (determined under section 1274(d)) at the 
— such loan is entered into, the following rules shall 
apply: 

“(i) For purposes of section 904 only, such loan shall 
be marked to market on an annual basis. 

“(ii) Any interest income earned with respect to such 
loan for the taxable year shall be treated as income 
from sources within the United States to the extent of 
any loss attributable to clause (i). 

For purposes of this subparagraph, the term ‘related 

person’ has the meaning given such term by section 
954(€\3), except that such section shall be applied by 
substituting ‘United States person’ for ‘controlled foreign 
corporation’ each place such term appears. 

“(D) 10-PERCENT OWNED FOREIGN CORPORATION.—The term 
‘10-percent owned foreign corporation’ means any foreign 
corporation in which the United States person owns di- 
rectly or indirectly at least 10 percent of the voting stock. 

“(b) ForEIGN CurRRENCY GAIN oR Loss.—For purposes of this 
section— 

“(1) FOREIGN CURRENCY GAIN.—The term ‘foreign currency 
gain’ means any gain from a section 988 transaction to the 
extent such gain does not exceed gain realized by reason of 
changes in exchange rates on or after the booking date and 
before the payment date. 

“(2) FOREIGN CURRENCY LOoss.—The term ‘foreign currency 
loss’ means any loss from a section 988 transaction to the extent 
such loss does not exceed the loss realized by reason of changes 
in exchange rates on or after the booking date and before the 
payment date. 

“(c) OTHER DEFINITIONS.—For purposes of this section— 

“(1) SECTION 988 TRANSACTION.— 

“(A) IN GENERAL.—The term ‘section 988 transaction’ 
means any transaction described in subparagraph (B) if the 
amount which the taxpayer is entitled to receive (or is 
required to pay) by reason of such transaction— 

“(i) is denominated in terms of a nonfunctional cur- 
rency, or 

“(ii) is determined by reference to the value of 1 or 
more nonfunctional currencies. 

“(B) DESCRIPTION OF TRANSACTIONS.—For purposes of 
subparagraph (A), the following transactions are described 
in this subparagraph: 
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“(i) The acquisition of a debt instrument or becoming 
the obligor under a debt instrument. 

“(ii) Accruing (or otherwise taking into account) for 
purposes of this subtitle any item of expense or gross 
income or receipts which is to be paid or received after 
the date on which so accrued or taken into account. 

(iii) Entering into or acquiring any forward con- 
tract, futures contract, option, or similar financial in- 
strument if such instrument is not marked to market 
at the close of the taxable year under section 1256. 

The Secretary may prescribe regulations excluding from 
the application of clause (ii) any class of items the taking 
into account of which is not necessary to carry out the 
purposes of this section by reason of the small amounts or 
short periods involved, or otherwise. 

“(C) SPECIAL RULES FOR DISPOSITION OF NONFUNCTIONAL 
CURRENCY.— 

“(i) IN GENERAL.—In the case of any disposition of 
any nonfunctional currency— 

“(I) such disposition shall be treated as a section 
988 transaction, and 

“(II) for purposes of determining the foreign cur- 
rency gain or loss from such transaction, para- 
graphs (1) and (2) of subsection (b) shall be applied 
by substituting ‘acquisition date’ for ‘booking date’ 
and ‘disposition’ for ‘payment date’. 

“(ii) NONFUNCTIONAL CURRENCY.—For purposes of 
this section, the term ‘nonfunctional currency’ includes 
coin or currency, and nonfunctional currency denomi- 
nated demand or time deposits or similar instruments 
issued by a bank or other financial institution. 

“(2) BOOKING DATE.—The term ‘booking date’ means— 

“(A) in the case of a transaction described in paragraph 
(1B), the date of acquisition or on which the taxpayer 
becomes the obligor, 

“(B) in the case of a transaction described in paragraph 
(1XBXii), the date on which accrued or otherwise taken into 
account, or 

“(C) in the case of a transaction described in paragraph 
(1\BXiii), the date on which the position is entered into or 
acquired. 

“(3) PAYMENT DATE.—The term ‘payment date’ means— 

“(A) in the case of a transaction described in paragraph 
(1B) (i) or (ii), the date on which payment is made or 
received, or 

“(B) in the case of a transaction described in paragraph 
(1XBXiii), the date payment is made or received or the 
date the taxpayer’s rights with respect to the position are 
terminated 

“(4) DEBT INSTRUMENT.—The term ‘debt instrument’ means a 
bond, debenture, note, or certificate or other evidence of indebt- 
edness. To the extent provided in regulations, such term shall 
include preferred stock. 

“(d) TREATMENT OF 988 HEDGING TRANSACTIONS.— 

“(1) IN GENERAL.—To the extent provided in regulations, if 
any section 988 transaction is part of a 988 hedging transaction, 
all transactions which are part of such 988 hedging transaction 
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shall be integrated and treated as a single transaction or other- 
wise treated consistently for purposes of this section. For pur- 
poses of the preceding sentence, the determination of whether 
any transaction is a section 988 transaction shall be determined 
without regard to whether such transaction would otherwise be 
marked-to-market under section 1256 and such term shall not 
include any transaction with respect to which an election is 
made under subsection (a\1\(B). Sections 1092 and 1256 shall 
not apply to a transaction covered by this subsection. 
“(2) 988 HEDGING TRANSACTION.—For purposes of paragraph 
(1), the term ‘988 hedging transaction’ means any transaction— 
“(A) entered into by the taxpayer primarily— 

“(i) to reduce risk of currency fluctuations with re- 
spect to property which is held or to be held by the 
taxpayer, or 

“(ii) to reduce risk of currency fluctuations with 
respect to borrowings made or to be made, or obliga- 
tions incurred or to be incurred, by the taxpayer, and 

“(B) identified by the Secretary or the taxpayer as being a 
988 hedging transaction. 

“(e) APPLICATION TO INDIVIDUALS.—This section shall apply to 
section 988 transactions entered into by an individual only to the 
extent expenses properly allocable to such transactions meet the 
requirements of section 162 or 212 (other than that part of section 
212 dealing with expenses incurred in connection with taxes). 


“SEC. 989. OTHER DEFINITIONS AND SPECIAL RULES. 


“(a) QUALIFIED Business Unit.—For purposes of this subpart, the 
term ‘qualified business unit’ means any separate and clearly identi- 
fied unit of a trade or business of a taxpayer which maintains 
separate books and records. 

“(b) APPROPRIATE EXCHANGE Rate.—Except as provided in regula- 
tions, for purposes of this subpart, the term ‘appropriate exchange 
rate’ means— 

“(1) in the case of an actual distribution of earnings and 
profits, the spot rate on the date such distribution is included in 
income, 

“(2) in the case of an actual or deemed sale or exchange of 
stock in a foreign corporation treated as a dividend under 
section 1248, the spot rate on the date the deemed dividend is 
included in income, 

“(3) in the case of any amounts included in income under 
section 951(a), 551(a), or 1293(a), the weighted average exchange 
rate for the taxable year of the foreign corporation, or 

“(4) in the case of any other qualified business unit of a 
taxpayer, the weighted average exchange rate for the taxable 
year of such qualified business unit. 

“(c) REGULATIONS.—The Secretary shall prescribe such regulations 
as may be necessary or appropriate to carry out the purposes of this 
subpart, including regulations— 

“(1) setting forth procedures to be followed by taxpayers with 
qualified business units using a net worth method of accounting 
before the enactment of this subpart, 

“(2) limiting the recognition of foreign currency loss on cer- 
tain remittances from qualified business units, 
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“(3) providing for the recharacterization of interest and prin- 
cipal payments with respect to obligations denominated in cer- 
tain hyperinflationary currencies, 

“(4) providing for alternative adjustments to the application 
of section 905(c), and 

“(5) providing for the appropriate treatment of related party 
transactions (including transactions between qualified business 
units of the same taxpayer).” 

(b) APPLICATION OF SECTION 1092 To ForREIGN CurRENCy.—Section 
1092(d) is amended by adding at the end thereof the following new 
paragraph: 

“(7) SPECIAL RULES FOR FOREIGN CURRENCY.— 

“(A) PosITION TO INCLUDE INTEREST IN CERTAIN DEBT.—For 
purposes of paragraph (2), an obligor’s interest in a 
nonfunctional currency denominated debt obligation is 
treated as a position in the nonfunctional currency. 

“(B) ACTIVELY TRADED REQUIREMENT.—For purposes of 
paragraph (1), foreign currency for which there is an active 
interbank market is presumed to be actively traded.” 

(c) REPEAL OF SPECIAL TREATMENT OF BANKS FOR HEDGING EXCEP- 
TION.—Subsection (e) of section 1256 (relating to mark to market not 
to apply to hedging transactions) is amended by striking out para- 
graph (4) and by redesignating paragraph (5) as paragraph (4). 

(d) CLERICAL AMENDMENT.—The table of subparts for part III of 
subchapter N of chapter 1 is amended by adding at the end thereof 
the following new item: 


“Subpart J. Foreign currency transactions.” 


(e) EFFECTIVE DaTE.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall apply to taxable years 
beginning after December 31, 1986. 

(2) SPECIAL RULES FOR PURPOSES OF SECTIONS 902 AND 960.—For 
purposes of applying sections 902 and 960 of the Internal Reve- 
nue Code of 1986, the amendments made by this section shall 
apply to— 

(A) earnings and profits of the foreign corporation for 
taxable years beginning after December 31, 1986, and 

(B) foreign taxes paid or accrued by the foreign corpora- 
tion with respect to such earnings and profits. 


Subtitle G—Tax Treatment of Possessions 


PART I—TREATMENT OF GUAM, AMERICAN SAMOA, AND 
THE NORTHERN MARIANA ISLANDS 


SEC. 1271. AUTHORITY OF GUAM, AMERICAN SAMOA, AND THE NORTHERN 
MARIANA ISLANDS TO ENACT REVENUE LAWS. 


(a) IN GENERAL.—Except as provided in subsection (b), nothing in 
the laws of the United States shall prevent Guam, American Samoa, 
or the Northern Mariana Islands from enacting tax laws (which 
shall apply in lieu of the mirror system) with respect to income— 

(1) from sources within, or effectively connected with the 
conduct of a trade or business within, any such possession, or 
(2) received or accrued by any resident of such possession. 
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(b) AGREEMENTS To ALLEVIATE CERTAIN PROBLEMS RELATING TO 
Tax ADMINISTRATION.—Subsection (a) shall apply to Guam, Amer- 
ican Samoa, or the Northern Mariana Islands only if (and so long as) 
an implementing agreement is in effect between the United States 
and such possession with respect to— 

(1) the elimination of double taxation involving taxation by 
such possession and taxation by the United States, 

(2) the establishment of rules under which the evasion or 
avoidance of United States income tax shall not be permitted or 
facilitated by such possession, 

(3) the exchange of information between such possession and 
the United States for purposes of tax administration, and 

(4) the resolution of other problems arising in connection with 
the administration of the tax laws of such possession or the 
United States. 

Any such implementing agreement shall be executed on behalf of 
the United States by the Secretary of the Treasury after consulta- 
tion with the Secretary of the Interior. 

(c) REVENUES Not To DecrEasE.—The total amount of the revenue 
received by any possession referred to in subsection (a) pursuant to 
its tax laws during the implementation year and each of the 4 fiscal 
years thereafter shall not be less than the revenue (adjusted for 
inflation) which was received by such possession pursuant to tax 
laws for its last fiscal year before the implementation year. 

(d) NONDISCRIMINATORY TREATMENT REQUIRED.—Nothing in any 
tax law of a possession referred to in subsection (a) may discriminate 
against any United States person or any resident (corporate or 
otherwise) of any other possession. 

(e) ENFORCEMENT.— 

(1) IN GENERAL.—If the Secretary of the Treasury (after con- 
sultation with the Secretary of the Interior) determines that 
any possession has failed to comply with subsection (c) or (d), the 
Secretary of the Treasury shall so notify the Governor of such 
possession in writing. If such possession does not comply with 
subsection (c) or (d) (as the case may be) within 90 days of such 
notification, the Secretary of the Treasury shall notify the 
Congress of such noncompliance. Unless the Congress by law 
provides otherwise, the mirror system of taxation shall be 
reinstated in such possession and shall be in full force and effect 
for taxable years beginning after such notification to the 
Congress. 

(2) SPECIAL RULE FOR REVENUE REQUIREMENTS.—If the failure 
to comply with subsection (c) is for good cause and does not 
jeopardize the fiscal integrity of the possession, the Secretary 
may waive the requirements of subsection (c) for such period as 
he determines appropriate. 

(f) DEFINITIONS AND SPECIAL RULES.— 

(1) IMPLEMENTATION YEAR.—For purposes of this section, the 
term “implementation year” means the lst fiscal year of the 
possession in which the tax laws authorized by subsection (a) 
take effect. 

(2) Mirror sysTEM.—For purposes of this section, the mirror 
system of taxation consists of the provisions of law (in effect on 
the day before the date of the enactment of this Act) which 
make the provisions of the income tax laws of the United States 
(as in effect from time to time) in effect in a possession of the 
United States. 
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(3) SPECIAL RULE FOR NORTHERN MARIANA ISLANDS.—Notwith- 
standing the provisions of the last clause of section 601(a) of 
Public Law 94-241, the Commonwealth of the Northern Mari- 
ana Islands may elect to continue its mirror system of taxation 
without regard to whether Guam enacts tax laws under the 
authority provided in subsection (a). 


SEC. 1272. EXCLUSION OF POSSESSION SOURCE INCOME FROM THE 
GROSS INCOME OF CERTAIN INDIVIDUALS. 


(a) IN GENERAL.—Section 931 (relating to income from sources 
within possessions of the United States) is amended to read as 
follows: 


“SEC. 931. INCOME FROM SOURCES WITHIN GUAM, AMERICAN SAMOA, OR 
THE NORTHERN MARIANA ISLANDS. 


“(a) GENERAL RuLE.—In the case of an individual who is a bona 
fide resident of a specified possession during the entire taxable year, 
gross income shall not include— 

‘“(1) income derived from sources within any specified posses- 
sion, and 

(2) income effectively connected with the conduct of a trade 
or business by such individual within any specified possession. 

“(b) Depuctions, Etc. ALLOCABLE TO ExcLuDED AMmouNTs Not 
ALLOWABLE.—An individual shall not be allowed— 

“(1) as a deduction from gross income any deductions (other 
than the deduction under section 151, relating to personal 
exemptions), or 

“(2) any credit, 

properly allocable or chargeable against amounts excluded from 
gross income under this section. 

“(c) SPECIFIED PossEssion.—For purposes of this section, the term 
‘specified possession’ means Guam, American Samoa, and the 
Northern Mariana Islands. 

“(d) SpectaL RuLes.—For purposes of this section— 

“(1) EMPLOYEES OF THE UNITED STATES.—Amounts paid for 
services performed as an employee of the United States (or any 
agency thereof) shall be treated as not described in paragraph 
(1) or (2) of subsection (a). 

(2) DETERMINATION OF SOURCE, ETC.—The determination as to 
whether income is described in paragraph (1) or (2) of subsection 
(a) shall be made under regulations prescribed by the Secretary. 

(3) DETERMINATION OF RESIDENCY.—For purposes of this sec- 
tion and section 876, the determination of whether an individ- 
ual is a bona fide resident of Guam, American Samoa, or the 
Northern Mariana Islands shall be made under regulations 
prescribed by the Secretary.” 

(b) EXEMPTION FROM WITHHOLDING Tax; TAX IMPOSED BY SEC- 
TION 1.—Section 876 (relating to alien residents of Puerto Rico) is 
amended to read as follows: 


“SEC. 876. ALIEN RESIDENTS OF PUERTO RICO, GUAM, AMERICAN SAMOA, 
OR THE NORTHERN MARIANA ISLANDS. 


(a) GENERAL RuULE.—This subpart shall not apply to any alien 
individual who is a bona fide resident of Puerto Rico, Guam, Amer- 
ican Samoa, or the Northern Mariana Islands during the entire 
taxable year and such alien shall be subject to the tax imposed by 
section 1. 
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“(b) Cross REFERENCES.— 


“For exclusion from gross income of income derived from sources 
within— 
“(1) Guam, American Samoa, and the Northern Mariana Islands, 
see section 931, and 
“(2) Puerto Rico, see section 933.” 


(c) EXEMPTION FROM WAGE WITHHOLDING FOR CERTAIN SERVICES 
PERFORMED IN PossEssIONs.—Paragraph (8) of section 3401(a) (defin- 
ing wages) is amended by adding at the end thereof the following 
new subparagraph: 

“(D) for services for the United States (or any agency 
thereof) performed by a citizen of the United States within 
a possession of the United States to the extent the United 
States (or such agency) withholds taxes on such remunera- 
tion pursuant to an agreement with such possession; or’. 

(d) TECHNICAL AND CONFORMING AMENDMENTS.— 

(1) Section 932 (relating to citizens of possessions of the 
United States) is hereby repealed. 

(2) Section 935 (relating to coordination of United States and 
Guam individual income taxes) is hereby repealed. 

(3) Paragraphs (1) and (2) of section 933 are each amended by 
inserting “, or any credit,” before “properly”’. 

(4) Subparagraph (C) of section 32(c)(1) is amended to read as 
follows: 

“(C) INDIVIDUAL WHO CLAIMS BENEFITS OF SECTION 911 NOT 
ELIGIBLE INDIVIDUAL.—The term ‘eligible individual’ does 
not include an individual who, for the taxable year, claims 
the benefits of section 911 (relating to citizens or residents 
of the United States living abroad).” 

S Clause (vii) of section 48(a)(2(B) is amended by striking out 
“93 ce 

(6) Paragraph (6) of section 63(c) (relating to certain individ- 
uals, etc., not eligible for standard deduction), as amended by 
title I of this Act, is amended by striking out subparagraph (C) 
and by redesignating subparagraphs (D) and (E) as subpara- 
graphs (C) and (D), respectively. 

(7) Section 153 is amended by striking out paragraph (4) and 
by redesignating paragraph (5) as paragraph (4). 

(8) Paragraph (8) of section 1402(a) is amended by striking out 
“and section 931 (relating to income from sources within posses- 
sions of the United States)” and by inserting ‘‘and”’ after “of the 
employer),”’. 

(9) Paragraph (9) of section 1402(a) is amended to read as 
follows: 


“(9) the exclusion from gross income provided by section 931 


shall not apply;”. 

(10) Clause (iii) of section 6091(b\(1B) is amended by striking 
out “possessions of the United States” and inserting in lieu 
thereof “Guam, American Samoa, or the Northern Mariana 
Islands”. 

(11) Subsection (b) of section 7655 is amended by redesignating 
paragraphs (1) and (2) as paragraphs (2) and (3), respectively, 
and by inserting before paragraph (2), as so redesignated, the 
following new paragraph: 

“(1) Section 931, relating to income tax on residents of Guam, 
American Samoa, or the Northern Mariana Islands;’’. 
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(12) The table of sections for subpart D of part III of sub- 
chapter N of chapter 1 is amended by striking out the items 
relating to sections 932 and 935 and by striking out the item 
relating to section 931 and inserting in lieu thereof the follow- 
ing: 


“Sec. 931. Income from sources within Guam, American Samoa, or the 
Northern Mariana Islands.” 


(13) The table of sections for subpart A of part II of sub- 
chapter N of chapter 1 is amended by striking out the item 
relating to section 876 and inserting in lieu thereof the follow- 
ing: 


“Sec. 876. Alien residents of Puerto Rico, Guam, American Samoa, or the 
Northern Mariana Islands.” 


SEC. 1273. TREATMENT OF CORPORATIONS ORGANIZED IN GUAM, AMER- 
ICAN SAMOA, OR THE NORTHERN MARIANA ISLANDS. 


(a) TREATMENT UNDER SuBpart F.—Subsection (c) of section 957 
(relating to controlled foreign corporations; United States persons), 
as amended by section 1224, is amended by adding “and” at the end 
of paragraph (1) and by striking out paragraphs (2) and (3) and 
inserting in lieu thereof the following new paragraph: 

“(2) with respect to a corporation organized under the laws of 
Guam, American Samoa, or the Northern Mariana Islands— 

“(A) 80 percent or more of the gross income of which for 
the 3-year period ending at the close of the taxable year (or 
for such part of such period as such corporation or any 
predecessor has been in existence) was derived from sources 
within such a possession or was effectively connected with 
the conduct of a trade or business in such a possession, and 

“(B) 50 percent or more of the gross income of which for 
such period (or part) was derived from the conduct of an 
active trade or business within such a possession, 

such term does not include an individual who is a bona fide 

ee of Guam, American Samoa, or the Northern Mariana 

slands. 
For purposes of subparagraphs (A) and (B) of paragraph (2), the 
determination as to whether income was derived from sources 
within a possession, was effectively connected with the conduct of a 
trade or business within a possession, or derived from the active 
conduct of a trade or business within a possession shall be made 
under regulations prescribed by the Secretary.” 

(b) EXEMPTION From WITHHOLDING.— 

(1) IN GENERAL.—Subsection (b) of section 881 (relating to 
exception for certain Guam and Virgin Islands corporations) is 
amended by striking out paragraphs (1) and (2) and inserting in 
lieu thereof the following: 

“(1) IN GENERAL.—For purposes of this section and section 
884, a corporation created or organized in Guam, American 
Samoa, the Northern Mariana Islands, or the Virgin Islands or 
under the law of any such possession shall not be treated as a 
foreign corporation for any taxable year if— 

“(A) at all times during such taxable year less than 25 
percent in value of the stock of such corporation is bene- 
ficially owned (directly or indirectly) by foreign persons, 

“(B) at least 65 percent of the gross income of such 
corporation is shown to the satisfaction of the Secretary to 
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be effectively connected with the conduct of a trade or 
business in such a possession or the United States for the 
3-year period ending with the close of the taxable year of 
such corporation (or for such part of such period as the 
corporation or any predecessor has been in existence), and 

“(C) no substantial part of the income of such corporation 
is used (directly or indirectly) to satisfy obligations to per- 
sons who are not bona fide residents of such a possession or 
the United States.”’ 

(2) TECHNICAL AMENDMENTS.— 

(A) Subsection (b) of section 881 is amended by redesignat- 
ing paragraph (3) as paragraph (2) and by striking out 
paragraph (4). 

(B) Subsection (c) of section 1442 is amended to read as 
follows: 

“(c) EXCEPTION FOR CERTAIN POSSESSIONS CORPORATIONS.—For pur- 
poses of this section, the term ‘foreign corporation’ does not include 
a corporation created or organized in Guam, American Samoa, the 
Northern Mariana Islands, or the Virgin Islands or under the law of 
any such possession if the requirements of subparagraphs (A), (B), 
and (C) of section 881(b\1) are met with respect to such corporation.” 


PART II—TREATMENT OF THE VIRGIN ISLANDS 


SEC. 1274. COORDINATION OF UNITED STATES AND VIRGIN ISLANDS 
INCOME TAXES. 


(a) IN GENERAL.—Subpart D of part III of subchapter N of chapter 
1 is amended by inserting after section 931 the following new 
section: 


“SEC. 932. COORDINATION OF UNITED STATES AND VIRGIN ISLANDS 
INCOME TAXES. 


(a) TREATMENT OF UNITED STATES RESIDENTS.— 

“(1) APPLICATION OF SUBSECTION.—This subsection shall apply 

to an individual for the taxable year if— 
“(A) such individual— 

“(i) is a citizen or resident of the United States (other 
than a bona fide resident of the Virgin Islands at the 
close of the taxable year), and 

“(ii) has income derived from sources within the 
Virgin Islands, or effectively connected with the con- 
duct of a trade or business within such possession, for 
the taxable year, or 

“(B) such individual files a joint return for the taxable 
year with an individual described in subparagraph (A). 

‘(2) FILING REQUIREMENT.—Each individual to whom this 
subsection applies for the taxable year shall file his income tax 
return for the taxable year with both the United States and the 
Virgin Islands. 

“(3) EXTENT OF INCOME TAX LIABILITY.—In the case of an 
individual to whom this subsection applies in a taxable year for 
purposes of so much of this title (other than this section and 
section 7654) as relates to the taxes imposed by this chapter, the 
United States shall be treated as including the Virgin Islands. 

“(b) PorTION OF UNITED STATES Tax LIABILITY PAYABLE TO THE 
VIRGIN ISLANDS.— 
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“(1) IN GENERAL.—Each individual to whom subsection (a) 
applies for the taxable year shall pay the applicable percentage 
of the taxes imposed by this chapter for such taxable year 
(determined without regard to paragraph (3)) to the Virgin 
Islands. 

“(2) APPLICABLE PERCENTAGE.— 

“(A) IN _GENERAL.—For purposes of paragraph (1), the 
term ‘applicable percentage’ means the percentage which 
Virgin Islands adjusted gross income bears to adjusted gross 
income. 

“(B) VIRGIN ISLANDS ADJUSTED GROSS INCOME.—For pur- 
poses of subparagraph (A), the term ‘Virgin Islands 
adjusted gross income’ means adjusted gross income 
determined by taking into account only income derived 
from sources within the Virgin Islands and deductions 
properly apportioned or allocable thereto. 

“(3) AMOUNTS PAID ALLOWED AS CREDIT.—There shall be al- 
lowed as a credit against the tax imposed by this chapter for the 
taxable year an amount equal to the taxes required to be paid to 
the Virgin Islands under paragraph (1) which are so paid. 

“(c) TREATMENT OF VIRGIN ISLANDS RESIDENTS.— 

“(1) APPLICATION OF SUBSECTION.—This subsection shall apply 
to an individual for the taxable year if— 

“(A) such individual is a bona fide resident of the Virgin 
Islands at the close of the taxable year, or 

“(B) such individual files a joint return for the taxable 
year with an individual described in subparagraph (A). 

“(2) FILING REQUIREMENT.—Each individual to whom this 
subsection applies for the taxable year shall file his income tax 
return for the taxable year with the Virgin Islands. 

“(3) EXTENT OF INCOME TAX LIABILITY.—In the case of an 
individual to whom this subsection applies in a taxable year for 
purposes of so much of this title (other than this section and 
section 7654) as relates to the taxes imposed by this chapter, the 
Virgin Islands shall be treated as including the United States. 

“(4) RESIDENTS OF THE VIRGIN ISLANDS.—In the case of an 
individual who is a bona fide resident of the Virgin Islands at 
the close of the taxable year and who, on his return of income 
tax to the Virgin Islands, reports income from all sources and 
identifies the source of each item shown on such return, for 
purposes of calculating income tax liability to the United States 
gross income shall not include any amount included in gross 
income on such return. 

“(d) SpeciaL RuLE For Joint Returns.—In the case of a joint 
return, this section shall be applied on the basis of the residence of 
the spouse who has the greater adjusted gross income (determined 
without regard to community property laws) for the taxable year. 

“(e) Section Not To Appiy To TAx IMPOSED IN VIRGIN ISLANDS.— 
This section shall not apply for purposes of determining income tax 
liability incurred to the Virgin Islands.” 

(b) AutTHoRIty To Impose NONDISCRIMINATORY LOCAL INCOME 
TaxEs.—Nothing in any provision of Federal law shall prevent the 
Virgin Islands from imposing on any person nondiscriminatory local 
income taxes. Any taxes so imposed shall be treated in the same 
manner as State and local income taxes under section 164 of the 
Internal Revenue Code of 1954 and shall not be treated as taxes to 
which section 901 of such Code applies. 
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(c) REGULATIONS ON APPLICATION OF Mirror SysTEM.—The Sec- 
retary of the Treasury or his delegate shall prescribe such regula- 
tions as may be necessary or appropriate for applying this title for 
purposes of determining tax liability incurred to the Virgin Islands. 

(d) CLERICAL AMENDMENT.—The table of sections for such subpart 
D is amended by inserting after the item relating to section 931 the 
following new item: 


“Sec. 932. Coordination of United States and Virgin Islands income taxes.” 


SEC. 1275. VIRGIN ISLANDS CORPORATIONS ALLOWED POSSESSION TAX 
CREDIT. 


(a) Possession Tax CREDIT ALLOWED.— 

(1) IN GENERAL.—Paragraph (1) of section 936(d) (defining 
possession) is amended by striking out “, but does not include 
the Virgin Islands of the United States” and inserting in lieu 
thereof “and the Virgin Islands”. 

(2) CONFORMING AMENDMENTS.— 

(A) Section 934 is amended by striking out subsections (e) 
and (f). 

(B) Subsection (e) of section 246 is amended by striking 
out “or 934(e\(3)”. 

(b) CLARIFICATION OF TREATMENT OF VIRGIN ISLANDS INHAB- 
ITANTS.—Subparagraph (B) of section 7651(5) (relating to the Virgin 
Islands) is amended to read as follows: 

“(B) For purposes of this title, section 28(a) of the Revised 
Organic Act of the Virgin Islands shall be effective as if 
such section 28(a) had been enacted before the enactment of 
this title and such section 28(a) shall have no effect on the 
amount of income tax liability required to be paid by any 
person to the United States.” 

(c) TECHNICAL AND CONFORMING AMENDMENTS.— 

Py on 934 is amended by striking out subsections (b), (c), 
and (d). 

(2A) Subsection (a) of section 934 is amended by striking out 
“or (c) or in section 934A”’. 

(B) Section 934, as amended by paragraph (1), is amended by 
inserting after subsection (a) the following new subsection: 

“(b) REDUCTIONS PERMITTED WITH RESPECT TO CERTAIN INCOME.— 

“(1) IN GENERAL.—Except as provided in paragraph (2), 
subsection (a) shall not apply with respect to so much of the tax 
liability referred to in subsection (a) as is attributable to income 
derived from sources within the Virgin Islands or income effec- 
tively connected with the conduct of a trade or business within 
the Virgin Islands. 

“(2) EXCEPTION FOR LIABILITY PAID BY CITIZENS OR RESIDENTS OF 
THE UNITED STATES.—Paragraph (1) shall not apply to any liabil- 
ity payable to the Virgin Islands under section 932(b). 

“(3) SPECIAL RULE FOR NON-UNITED STATES INCOME OF CERTAIN 
FOREIGN CORPORATIONS.— 

“(A) IN GENERAL.—In the case of a qualified foreign 
corporation, subsection (a) shall not apply with respect to so 
much of the tax liability referred to in subsection (a) as is 
attributable to income which is derived from sources out- 
side the United States and which is not effectively con- 
nected with the conduct of a trade or business within the 
United States. 
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“(B) QUALIFIED FOREIGN CORPORATION.—For purposes of 
subparagraph (A), the term ‘qualified foreign corporation’ 
means any foreign corporation if less than 10 percent of— 

“(i) the total voting power of the stock of such cor- 
poration, and 
“(ii) the total value of the stock of such corporation, 
is owned or treated as owned (within the meaning of section 
958) by 1 or more United States persons. 

“(4) DETERMINATION OF INCOME SOURCE, ETC.—The determina- 
tion as to whether income is derived from sources within the 
Virgin Islands or the United States or is effectively connected 
with the conduct of a trade or business within the Virgin 
Islands or the United States shall be made under regulations 
prescribed by the Secretary.” 

(3) Section 934A (relating to income tax rates on Virgin 
Islands source income) is hereby repealed. 

- = Subparagraph (B) of section 28(d\3) is amended to read as 
ollows: 

“(B) SPECIAL LIMITATION FOR CORPORATIONS TO WHICH SEC- 
TION 936 APPLIES.—No credit shall be allowed under this 
section with respect to any clinical testing conducted by a 
corporation to which an election under section 936 applies.” 

(5) Clause (vii) of section 48(aX2)(B) is amended by striking out 
“or which is entitled to the benefits of section 934(b)” and by 
—" out “, 933, or 934(c)” and inserting in lieu thereof “or 


(6) Clause (i) of section 338(h\6\B) is amended by striking out 
“a corporation described in section 934(b),”. 
‘ he Subparagraph (B) of section 864(d)\(5) is amended to read as 
ollows: 

“(B) SPECIAL RULES FOR POSSESSIONS.—An amount treated 
as interest under paragraph (1) shall not be treated as 
income described in subparagraph (A) or (B) of section 
936(aX1) unless such amount is from sources within a 
possession of the United States (determined after the ap- 
plication of paragraph (1)).” 

(8) The table of sections for subpart D of part III of subchapter 
N of chapter 1 is amended by striking out the item relating to 
section 934A. 


PART III—COVER OVER OF INCOME TAXES 


SEC. 1276. COVER OVER OF INCOME TAXES. 


(a) In GENERAL.—Section 7654 (relating to coordination of United 
States and Guam individual income taxes) is amended to read as 
follows: 


“SEC. 7654. COORDINATION OF UNITED STATES AND CERTAIN POSSES- 
SION INDIVIDUAL INCOME TAXES. 


“(a) GENERAL RuLE.—The net collection of taxes imposed by chap- 
ter 1 for each taxable year with respect to an individual to which 
section 931 or 932(c) applies shall be covered into the Treasury of the 
specified possession of which such individual is a bona fide resident. 

“(b) DEFINITION AND SPECIAL RuULE.—For purposes of this section— 

“(1) NET COLLECTIONS.—In determining net collections for a 
taxable year, an appropriate adjustment shall be made for 
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credits allowed against the tax liability and refunds made of 
income taxes for the taxable year. 

“(2) SPECIFIED POSSESSION.—The term ‘specified possession’ 
means Guam, American Samoa, the Northern Mariana Islands, 
and the Virgin Islands. 

“(c) TRANSFERS.—The transfers of funds between the United 
States and any specified possession required by this section shall be 
made not less frequently than annually. 

“(d) FEDERAL PERSONNEL.—In addition to the amount determined 
under subsection (a), the United States shall pay to each specified 
possession at such times and in such manner as determined by the 
Secretary— 

“(1) the amount of the taxes deducted and withheld by the 
United States under chapter 24 with respect to compensation 
paid to members of the Armed Forces who are stationed in such 
possession but who have no income tax liability to such posses- 
sion with respect to such compensation by reason of the Sol- 
diers’ and Sailors’ Civil Relief Act (50 App. U.S.C. 501 et seq.), 
and 

“(2) the amount of the taxes deducted and withheld under 
chapter 24 with respect to amounts paid for services performed 
as an employee of the United States (or any agency thereof) in a 
specified possession with respect to an individual unless section 
931 or 932(c) applies. 

“(e) REGULATIONS.—The Secretary shall prescribe such regula- 
tions as may be necessary to carry out the provisions of this section 
and sections 931 and 932, including regulations prohibiting the 
rebate of taxes covered over which are allocable to United States 
source income and prescribing the information which the individ- 
uals to whom such sections may apply shall furnish to the Sec- 
retary.” 

(b) CLERICAL AMENDMENT.—The table of sections for subchapter D 
of chapter 78 is amended by striking out the item relating to section 
7654 and inserting in lieu thereof the following: 


“Sec. 7654. Coordination of United States and certain possession individual 
income taxes.” 


PART IV—EFFECTIVE DATE 


SEC. 1277. EFFECTIVE DATE. 


(a) IN GENERAL.—Except as otherwise provided in this section, the 
amendments made by this subtitle shall apply to taxable years 
beginning after December 31, 1986. 

(b) SpecIAL RuLE FoR GUAM, AMERICAN SAMOA, AND THE NortTH- 
ERN MARIANA IsLANDS.—The amendments made by this subtitle 
shall apply with respect to Guam, American Samoa, or the North- 
ern Mariana Islands (and to residents thereof and corporations 
created or organized therein) only if (and so long as) an implement- 
ing agreement under section 1271 is in effect between the United 
States and such possession. 

(c) SPECIAL RULES FOR THE VIRGIN ISLANDS.— 

(1) IN GENERAL.—The amendments made by section 1275(c) 
shall apply with respect to the Virgin Islands (and residents 
thereof and corporations created or organized therein) only if 
(and so long as) an implementing agreement is in effect between 
the United States and the Virgin Islands with respect to the 
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establishment of rules under which the evasion or avoidance of 

United States income tax shall not be permitted or facilitated 

by such possession. Any such implementing agreement shall be 

executed on behalf of the United States by the Secretary of the 

Treasury, after consultation with the Secretary of the Interior. 
(2) SECTION 1275 (b) .— 

(A) IN GENERAL.—The amendment made by section 
1275(b) shall apply with respect to— 

(i) any taxable year beginning after December 31, 
1986, and 

(ii) any pre-1987 open year. 

(B) SPEcIAL RULES.—In the case of any pre-1987 open 
year— 

(i) the amendment made by section 1275(b) shall not 
apply to income from sources in the Virgin Islands or 
income effectively connected with the conduct of a 
trade or business in the Virgin Islands, and 

(ii) the taxpayer shall be allowed a credit— 

(I) against any additional tax imposed by subtitle 
A of the Internal Revenue Code of 1954 (by reason 
of the amendment made by section 1275(b)) on 
income not described in clause (i), 

(II) for any tax paid to the Virgin Islands before 
the date of the enactment of this Act and attrib- 
utable to such income. 

For purposes of clause (iiID), any tax paid before Janu- 
ary 1, 1987, pursuant to a process in effect before 
August 16, 1986, shall be treated as paid before the date 
of the enactment of this Act. 

(C) PRE-1987 OPEN YEAR.—For purposes of this paragraph, 
the term “pre-1987 open year’ means any taxable year 
beginning before January 1, 1987, if on the date of the 
enactment of this Act the assessment of a deficiency of 
income tax for such taxable year is not barred by any law 
or rule of law. 

(D) Exception.—In the case of any pre-1987 open year, 
the amendment made by section 1275(b) shall not apply to 
any domestic corporation if— 

(i) during the fiscal year which ended May 31, 1986, 
such corporation was actively engaged directly or 
through a subsidiary in the conduct of a trade or 
business in the Virgin Islands and such trade or busi- 
or consists of business related to marine activities, 
an 

(ii) such corporation was incorporated on March 31, 
1983, in Delaware. 

(E) EXCEPTION FOR CERTAIN TRANSACTIONS.— 

(i) IN GENERAL.—In the case of any pre-1987 open 
year, the amendment made by section 1275(b) shall not 
apply to any income derived from transactions de- 
scribed in clause (ii) by 1 or more corporations which 
were formed in Delaware on or about March 6, 1981, 
and which have owned 1 or more office buildings in St. 
Thomas, United States Virgin Islands, for at least 5 
years before the date of the enactment of this Act. 

(ii) DESCRIPTION OF TRANSACTIONS.—The transactions 
described in this clause are— 
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(I) the redemptions of limited partnership in- 
terests for cash and property described in an agree- 
ment (as amended) dated March 12, 1981, 

(II) the subsequent disposition of the properties 
distributed in such redemptions, and 

(III) interest earned before January 1, 1987, on 
bank deposits of proceeds received from such 
redemptions to the extent such deposits are located 
in the United States Virgin Islands. 

(iii) LimITaTION.—The aggregate reduction in tax by 
reason of this subparagraph shall not exceed 
$8,312,000. If the taxes which would be payable as the 
result of the application of the amendment made by 
section 1275(b) to pre-1987 open years exceeds the 
limitation of the preceding sentence, such excess shall 
be treated as attributable to income received in taxable 
years in reverse chronological order. 

(d) Report ON IMPLEMENTING AGREEMENTS.—If, during the 1-year 
period beginning on the date of the enactment of this Act, any 
implementing agreement described in subsection (b) or (c) is not 
executed, the Secretary of the Treasury or his delegate shall report 
to the Committee on Finance of the United States Senate, the 
Committee on Ways and Means, and the Committee on Interior and 
Insular Affairs of the House of Representatives with respect to— 

(1) the status of such negotiations, and ; 
(2) the reason why such agreement has not been executed. 

(e) TREATMENT OF CERTAIN UNITED STATES PERSONS.—Except as 
otherwise provided in regulations prescribed by the Secretary of the 
Treasury or his delegate, if a United States person becomes a 
resident of Guam, American Samoa, or the Northern Mariana 
Islands, the rules of section 877(c) of the Internal Revenue Code of 
1954 shall apply to such person during the 10-year period beginning 
when such person became such a resident. The preceding sentence 
shall apply to dispositions after December 31, 1985, in taxable years 
ending after such date. 


TITLE XIII—TAX-EXEMPT BONDS 


Subtitle A—Amendments of Internal Revenue 
Code of 1954 


SEC. 1301. STATE AND LOCAL BONDS. 


(a) EXCLUSION FOR INTEREST ON Bonps WHICH MEET CERTAIN 
REQUIREMENTS.—Section 103 (relating to interest on certain govern- 
mental obligations) is amended to read as follows: 


“SEC. 103. INTEREST ON STATE AND LOCAL BONDS. 


“(a) ExcLusion.—Except as provided in subsection (b), gross 
income does not include interest on any State or local bond. 
“(b) EXcEPTIONS.—Subsection (a) shall not apply to— 
“(1) PRIVATE ACTIVITY BOND WHICH IS NOT A QUALIFIED BOND.— 
Any private activity bond which is not a qualified bond (within 
the meaning of section 141). 
“(2) ARBITRAGE BOND.—Any arbitrage bond (within the mean- 
ing of section 148). 
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“(3) BOND NOT IN REGISTERED FORM, ETC.—Any bond unless 
such bond meets the applicable requirements of section 149. 
“(c) DEeFINITIONS.—For purposes of this section and part IV— 
“(1) STATE OR LOCAL BOND.—The term ‘State or local bond’ 
means an obligation of a State or political subdivision thereof. 
(2) State.—The term ‘State’ includes the District of Colum- 

bia and any possession of the United States.” 
(b) Tax EXEMPTION REQUIREMENTS FOR STATE AND LOCAL Bonps.— 
Part IV of subchapter B of chapter 1 (relating to determination of 

marital status) is amended to read as follows: 


“PART IV—TAX EXEMPTION REQUIREMENTS FOR STATE 
AND LOCAL BONDS 


“Subpart A. Private activity bonds. 
“Subpart B. Requirements applicable to all State and local bonds. 
“Subpart C. Definitions and special rules. 


“Subpart A—Private Activity Bonds 


. 141. Private activity bond; qualified bond. 
. 142. Exempt facility bond 
. 143. Mortgage revenue bonds: qualified mortgage and qualified 
veterans’ mortgage bond. 
. 144. Qualified small issue bond; qualified student loan bond; qualified 
redevelopment bond. 
“Sec. 145. Qualified 501(cX3) bond. 
“Sec. 146. Volume cap. 
“Sec. 147. Other requirements applicable to certain private activity bonds. 


“SEC. 141. PRIVATE ACTIVITY BOND; QUALIFIED BOND. 


“(a) Private Activity Bonp.—For purposes of this title, the term 
‘private activity bond’ means any bond issued as part of an issue— 
“(1) which meets— 
“(A) the private business use test of paragraph (1) of 
subsection (b), and 
“(B) the private security or payment test of paragraph (2) 
of subsection (b), or 
“(2) which meets the private loan financing test of subsection 


(c). 
“(b) Private Business TEsts.— 

“(1) PRIVATE BUSINESS USE TEST.—Except as otherwise pro- 
vided in this subsection, an issue meets the test of this para- 
graph if more than 10 percent of the proceeds of the issue are to 
be used for any private business use. 

“(2) PRIVATE SECURITY OR PAYMENT TEST.—Except as otherwise 
provided in this subsection, an issue meets the test of this 
paragraph if the payment of the principal of, or the interest on, 
more than 10 percent of the proceeds of such issue is (under the 
terms of such issue or any underlying arrangement) directly or 
indirectly— 

“(A) secured by any interest in— 
“(i) property used or to be used for a private business 
use, or 
“(ii) payments in respect of such property, or 
“(B) to be derived from payments (whether or not to the 
issuer) in respect of property, or borrowed money, used or to 
be used for a private business use. 
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“(3) 5 PERCENT TEST FOR PRIVATE BUSINESS USE NOT RELATED 0. 
DISPROPORTIONATE TO GOVERNMENT USE FINANCED BY THE 
ISSUE.— 

“(A) IN GENERAL.—An issue shall be treated as meeting 
the tests of paragraphs (1) and (2) if such tests would be met 
if such paragraphs were applied— 

“(i) by substituting ‘5 percent’ for ‘10 percent’ each 
place it appears, and 
“(ii) by taking into account only— 

“(I) the proceeds of the issue which are to be used 
for any private business use which is not related to 
any government use of such p 

ei) the disproportionate related business use 
proceeds of the issue, and 

“(III) payments, property, and borrowed money 
with respect to any use of proceeds described in 
subclause (I) or (II). 

“(B) DisPROPORTIONATE RELATED BUSINESS USE PROCEEDS.— 
For purposes of subparagraph (A), the disproportionate re- 
lated business use proceeds of an issue is an amount equal 
to the aggregate of the excesses (determined under the 
following sentence) for each private business use of the 
proceeds of an issue which is related to a government use of 
such proceeds. The excess determined under this sentence 
is the excess of— 

“(i) the proceeds of the issue which are to be used for 
the private business use, over 

“(ii) the proceeds of the issue which are to be used for 
the government use to which such private business use 
relates. 

“(4) LOWER LIMITATION FOR CERTAIN OUTPUT FACILITIES.—An 
issue 5 percent or more of the proceeds of which are to be used 
with respect to any output facility (other than a facility for the 
furnishing of water) shall be treated as meeting the tests of 
paragraphs (1) and (2) if the nonqualified amount with respect 
to such issue exceeds the excess of— 

“(A) $15,000,000, over 

“(B) the aggregate nonqualified amounts with respect to 
all prior tax-exempt issues 5 percent or more of the pro- 
ceeds of which are or will be used with respect to such 
facility (or any other facility which is part of the same 
project). 

There shall not be taken into account under subparagraph (B) 
any bond which is not outstanding at the time of the later issue 
or which is to be redeemed (other than in an advance refunding) 
from the net proceeds of the later issue. 

“(5) COORDINATION WITH VOLUME CAP WHERE NONQUALIFIED 
AMOUNT EXCEEDS $15,000,000.—If the nonqualified amount with 
respect to an issue— 

“(A) exceeds $15,000,000, but 

“(B) does not exceed the amount which would cause 
bond which is part of such issue to be treated as a private 
activity bond without regard to this paragraph, 

such bond shall nonetheless be treated as a private activity 
bond unless the issuer allocates a portion of its volume cap 
under section 146 to such issue in an amount equal to the excess 
of such nonqualified amount over $15,000,000. 
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“(6) PRIVATE BUSINESS USE DEFINED.— 

“(A) IN GENERAL.—For purposes of this subsection, the 
term ‘private business use’ means use (directly or in- 
directly) in a trade or business carried on by any person 
other than a governmental unit. For purposes of the preced- 
ing sentence, use as a member of the general public shall 
not be taken into account. 

“(B) CLARIFICATION OF TRADE OR BUSINESS.—For purposes 
of the 1st sentence of subparagraph (A), any activity carried 
on by a person other than a natural person shall be treated 
as a trade or business. 

“(7) GOVERNMENT USE.—The term ‘government use’ means 
any use other than a private business use. 

“(8) NONQUALIFIED AMOUNT.—For purposes of this subsection, 
the term ‘nonqualified amount’ means, with respect to an issue, 
the lesser of— 

“(A) the proceeds of such issue which are to be used for 
any private business use, or 

“(B) the proceeds of such issue with respect to which 
there are payments (or property or borrowed money) de- 
scribed in paragraph (2). 

“(9) EXCEPTION FOR QUALIFIED 501(cX3) BONDS.—There shall 
not be taken into account under this subsection or subsection (c) 
the portion of the proceeds of an issue which (if issued as a 
separate issue) would be treated as a qualified 501(c\3) bond if 
- _— elects to treat such portion as a qualified 501(cX3) 

ond. 
“(c) PRIVATE LOAN FINANCING TEST.— 

“(1) IN GENERAL.—An issue meets the test of this subsection if 
the amount of the proceeds of the issue which are to be used 
(directly or indirectly) to make or finance loans (other than 
loans described in paragraph (2)) to persons other than govern- 
mental units exceeds the lesser of— 

“(A) 5 percent of such proceeds, or 

“(B) $5,000,000. 

“(2) EXCEPTION FOR TAX ASSESSMENT, ETC., LOANS.—For pur- 
poses of paragraph (1), a loan is described in this paragraph if 
such loan— 

“(A) enables the borrower to finance any governmental 
tax or assessment of general application for a specific essen- 
tial governmental function, or 

‘(B) is a nonpurpose investment (within the meaning of 
section 148(f)(6)(A)). 

“(d) QUALIFIED Bonp.—For purposes of this part, the term ‘quali- 
fied bond’ means any private activity bond if— 

“(1) IN GENERAL.—Such bond is— 

“(A) an exempt facility bond, 

“(B) a qualified mortgage bond, 

“(C) a qualified veterans’ mortgage bond, 

“(D) a qualified small issue bond, 

“(E) a qualified student loan bond, 

“(F) a qualified redevelopment bond, or 

“(G) a qualified 501(cX3) bond. 

(2) VoLUME cap.—Such bond is issued as part of an issue 
which meets the applicable requirements of section 146, and 

“(3) OTHER REQUIREMENTS.—Such bond meets the applicable 
requirements of each subsection of section 147. 
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“SEC. 142. EXEMPT FACILITY BOND. 


“(a) GENERAL RuLE.—For purposes of this part, the term ‘exempt 
facility bond’ means any bond issued as part of an issue 95 percent 
or more of the net proceeds of which are to be used to provide— 

“(1) airports, 

“(2) docks and wharves, 

“(3) mass commuting facilities, 

“(4) facilities for the furnishing of water, 

“(5) sewage facilities, 

“(6) solid waste disposal facilities, 

“(7) qualified residential rental projects, 

“(8) facilities for the local furnishing of electric energy or gas, 

“(9) local district heating or cooling facilities, or 

“(10) qualified hazardous waste facilities. 

“(b) SpecIAL Exempt Facititry Bonp Rutes.—For purposes of 
subsection (a)— 

“(1) CERTAIN FACILITIES MUST BE GOVERNMENTALLY OWNED.— 

“(A) IN GENERAL.—A facility shall be treated as described 
in paragraph (1), (2), or (3) of subsection (a) only if all of the 
property to be financed by the net proceeds of the issue is to 
be owned by a governmental unit. 

“(B) SAFE HARBOR FOR LEASES AND MANAGEMENT CON- 
TRACTS.—For purposes of subparagraph (A), property leased 
by a governmental unit shall be treated as owned by such 
governmental unit if— 

“(i) the lessee makes an irrevocable election (binding 
on the lessee and all successors in interest under the 
lease) not to claim depreciation or an investment credit 
with respect to such property, 

“(ii) the lease term (as defined in 168(i(3)) is not more 
than 80 percent of the reasonably expected economic 
life of the property (as determined under section 
147(b)), and 

“(iii) the lessee has no option to purchase the prop- 
erty other than at fair market value (as of the time 
such option is exercised). 

Rules similar to the rules of the preceding sentence shall 
apply to management contracts and similar types of operat- 
ing agreements. 

“(2) LIMITATION ON OFFICE SPACE.—An office shall not be 
treated as described in a paragraph of subsection (a) unless— 

“(A) the office is located on the premises of a facility 
described in such a paragraph, and 

“(B) not more than a de minimis amount of the functions 
to be performed at such office is not directly related to the 
day-to-day operations at such facility. 

“(c) Atrports, Docks AND WHARVES, AND Mass COMMUTING 
FaciLities.—For purposes of subsection (a)— 

“(1) STORAGE AND TRAINING FACILITIES.—Storage or training 
facilities directly related to a facility described in paragraph (1), 
(2), or (3) of subsection (a) shall be treated as described in the 
paragraph in which such facility is described. 

“(2) EXCEPTION FOR CERTAIN PRIVATE FACILITIES.—Property 
shall not be treated as described in paragraph (1), (2), or (3) of 
subsection (a) if such property is described in any of the follow- 
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ing subparagraphs and is to be used for any private business use 
(as defined in section 141(bX6)). 

“(A) Any lodging facility. 

“(B) Any retail facility (including food and beverage 
facilities) in excess of a size necessary to serve passengers 
and employees at the exempt facility. 

“(C) Any retail facility (other than parking) for pas- 
sengers or the general public located outside the exempt 
facility terminal. 

“(D) Any office building for individuals who are not 
employees of a governmental unit or of the operating 
authority for the exempt facility. 

“(E) Any industrial park or manufacturing facility. 

“(d) QUALIFIED RESIDENTIAL RENTAL Progect.—For purposes of 
this section— 

“(1) IN GENERAL.—The term ‘qualified residential rental 
project’ means any project for residential rental property if, at 
all times during the qualified project period, such project meets 
the uirements of subparagraph (A) or (B), whichever is 
elected by the issuer at the time of the issuance of the issue with 
respect to such project: 

“(A) 20-50 test.—The project meets the requirements of 
this subparagraph if 20 percent or more of the residential 
units in such project are occupied by individuals whose 
income is 50 percent or less of area median gross income. 

“(B) 40-60 test.—The project meets the requirements of 
this subparagraph if 40 percent or more of the residential 
units in such project are occupied by individuals whose 
income is 60 percent or less of area median gross income. 

For purposes of this paragraph, any property shall not be 
treated as failing to be residential rental property merely be- 
cause part of the building in which such property is located is 
used for purposes other than residential rental purposes. 

“(2) DEFINITIONS AND SPECIAL RULES.—For purposes of this 
subsection— 

“(A) QUALIFIED PROJECT PERIOD.—The term ‘qualified 
project period’ means the period beginning on the Ist day 
on which 10 percent of the residential units in the project 
are occupied and ending on the latest of— 

“(i) the date which is 15 years after the date on which 
50 percent of the residential units in the project are 
occupied, 

“(ii) the 1st day on which no tax-exempt private 
activity bond issued with respect to the project is 
outstanding, or 

“(iii) the date on which any assistance provided with 
respect to the project under section 8 of the United 
States Housing Act of 1937 terminates. 

“(B) INCOME OF INDIVIDUALS; AREA MEDIAN GROSS 
INCOME.—The income of individuals and area median gross 
income shall be determined by the Secretary in a manner 
consistent with determinations of lower income families 
and area median gross income under section 8 of the United 
States Housing Act of 1937 (or, if such program is termi- 
nated, under such program as in effect immediately before 
such termination). Determinations under the preceding sen- 
tence shall include adjustments for family size. 
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“(3) CURRENT INCOME DETERMINATIONS.—For purposes of this 
subsection— 

“(A) IN GENERAL.—The determination of whether the 
income of a resident of a unit in a project exceeds the 
applicable income limit shall be made at least annually on 
the basis of the current income of the resident. 

“(B) CONTINUING RESIDENT'S INCOME MAY INCREASE ABOVE 
THE APPLICABLE LIMIT.—If the income of a resident of a unit 
in a project did not exceed the applicable income limit upon 
commencement of such resident's occupancy of such unit 
(or as of any prior determination under subparagraph (A)), 
the income of such resident shall be treated as continuing 
to not exceed the applicable income limit. The preceding 
sentence shall cease to apply to any resident whose income 
as of the most recent determination under subparagraph 
(A) exceeds 140 percent of the applicable income limit if 
after such determination, but before the next determina- 
tion, any residential unit of comparable or smaller size in 
the same project is occupied by a new resident whose 
income exceeds the applicable income limit. 

“(4) SPECIAL RULE IN CASE OF DEEP RENT SKEWING.— 

“(A) IN GENERAL.—In the case of any project described in 
subparagraph (B), the 2d sentence of subparagraph (B) of 
paragraph (8) shall be applied by substituting— 

“(i) ‘170 percent’ for ‘140 percent’, and 

“(ii) ‘any low-income unit in the same project is 
occupied by a new resident whose income exceeds 40 
percent of area median gross income’ for ‘any residen- 
tial unit of comparable or smaller size in the same 
project is occupied by a new resident whose income 
exceeds the applicable income limit’. 

“(B) DEEP RENT SKEWED PROJECT.—A project is described 
in this subparagraph) if the owner of the project elects to 
have this paragraph apply and, at all times during the 
qualified project period, such project meets the require- 
ments of clauses (i), (ii), and (iii): 

(i) The project meets the requirements of this clause 
if 15 percent or more of the low-income units in the 
project are occupied by individuals whose income is 40 
percent or less of area median gross income. 

“(ii) The project meets the requirements of this 
clause if the gross rent with respect to each low-income 
unit in the project does not exceed 30 percent of the 
applicable income limit which applies to individuals 
occupying the unit. 

“(iii) The project meets the requirements of this 
clause if the gross rent with respect to each low-income 
unit in the project does not exceed % of the average 
rent with respect to units of comparable size which are 
not occupied by individuals who meet the applicable 
income limit. 

“(C) DEFINITIONS APPLICABLE TO SUBPARAGRAPH (B).—For 
purposes of subparagraph (B)— 

“(i) LOW-INCOME UNIT.—The term ‘low-income unit’ 
means any unit which is required to be occupied by 
individuals who meet the applicable income limit. 

“(ii) Gross RENT.—The term ‘gross rent’ includes— 
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“(I) any payment under section 8 of the United 
States Housing Act of 1937, and 

“(ID any utility allowance determined by the 
Secretary after taking into account such deter- 
minations under such section 8. 

“(5) APPLICABLE INCOME LIMIT.—For purposes of paragraphs 
(3) and (4), the term ‘applicable income limit’ means— 

“(A) the limitation under subparagraph (A) or (B) of 
paragraph (1) which applies to the project, or 

“(B) in the case of a unit to which paragraph (4XBXi) 
applies, the limitation which applies to such unit. 

“(6) SPECIAL RULE FOR CERTAIN HIGH COST HOUSING AREA.—In 
the case of a project located in a city having 5 boroughs and a 
population in excess of 5,000,000, subparagraph (B) of paragraph 
(1) shall be applied by substituting ‘25 percent’ for ‘40 percent’. 

“(7) CERTIFICATION TO SECRETARY.—The operator of any 
project with respect to which an election was made under this 
subsection shall submit to the Secretary (at such time and in 
such manner as the Secretary shall prescribe) an annual certifi- 
cation as to whether such project continues to meet the require- 
ments of this subsection. Any failure to comply with the provi- 
sions of the preceding sentence shall not affect the tax-exempt 
status of any bond but shall subject the operator to penalty, as 
provided in section 6652(j). 

“(e) FACILITIES FOR THE FURNISHING OF WATER.—For purposes of 
subsection (a4), the term ‘facilities for the furnishing of water’ 
means any facility for the furnishing of water if— 

“(1) the water is or will be made available to members of the 
general public (including electric utility, industrial, agricul- 
tural, or commercial users), and 

“(2) either the facility is operated by a governmental unit or 
the rates for the furnishing or sale of the water have been 
established or approved by a State or political subdivision 
thereof, by an agency or instrumentality of the United States, 
or by a public service or public utility commission or other 
similar body of any State or political subdivision thereof. 

“(f) LocaAL FURNISHING OF ELEcTRIC ENERGY oR Gas.—For pur- 
poses of subsection (aX8), the local furnishing of electric energy or 
gas from a facility shall only include furnishing solely within the 
area consisting of— 

“(1) a city and 1 contiguous county, or 

“(2) 2 contiguous counties. 

“(g) Loca District HEATING oR CooLinG Faciuity.— 

“(1) IN GENERAL.—For purposes of subsection (aX9), the term 
‘local district heating or cooling facility’ means property used as 
an integral part of a local district heating or cooling system. 

“(2) LOCAL DISTRICT HEATING OR COOLING SYSTEM.— 

“(A) IN GENERAL.—For purposes of paragraph (1), the 
term ‘local district heating or cooling system’ means any 
local system consisting of a pipeline or network (which may 
be connected to a heating or cooling source) providing hot 
water, chilled water, or steam to 2 or more users for— 

“(i) residential, commercial, or industrial heating or 
cooling, or 
“(ii) process steam. 
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“(B) Loca systeM.—For purposes of this paragraph, a 
local system includes facilities furnishing heating and cool- 
ing to an area consisting of a city and 1 contiguous county. 

“(h) QUALIFIED Hazarpous Waste Faci.ities.—For purposes of 
subsection (aX10), the term ‘qualified hazardous waste facility’ 
means any facility for the disposal of hazardous waste by inciner- 
ation or entombment but only if— 

“(1) the facility is subject to final permit requirements under 
subtitle C of title II of the Solid Waste Disposal Act (as in effect 
oo date of the enactment of the Tax Reform Act of 1986), 
an 

“(2) the portion of such facility which is to be provided by the 
issue does not exceed the portion of the facility which is to be 
used by persons other than— 

“(A) the owner or operator of such facility, and 

“(B) any related person (within the meaning of section 
144(aX3)) to such owner or operator. 


“SEC. 143. MORTGAGE REVENUE BONDS: QUALIFIED MORTGAGE BOND 
AND QUALIFIED VETERANS’ MORTGAGE BOND. 


“(a) QUALIFIED MorTGAGE Bonp.— 
“(1) QUALIFIED MORTGAGE BOND DEFINED.— 

“(A) IN GENERAL.—For purposes of this title, the term 
‘qualified mortgage bond’ means a bond which is issued as 
part of a qualified mortgage issue. 

“(B) TERMINATION ON DECEMBER 31, 1988.—No bond issued 
after December 31, 1988, may be treated as a qualified 
mortgage bond. 

“(2) QUALIFIED MORTGAGE ISSUE DEFINED.— 

“(A) Derinirion.—For purposes of this title, the term 
‘qualified mortgage issue’ means an issue by a State or 
ag: subdivision thereof of 1 or more bonds, but only 
1 —- 

“(i) all proceeds of such issue (exclusive of issuance 
costs and a reasonably required reserve) are to be used 
to finance owner-occupied residences, 

“(ii) such issue meets the requirements of subsections 
(c), (d), (e), @, (g), (h), and (i), and 

“(iii) no bond which is part of such issue meets the 
private business tests of paragraphs (1) and (2) of sec- 
tion 141(b). 

“(B) Goop FAITH EFFORT TO COMPLY WITH MORTGAGE ELIGI- 
BILITY REQUIREMENTS.—An issue which fails to meet 1 or 
more of the requirements of subsections (c), (d), (e), (f), and 
(i) shall be treated as meeting such requirements if— 

“(i) the issuer in good faith attempted to meet all 
such requirements before the mortgages were executed, 

“(ii) 95 percent or more of the proceeds devoted to 
owner-financing was devoted to residences with respect 
to which (at the time the mortgages were executed) all 
such requirements were met, and 

“(iii) any failure to meet the requirements of such 
subsections is corrected within a reasonable period 
after such failure is first discovered. 

“(C) Goop FAITH EFFORT TO COMPLY WITH OTHER REQUIRE- 
MENTS.—An issue which fails to meet 1 or more of the 
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requirements of subsections (g) and (h) shall be treated as 
meeting such requirements if— 
“(i) the issuer in good faith attempted to meet all 
such requirements, and 
“(ii) any failure to meet such requirements is due to 
inadvertent error after taking reasonable steps to 
comply with such requirements. 

“(b) QUALIFIED VETERANS’ MortGaGE Bonp Derinep.—For pur- 
poses of this part, the term ‘qualified veterans’ mortgage bond’ 
means any bond— 

“(1) which is issued as part of an issue 95 percent or more of 
the net proceeds of which are to be used to provide residences 
for veterans, 

“(2) the payment of the principal and interest on which is 
secured by the general obligation of a State, 

“(3) which is part of an issue which meets the requirements of 
subsections (c), (g), (i 1), and (1), and 

“(4) which does not meet the private business tests of para- 
graphs (1) and (2) of section 141(b). 

Rules similar to the rules of subparagraphs (B) and (C) of subsection 


(a2) shall apply to the requirements specified in paragraph (3) of 
this subsection. 


“(c) RESIDENCE REQUIREMENTS.— 

“(1) For A RESIDENCE.—A residence meets the requirements of 
this subsection only if— 

“(A) it is a single-family residence which can reasonably 
be expected to become the principal residence of the mort- 
gagor within a reasonable time after the financing is pro- 
vided, and 

“(B) it is located within the jurisdiction of the authority 
issuing the bond. 

“(2) For AN ISSUE.—An issue meets the requirements of this 
subsection only if all of the residences for which owner-financ- 
ing is provided under the issue meet the requirements of para- 
graph (1). 

“(d) 3- YEAR REQUIREMENT.— 

“(1) IN GENERAL.—An issue meets the requirements of this 
subsection only if 95 percent or more of the net proceeds of such 
issue are used to finance the residences of mortgagors who had 
no present ownership interest in their principal residences at 
any time during the 3-year period ending on the date their 
mortgage is executed. 

“(2) EXCEPTIONS.—For purposes of paragraph (1), the proceeds 
of an issue which are used to provide— 

“(A) financing with respect to targeted area residences, 
and 

“(B) qualified home improvement loans and qualified 
rehabilitation loans, 

shall be treated as used as described in paragraph (1). 

“(3) MORTGAGOR’S INTEREST IN RESIDENCE BEING FINANCED.— 
For purposes of paragraph (1), a mortgagor’s interest in the 
residence with respect to which the financing is being provided 
shall not be taken into account. 

“(e) PURCHASE PRICE REQUIREMENT.— 

“(1) IN GENERAL.—An issue meets the requirements of this 
subsection only if the acquisition cost of each residence the 
owner-financing of which is provided under the issue does not 
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exceed 90 percent of the average area purchase price applicable 
to such residence. 

“(2) AVERAGE AREA PURCHASE PRICE.—For purposes of para- 
graph (1), the term ‘average area purchase price’ means, with 
respect to any residence, the average purchase price of single 
family residences (in the statistical area in which the residence 
is located) which were purchased during the most recent 12- 
month period for which sufficient statistical information is 
available. The determination under the preceding sentence 
shall be made as of the date on which the commitment to 
provide the financing is made (or, if earlier, the date of the 
purchase of the residence). 

“(3) SEPARATE APPLICATION TO NEW RESIDENCES AND OLD RESI- 
DENCES.—F or purposes of this subsection, the determination of 
average area purchase price shall be made separately with 
respect to— 

My residences which have not been previously occupied, 
an 
“(B) residences which have been previously occupied. 

“(4) SPECIAL RULE FOR 2 TO 4 FAMILY RESIDENCES.—For pur- 
poses of this subsection, to the extent provided in regulations, 
the determination of average area purchase price shall be made 
separately with respect to 1 family, 2 family, 3 family, and 4 
family residences. 

“(5) SPECIAL RULE FOR TARGETED AREA RESIDENCES.—In the 
case of a targeted area residence, paragraph (1) shall be applied 
by substituting ‘110 percent’ for ‘90 percent’. 

“(6) EXCEPTION FOR QUALIFIED HOME IMPROVEMENT LOANS.— 
Paragraph (1) shall not apply with respect to any qualified home 
improvement loan. 


“(f) INCOME REQUIREMENTS.— 


“(1) IN GENERAL.—An issue meets the requirements of this 
subsection only if all owner-financing provided under the issue 
is provided for mortgagors whose family income is 115 percent 
or less of the applicable median family income. 

“(2) DETERMINATION OF FAMILY INCOME.—For purposes of this 
subsection, the family income of mortgagors, and area median 
gross income, shall be determined by the Secretary after taking 
into account the regulations prescribed under section 8 of the 
United States Housing Act of 1937 (or, if such program is 
terminated, under such program as in effect immediately before 
such termination). 

“(3) SPECIAL RULE FOR APPLYING PARAGRAPH (1) IN THE CASE 
OF TARGETED AREA RESIDENCES.—In the case of any financing 
provided under any issue for targeted area residences— 

“(A) ¥s of the amount of such financing may be provided 
without regard to paragraph (1), and 

“(B) paragraph (1) shall be treated as satisfied with re- 
spect to the remainder of the owner financing if the family 
income of the mortgagor is 140 percent or less of the 
applicable median family income. 

“(4) APPLICABLE MEDIAN FAMILY INCOME.—For purposes of this 
subsection, the term ‘applicable median family income’ means, 
with respect to a residence, whichever of the following is the 
greater: 

“(A) the area median gross income for the area in which 
such residence is located, or 
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“(B) the statewide median gross income for the State in 
which such residence is located. 
“(g) REQUIREMENTS RELATED TO ARBITRAGE.— 

“(1) IN GENERAL.—An issue meets the requirements of this 
subsection only if such issue meets the requirements of para- 
graphs (2) and (3) of this subsection. Such requirements shall be 
in addition to the requirements of section 148 (other than 
subsection (f) thereof). 

“(2) EFFECTIVE RATE OF MORTGAGE INTEREST CANNOT EXCEED 
BOND YIELD BY MORE THAN 1.125 PERCENTAGE POINTS.— 

“(A) IN GENERAL.—An issue shall be treated as meeting 
the requirements of this paragraph only if the excess of— 

“(i) the effective rate of interest on the mortgages 
provided under the issue, over 

“(ii) the yield on the issue, 

is not greater than 1.125 percentage points. 
“(B) EFFECTIVE RATE OF MORTGAGE INTEREST.— 

“(i) IN GENERAL.—In determining the effective rate of 
interest on any mortgage for purposes of this para- 
graph, there shall be taken into account all fees, 
charges, and other amounts borne by the mortgagor 
which are attributable to the mortgage or to the bond 
issue. 

“(ii) SPECIFICATION OF SOME OF THE AMOUNTS TO BE 
TREATED AS BORNE BY THE MORTGAGOR.—For purposes of 
clause (i), the following items (among others) shall be 
treated as borne by the mortgagor: 

“(I) all points or similar charges paid by the 
seller of the property, and 

“(II the excess of the amounts received from any 
person other than the mortgagor by any person in 
connection with the acquisition of the mortgagor’s 
interest in the property over the usual and reason- 
able acquisition costs of a person acquiring like 
property where owner-financing is not provided 
through the use of qualified mortgage bonds or 
qualified veterans’ mortgage bonds. 

“(ili) SPECIFICATION OF SOME OF THE AMOUNTS TO BE 
TREATED AS NOT BORNE BY THE MORTGAGOR.—For pur- 
poses of clause (i), the following items shall not be 
taken into account: 

“(D) any expected rebate of arbitrage profits, and 
“(II) any application fee, survey fee, credit report 
fee, insurance charge, or similar amount to the 
extent such amount does not exceed amounts 
charged in such area in cases where owner-financ- 
ing is not provided through the use of qualified 
ener bonds or qualified veterans’ mortgage 
n 


Subclause (II) shall not apply to origination fees, points, 
or similar amounts. 
“(iv) PREPAYMENT ASSUMPTIONS.—In determining the 
effective rate of interest— 
“() it shall be assumed that the mortgage 
prepayment rate will be the rate set forth in the 
most recent applicable mortgage maturity experi- 
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ence table published by the Federal Housing 
Administration, and 

“(II) prepayments of principal shall be treated 
as received on the last day of the month in which 
the issuer reasonably expects to receive such 
prepayments. 

“(C) YIELD ON THE ISSUE.—F or purposes of this subsection, 
the yield on an issue shall be determined on the basis of— 

“(i) the issue price (within the meaning of sections 
1273 and 1274), and 

“(ii) an expected maturity for the bonds which is 
consistent with the assumptions required under 
subparagraph (B\iv). 

‘(3) ARBITRAGE AND INVESTMENT GAINS TO BE USED TO REDUCE 
COSTS OF OWNER-FINANCING.— 

“(A) IN GENERAL.—An issue shall be treated as meeting 
the requirements of this paragraph only if an amount equal 
to the sum of— 

“(i) the excess of— 

“(I) the amount earned on all nonpurpose invest- 
ments (other than investments attributable to an 
excess described in this clause), over 

“(II) the amount which would have been earned 
if such investments were invested at a rate equal 
to the yield on the issue, plus 

“(ii) any income attributable to the excess described 
in clause (i), 

is paid or credited to the mortgagors as rapidly as may be 
practicable. 

“(B) INVESTMENT GAINS AND LOSSES.—For purposes of 
subparagraph (A), in determining the amount earned on all 
nonpurpose investments, any gain or loss on the disposition 
of such investments shall be taken into account. 

“(C) REDUCTION WHERE ISSUER DOES NOT USE FULL 1.125 
PERCENTAGE POINTS UNDER PARAGRAPH (2) .— 

“(j) IN GENERAL.—The amount required to be paid or 
credited to mortgagors under subparagraph (A) (deter- 
mined under this paragraph without regard to this 
subparagraph) shall be reduced by the unused para- 
graph (2) amount. 

“(ii) UNUSED PARAGRAPH (2) AMOUNT.—For purposes 
of clause (i), the unused paragraph (2) amount is the 
amount which (if it were treated as an interest pay- 
ment made by mortgagors) would result in the excess 
referred to in paragraph (2A) being equal to 1.125 
percentage points. Such amount shall be fixed and 
determined as of the yield determination date. 

“(D) ELECTION TO PAY UNITED STATES.—Subparagraph (A) 
shall be satisfied with respect to any issue if the issuer 
— before issuing the bonds to pay over to the United 

tates— 

“(i) not less frequently than once each 5 years after 
the date of issue, an amount equal to 90 percent of the 
aggregate amount which would be required to be paid 
or credited to mortgagors under subparagraph (A) (and 
not theretofore paid to the United States), and 
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“(ii) not later than 60 days after the redemption of 
the last bond, 100 percent of such aggregate amount 
not theretofore paid to the United States. 

“(E) SIMPLIFIED ACCOUNTING.—The Secretary shall permit 
any simplified system of accounting for purposes of this 
paragraph which the issuer establishes to the satisfaction of 
the retary will assure that the purposes of this para- 
graph are carried out. 

“(F) NONPURPOSE INVESTMENT.—For purposes of this 
paragraph, the term ‘nonpurpose investment’ has the 
meaning given such term by section 148(f\(6)(A). 

ante PorTION OF LOANS REQUIRED To BE PLACED IN TARGETED 
REAS.— 

“(1) IN GENERAL.—An issue meets the requirements of this 
subsection only if at least 20 percent of the proceeds of the issue 
which are devoted to providing owner-financing is made avail- 
able (with reasonable diligence) for owner-financing of targeted 
area residences for at least 1 year after the date on which 
owner-financing is first made available with respect to targeted 
area residences. 

“(2) Lim1TaTION.—Nothing in paragraph (1) shall be treated as 
requiring the making available of an amount which exceeds 40 
percent of the average annual aggregate principal amount of 
mortgages executed during the immediately pee 3 
calendar years for single-family, owner-occupied residences 
located in targeted areas within the jurisdiction of the issuing 
authority. 

“(ij) OrHER REQUIREMENTS.— 

“(1) MORTGAGES MUST BE NEW MORTGAGES.— 

“(A) IN GENERAL.—An issue meets the requirements of 
this subsection only if no part of the proceeds of such issue 
is used to acquire or replace existing mortgages. 

“(B) Exceptions.—Under regulations prescribed by the 
Secretary, the replacement of— 

“(i) construction period loans, 

_ “Gi ge loans or similar temporary initial financ- 
ing, an 

(iii) in the case of a qualified rehabilitation, an 
existing mortgage, 

shall not be treated as the acquisition or replacement of an 
existing mortgage for purposes of subparagraph (A). 

“(2) CERTAIN REQUIREMENTS MUST BE MET WHERE MORTGAGE IS 
ASSUMED.—An issue meets the requirements of this subsection 
only if each mortgage with respect to which owner-financing 
has been provided under such issue may be assumed only if the 
requirements of subsections (c), (d), and (e), and the require- 
ments of paragraph (1) or (3XB) of subsection (f) (whichever 
applies), are met with respect to such assumption. 

“(j) TARGETED AREA RESIDENCES.— 

“(1) IN GENERAL.—For purposes of this section, the term 
‘targeted area residence’ means a residence in an area which is 
either— 

“(A) a qualified census tract, or 

“(B) an area of chronic economic distress. 

“(2) QUALIFIED CENSUS TRACT.— 

“(A) IN GENERAL.—For purposes of paragraph (1), the 
term ‘qualified census tract’ means a census tract in which 
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70 percent or more of the families have income which is 80 
percent or less of the statewide median family income. 
“(B) Data usED.—The determination under subparagraph 
(A) shall be made on the basis of the most recent decennial 
census for which data are available. 
“(3) AREA OF CHRONIC ECONOMIC DISTRESS.— 

“(A) IN GENERAL.—For purposes of paragraph (1), the 
term ‘area of chronic economic distress’ means an area of 
chronic economic distress— 

“(i) designated by the State as meeting the standards 
established by the State for purposes of this subsection, 
and 

“(ii) the designation of which has been approved by 
the Secretary and the Secretary of Housing and Urban 
Development. 

“(B) CRITERIA TO BE USED IN APPROVING STATE DESIGNA- 
TIONS.—The criteria used by the Secretary and the Sec- 
retary of Housing and Urban Development in evaluating 
any proposed designation of an area for purposes of this 
subsection shall be— 

“(i) the condition of the housing stock, including the 
age of the housing and the number of abandoned and 
substandard residential units, 

“(ii) the need of area residents for owner-financing 
under this section, as indicated by low per capita 
income, a high percentage of families in poverty, a high 
number of welfare recipients, and high unemployment 
rates, 

“(iii) the potential for use of owner-financing under 
section to improve housing conditions in the area, 
an 

“(iv) the existence of a housing assistance plan which 
provides a displacement program and a public improve- 
ments and services program. 

“(k) OTHER DEFINITIONS AND SPECIAL RuLES.—For purposes of this 
section— 
“(1) MortGace.—The term ‘mortgage’ means any owner- 
financing. 
“(2) STATISTICAL AREA.— 

“(A) IN GENERAL.—The term ‘statistical area’ means— 

“(i) a metropolitan statistical area, and 

“(ii) any county (or the portion thereof) which is not 
within a metropolitan statistical area. 

“(B) METROPOLITAN STATISTICAL AREA.—The term ‘metro- 
politan statistical area’ includes the area defined as such by 
the Secretary of Commerce. 

“(C) DESIGNATION WHERE ADEQUATE STATISTICAL INFORMA- 
TION NOT AVAILABLE.—For purposes of this paragraph, if 
there is insufficient recent statistical information with re- 
spect to a county (or portion thereof) described in subpara- 
graph (A\ii), the Secretary may substitute for such county 
(or portion thereof) another area for which there is suffi- 
cient recent statistical information. 

“(D) DESIGNATION WHERE NO COUNTY.—In the case of any 
portion of a State which is not within a county, subpara- 
graphs (A\ii) and (C) shall be applied by substituting for 
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‘county’ an area designated by the Secretary which is the 
equivalent of a county. 

“(3) ACQUISITION COST.— 

“(A) IN GENERAL.—The term ‘acquisition cost’ means the 
cost of acquiring the residence as a completed residential 
unit. 

“(B) ExcepTIONS.—The term ‘acquisition cost’ does not 
include— 

“(i) usual and reasonable settlement or financing 
costs, 

“(ii) the value of services performed by the mortgagor 
or members of his family in completing the residence, 
and 

“(iii) the cost of land which has been owned by the 
mortgagor for at least 2 years before the date on which 
construction of the residence begins. 

“(C) SPECIAL RULE FOR QUALIFIED REHABILITATION 
LOANS.—In the case of a qualified rehabilitation loan, for 
purposes of subsection (e), the term ‘acquisition cost’ in- 
cludes the cost of the rehabilitation. 

“(4) QUALIFIED HOME IMPROVEMENT LOAN.—The term ‘quali- 
fied home improvement loan’ means the financing (in an 
amount which does not exceed $15,000)— 

“(A) of alterations, repairs, and improvements on or in 
connection with an existing residence by the owner thereof, 
but 

“(B) only of such items as substantially protect or im- 
prove the basic livability or energy efficiency of the prop- 
erty. 

“(5) QUALIFIED REHABILITATION LOAN.— 

“(A) IN GENERAL.—The term ‘qualified rehabilitation 
loan’ means any owner-financing provided in connection 
with— 

“(i) a qualified rehabilitation, or 

“(ii) the acquisition of a residence with respect to 
which there has been a qualified rehabilitation, 

but only if the mortgagor to whom such financing is pro- 
vided is the first resident of the residence after the comple- 
tion of the rehabilitation. 

“(B) QUALIFIED REHABILITATION.—For purposes of 
subparagraph (A), the term ‘qualified rehabilitation’ means 
any rehabilitation of a building if— 

“(i) there is a period of at least 20 years between the 
date on which the building was first used and the date 
on which the physical work on such rehabilitation 
begins, 

“(ii) in the rehabilitation process— 

“(I) 50 percent or more of the existing external 
walls of such building are retained in place as 
external walls, 

“(II) 75 percent or more of the existing external 
walls of such building are retained in place as 
internal or external walls, and 

“(III) 75 percent or more of the existing internal 
structural framework of such building is retained 
in place, and 
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“(iii) the expenditures for such rehabilitation are 25 
percent or more of the mortgagor’s adjusted basis in 
the residence. 

For purposes of clause (iii), the mortgagor’s adjusted basis 
shall be determined as of the completion of the rehabilita- 
tion or, if later, the date on which the mortgagor acquires 
the residence. 

“(6) DETERMINATIONS ON ACTUARIAL BASIS.—All determina- 
tions of yield, effective interest rates, and amounts required to 
be paid or credited to mortgagors or paid to the United States 
under subsection (g) shall be made on an actuarial basis taking 
into account the present value of money. 

“(7) SINGLE-FAMILY AND OWNER-OCCUPIED RESIDENCES INCLUDE 
CERTAIN RESIDENCES WITH 2 TO 4 UNITS.—Except for purposes of 
subsection (h\(2), the terms ‘single-family’ and ‘owner-occupied’, 
when used with respect to residences, include 2, 3, or 4 family 
residences— 

“(A) one unit of which is occupied by the owner of the 
units, and 

“(B) which were first occupied at least 5 years before the 
mortgage is executed. 

“(8) COOPERATIVE HOUSING CORPORATIONS.— 

“(A) IN GENERAL.—In the case of any cooperative housing 
corporation— 

“(i) each dwelling unit shall be treated as if it were 
actually owned by the person entitled to occupy such 
dwelling unit by reason of his ownership of stock in the 
corporation, and 

“(ii) any indebtedness of the corporation allocable to 
the dwelling unit shall be treated as if it were indebted- 
ness of the shareholder entitled to occupy the dwelling 
unit. 

“(B) ADJUSTMENT TO TARGETED AREA REQUIREMENT.—In 
the case of any issue to provide financing to a cooperative 
housing corporation with respect to cooperative housing not 
located in a targeted area, to the extent oe in regula- 
tions, such issue may be combined with 1 or more other 
issues for purposes of determining whether the require- 
ments of subsection (h) are met. 

“(C) COOPERATIVE HOUSING CORPORATION.—The term ‘co- 
operative housing corporation’ has the meaning given to 
such term by section 216(b\(1). 

“(9) TREATMENT OF LIMITED EQUITY COOPERATIVE HOUSING.— 

“(A) TREATMENT AS RESIDENTIAL RENTAL PROPERTY.— 
Except as provided in subparagraph (B), for purposes of this 
part— 

“(i) any limited equity cooperative housing shall be 
treated as residential rental property and not as owner- 
occupied housing, and 

“(ii) bonds issued to provide such housing shall be 
subject to the same uirements and limitations as 
bonds the proceeds of which are to be used to provide 
qualified residential rental projects (as defined in sec- 
tion 142(d)). 

“(B) BONDS SUBJECT TO QUALIFIED MORTGAGE BOND TERMI- 
NATION DATE.—Subparagraph (A) shall not apply to any 
bond issued after the date specified in subsection (a)(1\B). 
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“(C) LIMITED EQUITY COOPERATIVE HOUSING.—For purposes 
of this paragraph, the term ‘limited equity cooperative 
housing’ means any dwelling unit which a person is entitled 
to occupy by reason of his ownership of stock in a qualified 
cooperative housing corporation. 

“(D) QUALIFIED COOPERATIVE HOUSING CORPORATION.—For 
purposes of this paragraph, the term ‘qualified cooperative 
housing corporation’ means any cooperative housing cor- 
poration (as defined in section 216(b\1)) if— 

“(i) the consideration paid for stock held by any 
stockholder entitled to occupy any house or apartment 
in a building owned or leased by the corporation may 
not exceed the sum of— 

“(I) the consideration paid for such stock by the 
first such stockholder, as adjusted by a cost-of- 
living adjustment determined by the Secretary, 

“(II) payments made by any stockholder for 
improvements to such house or apartment, and 

“(III) payments (other than amounts taken into 
account under subclause (I) or (II)) attributable to 
any stockholder to amortize the principal of the 
corporation’s indebtedness arising from the ac- 
quisition or development of real property, includ- 
ing improvements thereof, 

“(ii) the value of the corporation’s assets (reduced by 
any corporate liabilities), to the extent such value ex- 
ceeds the combined transfer values of the outstanding 
corporate stock, shall be used only for public benefit or 
charitable purposes, or directly to benefit the corpora- 
tion itself, and shall not be used directly to benefit any 
stockholder, and 

“(iii) at the time of issuance of the issue, such cor- 
poration makes an election under this paragraph. 

“(E) EFFECT OF ELECTION.—If a cooperative housing cor- 
poration makes an election under this paragraph, section 
216 shall not apply with respect to such corporation (or any 
successor thereof) during the qualified project period (as 
defined in section 142(d)(2)). 

“(F) CORPORATION MUST CONTINUE TO BE QUALIFIED CO- 
OPERATIVE.—Subparagraph (A)i) shall not apply to limited 
equity cooperative housing unless the cooperative housing 
corporation continues to be a qualified cooperative housing 
corporation at all times during the qualified project period 
(as defined in section 142(d)\(2)). 

“(G) ELECTION IRREVOCABLE.—Any election under this 
paragraph, once made, shall be irrevocable. 

“(1) ADDITIONAL REQUIREMENTS FOR QUALIFIED VETERANS Mort- 
GAGE Bonps.—An issue meets the requirements of this subsection 
only if it meets the requirements of paragraphs (1), (2), and (3). 

“(1) VETERANS TO WHOM FINANCING MAY BE PROVIDED.—An 
issue meets the requirements of this paragraph only if each 
mortgagor to whom financing is provided under the issue is a 
qualified veteran. 

“(2) REQUIREMENT THAT STATE PROGRAM BE IN EFFECT BEFORE 
JUNE 22, 1984.—An issue meets the requirements of this para- 
graph only if it is a general obligation of a State which issued 
qualified veterans’ mortgage bonds before June 22, 1984. 
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“(3) VOLUME LIMITATION. — 

“(A) IN GENERAL.—An issue meets the requirements of 
this paragraph only if the aggregate amount of bonds issued 
pursuant thereto (when added to the aggregate amount of 
qualified veterans’ mortgage bonds previously issued by the 
State during the calendar year) does not exceed the State 
veterans limit for such calendar year. 

“(B) STATE VETERANS LIMIT.—A State veterans limit for 
any calendar year is the amount equal to— 

“(i) the aggregate amount of qualified veterans bonds 
issued by such State during the period beginning on 
January 1, 1979, and ending on June 22, 1984 (not 
including the amount of any qualified veterans bond 
issued by such State during the calendar year (or por- 
tion thereof) in such period for which the amount of 
such bonds so issued was the lowest), divided by 

“(ii) the number (not to exceed 5) of calendar years 
after 1979 and before 1985 during which the State 
issued qualified veterans bonds (determined by only 
taking into account bonds issued on or before June 22, 
1984). 

“(C) TREATMENT OF REFUNDING ISSUES.— 

“(i) IN GENERAL.—For pur of subparagraph (A), 
the term ‘qualified veterans’ mortgage bond’ shall not 
include any bond issued to refund another bond but 
only if the maturity date of the refunding bond is not 
later than the later of— 

“(I) the maturity date of the bond to be refunded, 


r 
“(II the date 32 years after the date on which 
the refunded bond was issued (or in the case of a 
series of refundings, the date on which the original 
bond was issued). 
The preceding sentence shall apply only to the extent 
that the amount of the refunding bond does not exceed 
the outstanding amount of the refunded bond. 

“(ii) EXCEPTION FOR ADVANCE REFUNDING.—Clause (i) 
shall not apply to any bond issued to advance refund 
another bond. 

“(4) QUALIFIED VETERAN.—For purposes of this subsection, the 
term ‘qualified veteran’ means any veteran— 
“(A) who served on active duty at some time before 
January 1, 1977, and 
“(B) who applied for the financing before the later of— 

“(i) the date 30 years after the last date on which 
such veteran left active service, or 

“(ii) January 31, 1985. 

‘“(5) SPECIAL RULE FOR CERTAIN SHORT-TERM BONDS.—In the 
case of any bond— 
“(A) which has a term of 1 year or less, 
“(B) which is authorized to be issued under O.R.S. 407.435 
(as in effect on the date of the enactment of this subsection), 
to provide financing for property taxes, and 
“(C) which is redeemed at the end of such term, 
the amount taken into account under this subsection with 
respect to such bond shall be %s of its principal amount. 
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“SEC. 144. QUALIFIED SMALL ISSUE BOND; QUALIFIED STUDENT LOAN 
BOND; QUALIFIED REDEVELOPMENT BOND. 


“(a) QUALIFIED SMALL IssuE Bonp.— 

“(1) IN GENERAL.—For purposes of this part, the term ‘quali- 
fied small issue bond’ means any bond issued as part of an issue 
the aggregate authorized face amount of which is $1,000,000 or 
= — 95 percent or more of the net proceeds of which are to 

u — 

“(A) for the acquisition, construction, reconstruction, or 
improvement of land or property of a character subject to 
the allowance for depreciation, or 

“(B) to redeem part or all of a prior issue which was 
issued for purposes described in subparagraph (A) or this 
subparagraph. 

“(2) CERTAIN PRIOR ISSUES TAKEN INTO ACCOUNT.—If— 

“(A) the proceeds of 2 or more issues of bonds (whether or 
not the issuer of each such issue is the same) are or will be 
used primarily with respect to facilities located in the same 
incorporated municipality or located in the same county 
(but not in any incorporated municipality), 

“(B) the principal user of such facilities is or will be the 
same person or 2 or more related persons, and 

“(C) but for this paragraph, paragraph (1) (or the cor- 
responding provision of prior law) would apply to each such 
issue, 

then, for purposes of paragraph (1), in determining the aggre- 
gate face amount of any later issue there shall be taken into 
account the aggregate face amount of tax-exempt bonds issued 
under all prior such issues and outstanding at the time of such 
later issue (not including as outstanding any bond which is to be 
redeemed (other than in an advance refunding) from the net 
proceeds of the later issue). 

“(3) RELATED PERSONS.—For purposes of this subsection, a 
person is a related person to another person if— 

“(A) the relationship between such persons would result 
in a disallowance of losses under section 267 or 707(b), or 

“(B) such persons are members of the same controlled 
group of corporations (as defined in section 1563(a), except 
that ‘more than 50 percent’ shall be substituted for ‘at least 
80 percent’ each place it appears therein). 

“(4) $10,000,000 Limit IN CERTAIN CASES.— 

“(A) IN GENERAL.—At the election of the issuer with 
respect to any issue, this subsection shall be applied— 

“(i) by substituting ‘$10,000,000’ for ‘$1,000,000’ in 
paragraph (1), and 

“(ii) in determining the aggregate face amount of 
such issue, by taking into account not only the amount 
described in paragraph (2), but also the aggregate 
amount of capital expenditures with respect to facili- 
ties described in subparagraph (B) paid or incurred 
during the 6-year period beginning 3 years before the 
date of such issue and ending 3 years after such date 
(and financed otherwise than out of the proceeds of 
outstanding tax-exempt issues to which paragraph (1) 
(or the corresponding provision of prior law) applied), 
as if the aggregate amount of such capital expenditures 
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constituted the face amount of a prior outstanding 
issue described in paragraph (2). 

“(B) FACILITIES TAKEN INTO ACCOUNT.—For purposes of 
subparagraph (A)ii), the facilities described in this subpara- 
graph are facilities— 

“(i) located in the same incorporated municipality or 
located in the same county (but not in any incorporated 
municipality), and 

“(ii) the principal user of which is or will be the same 
person or 2 or more related persons. 

For purposes of clause (i), the determination of whether or 
not facilities are located in the same governmental unit 
shall be made as of the date of issue of the issue in question. 

“(C) CERTAIN CAPITAL EXPENDITURES NOT TAKEN INTO AC- 
counT.—For purposes of subparagraph (A\ii), any capital 
expenditure— 

“(i) to replace property destroyed or damaged by fire, 
storm, or other casualty, to the extent of the fair 
market value of the property replaced, 

“(ii) required by a change made after the date of issue 
of the issue in question in a Federal or State law or 
local ordinance of general application or required by a 
change made after such date in rules and regulations of 
general application issued under such a law or 
ordinance, 

“(iii) required by circumstances which could not be 
reasonably foreseen on such date of issue or arising out 
of a mistake of law or fact (but the aggregate amount of 
expenditures not taken into account under this clause 
with respect to any issue shall not exceed $1,000,000), 


or 
“(iv) described in clause (i) or (ii) of section 41(b)(2)(A) 
for which a deduction was allowed under section 174(a), 
shall not be taken into account. 

“(D) LIMITATION ON LOSS OF TAX EXEMPTION.—In applying 
subparagraph (A)ii) with respect to capital expenditures 
made after the date of any issue, no bond issued as a part of 
such issue shall cease to be treated as a qualified small 
issue bond by reason of any such expenditure for any period 
before the date on which such expenditure is paid or 
incurred. 

“(E) CERTAIN REFINANCING ISSUES.—In the case of any 
issue described in paragraph (1B), an election may be 
made under subparagraph (A) of this paragraph only if all 
of the prior issues being redeemed are issues to which 
paragraph (1) (or the corresponding provision of prior law) 
applied. In applying subparagraph (A\ii) with respect to 
such a refinancing issue, capital expenditures shall be 
taken into account only for purposes of determining 
whether the prior issues being redeemed qualified (and 
would have continued to qualify) under paragraph (1) (or 
the corresponding provision of prior law). 

‘“(F) AGGREGATE AMOUNT OF CAPITAL EXPENDITURES 
WHERE THERE IS URBAN DEVELOPMENT ACTION GRANT.—In 
the case of any issue 95 percent or more of the net proceeds 
of which are to be used to provide facilities with respect to 
which an urban development action grant has been made 
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under section 119 of the Housing and Community Develop- 
ment Act of 1974, capital expenditures of not to exceed 
$10,000,000 shall not be taken into account for purposes of 
applying subparagraph (A\(ii). 

“(5) ISSUES FOR RESIDENTIAL PURPOSES.—This subsection shall 
not apply to any bond issued as part of an issue 5 percent or 
more of the net proceeds of which are to be used directly or 
indirectly to provide residential real property for family units. 

“(6) LIMITATIONS ON TREATMENT OF BONDS AS PART OF THE 
SAME ISSUE.— 

“(A) IN GENERAL.—For purposes of this subsection, sepa- 
rate lots of bonds which (but for this subparagraph) would 
be treated as part of the same issue shall be treated as 
separate issues unless the proceeds of such lots are to be 
used with respect to 2 or more facilities— 

“(i) which are located in more than 1 State, or 

“(ii) which have, or will have, as the same principal 
user the same person or related persons. 

“(B) FRANCHISES.—For purposes of subparagraph (A), a 
person (other than a governmental unit) shall be considered 
a principal user of a facility if such person (or a group of 
related persons which includes such person)— 

“(i) guarantees, arranges, participates in, or assists 
with the issuance (or pays any portion of the cost of 
issuance) of any bond the proceeds of which are to be 
used to finance or refinance such facility, and 

“(ii) provides any property, or any franchise, trade- 
mark, or trade name (within the meaning of section 
1253), which is to be used in connection with such 
facility. 

“(7) SUBSECTION NOT TO APPLY IF BONDS ISSUED WITH CERTAIN 
OTHER TAX-EXEMPT BONDS.—This subsection shall not apply to 
any bond issued as part of an issue (other than an issue to which 
paragraph (4) applies) if the interest on any other bond which is 
part of such issue is excluded from gross income under any 
provision of law other than this subsection. 

“(8) RESTRICTIONS ON FINANCING CERTAIN FACILITIES.—This 
subsection shall not apply to an issue if— 

“(A) more than 25 percent of the net proceeds of the issue 
are to be used to provide a facility the primary purpose of 
which is one of the following: retail food and beverage 
services, automobile sales or service, or the provision of 
recreation or entertainment; or 

“(B) any portion of the proceeds of the issue is to be used 
to provide the following: any private or commercial golf 
course, country club, massage parlor, tennis club, skating 
facility (including roller skating, skateboard, and ice skat- 
ing), racquet sports facility (including any handball or 
racquetball court), hot tub facility, suntan facility, or race- 
track. 

“(9) AGGREGATION OF ISSUES WITH RESPECT TO SINGLE 
PROJECT.—For purposes of this subsection, 2 or more issues part 
or all of the net proceeds of which are to be used with respect to 
a single building, an enclosed shopping mall, or a strip of offices, 
stores, or warehouses using substantial common facilities shall 
be treated as 1 issue (and any person who is a principal user 
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with respect to any of such issues shall be treated as a principal 
user with respect to the aggregated issue). 
“(10) AGGREGATE LIMIT PER TAXPAYER.— 

“(A) IN GENERAL.—This subsection shall not apply to any 
issue if the aggregate authorized face amount of such issue 
allocated to any test-period beneficiary (when increased by 
the outstanding tax-exempt facility-related bonds of such 
beneficiary) exceeds $40,000,000. 

“(B) OUTSTANDING TAX-EXEMPT FACILITY-RELATED BONDS.— 

“(i) IN GENERAL.—For purposes of applying subpara- 

graph (A) with respect to any issue, the outstanding 

tax-exempt facility-related bonds of any person who is a 

test-period beneficiary with respect to such issue is the 

aggregate amount of tax-exempt bonds referred to in 
clause (ii)— 

“(I) which are allocated to such beneficiary, and 

“(ID which are outstanding at the time of such 

later issue (not including as outstanding any bond 

which is to be redeemed (other than in an advance 

refunding) from the net proceeds of the later issue). 

“(ii) BONDS TAKEN INTO ACCOUNT.—For purposes of 

clause (i), the bonds referred to in this clause are— 
“(I exempt facility bonds, qualified small issue 
bonds, and qualified redevelopment bonds, and 
“(UD industrial development bonds (as defined in 
section 103(bX2), as in effect on the day before the 
date of the enactment of the Tax Reform Act of 
1986) to which section 141(a) does not apply. 

“(C) ALLOCATION OF FACE AMOUNT OF ISSUE.— 

“(i) IN GENERAL.—Except as otherwise provided in 
regulations, the portion of the face amount of an issue 
allocated to any test-period beneficiary of a facility 
financed by the proceeds of such issue (other than an 
owner of such facility) is an amount which bears the 
same relationship to the entire face amount of such 
issue as the portion of such facility used by such bene- 
ficiary bears to the entire facility. 

“(ii) OwNERS.—Except as otherwise provided in regu- 
lations, the portion of the face amount of an issue 
allocated to any test-period beneficiary who is an owner 
of a facility financed by the proceeds of such issue is an 
amount which bears the same relationship to the entire 
face amount of such issue as the portion of such facility 
owned by such beneficiary bears to the entire facility. 

“(D) TEST-PERIOD BENEFICIARY.—For purposes of this para- 
graph, except as provided in regulations, the term ‘test- 
period beneficiary’ means any person who is an owner or a 
principal user of facilities being financed by the issue at 
7 time during the 3-year period beginning on the later 
0 — 

“(i) the date such facilities were placed in service, or 

“(ii) the date of issue. 


‘“(E) TREATMENT OF RELATED PERSONS.—For purposes of 
this paragraph, all persons who are related (within the 


meaning of paragraph (3)) to each other shall be treated as 
1 person. 
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“(11) LIMITATION ON ACQUISITION OF DEPRECIABLE FARM PROP- 
ERTY.— 

“(A) IN GENERAL.—This subsection shall not apply to any 
issue if more than $250,000 of the net proceeds of such issue 
are to be used to provide depreciable farm property with 
respect to which the principal user is or will be the same 
person or 2 or more related persons. 

“(B) DEPRECIABLE FARM PROPERTY.—For purposes of this 
paragraph, the term ‘depreciable farm property’ means 
property of a character subject to the allowance for depre- 
ciation which is to be used in a trade or business of farming. 

“(C) PRIOR ISSUES TAKEN INTO ACCOUNT.—In determining 
the amount of proceeds of an issue to be used as described 
in subparagraph (A), there shall be taken into account the 
aggregate amount of each prior issue to which paragraph 
(1) (or the corresponding provisions of prior law) applied 
which were or will be so used. 

“(12) TERMINATION DATES.— 

“(A) IN GENERAL.—This subsection shall not apply to— 

“(i) any bond (other than a bond described in clause 
(ii)) issued after December 31, 1986, or 

“(ii) any bond issued to refund a bond issued on or 
before such date unless— 

“(I the refunding bond has a maturity date not 
later than the maturity date of the refunded bond, 

“(II the amount of the refunding bond does not 
er the outstanding amount of the refunded 

nd, 

“(III the interest rate on the refunding bond is 
ad than the interest rate on the refunded bond, 
an 

“(IV) the net proceeds of the refunding bond are 
used to redeem the refunded bond not later than 90 
~~ after the date of the issuance of the refunding 

nd. 

“(B) BoNDs ISSUED TO FINANCE MANUFACTURING FACILITIES 
AND FARM PROPERTY.—In the case of any bond issued as part 
of an issue 95 percent or more of the net proceeds of which 
are to be used to provide— 

“(i) any manufacturing facility, or 

“(ii) any land or property in accordance with section 
147(cX{2), 

subparagraph (A) shall be applied by substituting ‘1989’ for 
‘1986’ 


“(C) MANUFACTURING FACILITY.—For purposes of this 
paragraph, the term ‘manufacturing facility’ means any 
facility which is used in the manufacturing or production of 
tangible personal property (including the processing result- 
ing in a change in the condition of such property). A rule 
similar to the rule of section 142(b\2) shall apply for pur- 
poses of the preceding sentence. 

“(b) QUALIFIED StuDENT LoAN Bonp.—For purposes of this part— 
“(1) IN GENERAL.—The term ‘qualified student loan bond’ 
means any bond issued as part of an issue the applicable 
percentage or more of the net proceeds of which are to be used 
directly or indirectly to make or finance student loans under— 
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“(A) a program of general application to which the 
Higher Education Act of 1965 applies if— 
“(i) limitations are imposed under the program on— 
“(I) the maximum amount of loans outstanding 
to any student, and 
“(II) the maximum rate of interest payable on 
any loan, 

“(ii) the loans are directly or indirectly guaranteed 
by the Federal Government, 

“(iii) the financing of loans under the program is not 
limited by Federal law to the proceeds of tax-exempt 
bonds, and 

“(iv) special allowance payments under section 438 of 
the Higher Education Act of 1965— 

“(I) are authorized to be paid with respect to 

loans made under the program, or 
“(II would be authorized to be made with respect 
to loans under the program if such loans were not 
financed with the proceeds of tax-exempt bonds, or 
“(B) a program of general application approved by the 
State to which part B of title IV of the Higher Education 
Act of 1965 (relating to guaranteed student loans) does not 
apply if no loan under such program exceeds the difference 
between the total cost of attendance and other forms of 
student assistance (not including loans pursuant to section 
428B(a\(1) of such Act (relating to parent loans) or subpart I 
of part C of title VII of the Public Health Service Act 
(relating to student assistance)) for which the student bor- 
rower may be eligible. A bond issued as part of an issue shall 
be treated as a qualified student loan bond only if no bond 
which is part of such issue meets the private business tests 

of paragraphs (1) and (2) of section 141(b). 

“(2) APPLICABLE PERCENTAGE.—For purposes of paragraph (1), 
the term ‘applicable percentage’ means— 

“(A) 90 percent in the case of the program described in 
paragraph (1A), and 

“(B) 95 percent in the case of the program described in 
paragraph (1B). 

“(3) STUDENT BORROWERS MUST BE RESIDENTS OF ISSUING STATE, 
ETc.—A student loan shall be treated as being made or financed 
under a program described in paragraph (1) with respect to an 
issue only if the student is— 

“(A) a resident of the State from which the volume cap 
under section 146 for such loan was derived, or 
. “(B) enrolled at an educational institution located in such 
tate. 

“(4) DISCRIMINATION ON BASIS OF SCHOOL LOCATION NOT PER- 
MITTED.—A program shall not be treated as described in para- 
graph (1A) if such program discriminates on the basis of the 
location (in the United States) of the educational institution in 
which the student is enrolled. 

“(c) QUALIFIED REDEVELOPMENT Bonp.—For purposes of this 
part— 

“(1) IN GENERAL.—The term ‘qualified redevelopment bond’ 
means any bond issued as part of an issue 95 percent or more of 
the net proceeds of which are to be used for 1 or more redevelop- 
ment purposes in any designated blighted area. 
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“(2) ADDITIONAL REQUIREMENTS.—A bond shall not be treated 
as a qualified redevelopment bond unless— 

“(A) the issue described in paragraph (1) is issued pursu- 
ant to— 

“(i) a State law which authorizes the issuance of such 
boar for redevelopment purposes in blighted areas, 
an 

“(ii) a redevelopment plan which is adopted before 
such issuance by the governing body described in para- 
graph (4A) with respect to the designated blighted 
area, 

“(BXi) the payment of the principal and interest on such 
issue is primarily secured by taxes of general applicability 
imposed by a general purpose governmental unit, or 

“(ii) any increase in real property tax revenues (attrib- 
utable to increases in camael value) by reason of the 
carrying out of such purposes in such area is reserved 
exclusively for debt service on such issue (and similar 
issues) to the extent such increase does not exceed such debt 
service, 

“(C) each interest in real property located in such area— 

“(i) which is acquired by a governmental unit with 
the proceeds of the issue, and 

“(Gi) which is transferred to a person other than a 
governmental unit, 

is transferred for fair market value, 

“(D) the financed area with respect to such issue meets 
the no additional charge requirements of paragraph (5), and 

“(E) the use of the proceeds of the issue meets the 

uirements of paragraph (6). 
aoe EDEVELOPMENT PURPOSES.—For purposes of paragraph 
“(A) IN GENERAL.—The term ‘redevelopment purposes’ 
means, with respect to any designated blighted area— 

“(i) the acquisition (by a governmental unit having 
the power to exercise eminent domain) of real property 
located in such area, 

“(ii) the clearing and preparation for redevelopment 
of land in such area which was acquired by such 
governmental unit, 

“(iii) the rehabilitation of real property located in 
such area which was acquired by such governmental 
unit, and 

“(iv) the relocation of occupants of such real prop- 


erty. 

“(B) New CONSTRUCTION NOT PERMITTED.—The term ‘re- 
development purposes’ does not include the construction 
(other than the rehabilitation) of any property or the 
enlargement of an existing building. 

“(4) DESIGNATED BLIGHTED AREA.—For purposes of this subsec- 
tion— 


“(A) IN GENERAL.—The term ‘designated blighted area’ 
means any blighted area designated by the governing body 
of a local general purpose governmental unit in the jurisdic- 
tion of which such area is located. 

“(B) BLIGHTED AREA.—The term ‘blighted area’ means 
any area which the governing body described in subpara- 
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graph (A) determines to be a blighted area on the basis of 
the substantial presence of factors such as excessive vacant 
land on which structures were previously located, aban- 
doned or vacant buildings, substandard structures, vacan- 
cies, and delinquencies in payment of real property taxes. 

“(C) DESIGNATED AREAS MAY NOT EXCEED 20 PERCENT OF 
TOTAL ASSESSED VALUE OF REAL PROPERTY IN GOVERNMENT'S 
JURISDICTION. — 

“(i) IN GENERAL.—An area may be designated by a 
governmental unit as a blighted area only if the des- 
ignation percentage with respect to such area, when 
added to the designation percentages of all other des- 
ignated blighted areas within the jurisdiction of such 
governmental unit, does not exceed 20 percent. 

“(ii) DESIGNATION PERCENTAGE. —For purposes of this 
subparagraph, the term a percentage’ 
means, with respect to any area, the percentage (deter- 
mined at the time such area is designated) which the 
assessed value of real property located in such area is 
of the total assessed value of all real property located 
within the jurisdiction of the governmental unit which 
designated such area. 

“(iii) EXCEPTION WHERE BONDS NOT OUTSTANDING.— 
The designation percentage of a previously designated 
blighted area shall not be taken into account under 
clause (i) if no qualified redevelopment bond (or similar 
bond) is or will be outstanding with respect to such 


area. 
“(D) MINIMUM DESIGNATED AREA.— 


“(i) IN GENERAL.—Except as provided in clause (ii), an 
area shall not be treated as a designated blighted area 
for purposes of this subsection unless such area is 
contiguous and compact and its area equals or exceeds 
100 acres. 

“(ii) 10-ACRE MINIMUM IN CERTAIN CASES.—Clause (i) 
shall be applied by substituting ‘10 acres’ for ‘100 acres’ 
if not more than 25 percent of the financed area is to be 
provided (pursuant to the issue and all other such 
issues) to 1 person. For purposes of the preceding sen- 
tence, all related persons (as defined in subsection 
(aX(3)) shall be treated as 1 person. For purposes of this 
clause, an area provided to a developer on a short-term 
interim basis shall not be treated as provided to such 
developer. 

“(5) NO ADDITIONAL CHARGE REQUIREMENTS.—The financed 
area with respect to any issue meets the requirements of this 
paragraph if, while any bond which is part of such issue is 
outstanding— 

“(A) no owner or user of property located in the financed 
area is subject to a charge or fee which similarly situated 
owners or users of comparable property located outside 
such area are not subject, and 

“(B) the assessment method or rate of real p eagnny te taxes 
with respect to property located in the finan area does 
not differ from the assessment method or rate of real 
property taxes with respect to comparable property located 
outside such area. 
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For purposes of the preceding sentence, the term ‘comparable 
property’ means property which is of the same type as the 
property to which it is being compared and which is located 
within the jurisdiction of the designating governmental unit. 

“(6) USE OF PROCEEDS REQUIREMENTS.—The use of the proceeds 
of an issue meets the requirements of this paragraph if— 

“(A) not more than 25 percent of the net proceeds of such 
issue are to be used to provide (including the provision of 
land for) facilities described in subsection (a)(8) or section 
147(e), and 

“(B) no portion of the proceeds of such issue is to be used 
to provide (including the provision of land for) any private 
or commercial golf course, country club, massage parlor, 
hot tub facility, suntan facility, racetrack or other facility 
used for gambling, or any store the principal business of 
which is the sale of alcoholic beverages for consumption off 
premises. 

“(7) FINANCED AREA.—For purposes of this subsection, the 
term ‘financed area’ means, with respect to any issue, the 
portion of the designated blighted area with respect to which 
the proceeds of such issue are to be used. 

“(8) RESTRICTION ON ACQUISITION OF LAND NOT TO APPLY.— 
Section 147(c) (other than paragraphs (1)(B) and (2) thereof) shall 
not apply to any qualified redevelopment bond. 


“SEC. 145. QUALIFIED 501(c(3) BOND. 


“(a) In GENERAL.—For purposes of this part, except as otherwise 
provided in this section, the term ‘qualified 501(c\3) bond’ means 
any private activity bond issued as part of an issue if— 

“(1) all property which is to be provided by the net proceeds of 
the issue is to be owned by a 501(c)\(3) organization or a govern- 
mental unit, and 

“(2) such bond would not be a private activity bond if— 

“(A) 501(c3) organizations were treated as governmental 
units with respect to their activities which do not constitute 
unrelated trades or businesses, determined by applying 
section 513(a), and 

“(B) paragraphs (1) and (2) of section 141(b) were applied 
by substituting ‘5 percent’ for ‘10 percent’ each place it 
appears and by substituting ‘net proceeds’ for ‘proceeds’ 
each place it appears. 

“(b) $150,000,000 Limrration ON Bonps OTHER THAN HospImTAL 
BonpDs.— 

“(1) IN GENERAL.—A bond (other than a qualified hospital 
bond) shall not be treated as a qualified 501(c\3) bond if the 
aggregate authorized face amount of the issue (of which such 
bond is a part) allocated to any 501(c)\(3) organization which is a 
test-period beneficiary (when increased by the outstanding tax- 
exempt nonhospital bonds of such organization) exceeds 
$150,000,000. 

“(2) OUTSTANDING TAX-EXEMPT NONHOSPITAL BONDS.— 

“(A) IN GENERAL.—For purposes of applying paragraph (1) 
with respect to any issue, the outstanding tax-exempt 
nonhospital bonds of any organization which is a test-period 
beneficiary with respect to such issue is the aggregate 
7 eae of tax-exempt bonds referred to in subparagraph 
(B)— 
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“(i) which are allocated to such organization, and 

“(ii) which are outstanding at the time of such later 
issue (not including as outstanding any bond which is 
to be redeemed (other than in an advance refunding) 
from the net proceeds of the later issue). 

“(B) BONDS TAKEN INTO ACCOUNT.—For purposes of 
subparagraph (A), the bonds referred to in this subpara- 
graph are— 

“(i) any qualified 501(cX3) bond other than a qualified 
hospital bond, and 

: “(ii) any bond to which section 141(a) does not apply 
1 — 
“(I) such bond would have been an industrial 
development bond (as defined in section 103(b), as 
in effect on the day before the date of the enact- 
ment of the Tax Reform Aci of 1986) if 501(c\3) 
organizations were not exempt persons, and 
“(II) such bond was not described in paragraph 
(4), (5), or (6) of such section 103(b) (as in effect on 
the date such bond was issued). 
“(C) ONLY NONHOSPITAL PORTION OF BONDS TAKEN INTO 
ACCOUNT.— 

“(i) IN GENERAL.—A bond shall be taken into account 
under subparagraph (B\ii) only to the extent that the 
proceeds of the issue of which such bond is a part are 
not used with respect to a hospital. 

“(ii) SPECIAL RULE.—If 90 percent or more of the net 
proceeds of an issue are with respect to a hospital, 
no bond which is part of such issue shall be taken into 
account under subparagraph (B\ii). 

“(3) AGGREGATION RULE.—For purposes of this subsection, 2 or 
more organizations under common management or control shall 
be treated as 1 organization. 

“(4) ALLOCATION OF FACE AMOUNT OF ISSUE; TEST-PERIOD BENE- 
FICIARY.—Rules similar to the rules of subparagraphs (C) and 
(D) of section 144(aX10) shall apply for purposes of this sub- 
section. 

“(c) QUALIFIED HospitaL Bonp.—For purposes of this section, the 
term ‘qualified hospital bond’ means any bond issued as part of an 
issue 95 percent or more of the net proceeds of which are to be used 
with respect to a hospital. 

“(d) ELECTION OuT.—This section shall not apply to an issue if— 

“(1) the issuer elects not to have this section apply to such 
issue, and 

“(2) such issue is an issue of exempt facility bonds, or quali- 
fied redevelopment bonds, to which section 146 applies. 


“SEC. 146. VOLUME CAP. 


“(a) GENERAL RULE.—A private activity bond issued as part of an 
issue meets the requirements of this section if the aggregate face 
amount of the private activity bonds issued pursuant to such issue, 
when added to the aggregate face amount of tax-exempt private 
activity bonds previously issued by the issuing authority during the 
calendar year, does not exceed such authority's volume cap for such 
calendar year. 

“(b) VotumeE Cap For State AGENcIES.—For purposes of this 
section— 
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“(1) IN GENERAL.—The volume cap for any agency of the State 
authorized to issue tax-exempt private activity bonds for an 
calendar year shall be 50 percent of the State ceiling for suc 
calendar year. 

“(2) SPECIAL RULE WHERE STATE HAS MORE THAN 1 AGENCY.—If 
more than 1 agency of the State is authorized to issue tax- 
exempt private activity bonds, all such agencies shall be treated 
as a single agency. 

“(c) VotumE Cap For OTHER IssuEers.—For purposes of this sec- 
tion— 

“(1) IN GENERAL.—The volume cap for any issuing authority 
(other than a State agency) for any calendar year shall be an 
amount which bears the same ratio to 50 percent of the State 
ceiling for such calendar year as— 

“(A) the population of the jurisdiction of such issuing 
authority, bears to 
“(B) the population of the entire State. 

“(2) OVERLAPPING JURISDICTIONS.—For pu of paragraph 
(1XA), if an area is within the jurisdiction of 2 or more govern- 
mental units, such area shall be treated as only within the 
jurisdiction of the unit having jurisdiction over the smallest 
geographical area unless such unit agrees to surrender all or 
part of such jurisdiction for such calendar year to the unit with 
—s jurisdiction which has the next smallest geographi- 

cal area. 
“(d) State Ce1Linc.—For pu of this section— 
“(1) IN GENERAL.—The State ceiling applicable to any State 
for any calendar year shall be the greater of— 

“(A) an amount equal to $75 multiplied by the State 
population, or 

“(B) $250,000,000. 

Subparagraph (B) shall not apply to any possession of the 
United States. 

“(2) ADJUSTMENT AFTER 1987.—In the case of calendar years 
after 1987, paragraph (1) shall be applied by substituting— 

“(A) ‘$50’ for ‘$75’, and 

“(B) ‘$150,000,000’ for ‘$250,000,000’. 

“(3) SPECIAL RULE FOR STATES WITH CONSTITUTIONAL HOME 
RULE CITIES.—For purposes of this section— 

“(A) IN GENERAL.—The volume cap for any constitutional 
home rule city for any calendar year shall be determined 
under paragraph (1) of subsection (c) by substituting ‘100 
percent’ for ‘50 percent’. 

“(B) COORDINATION WITH OTHER ALLOCATIONS.—In the 
case of any State which contains 1 or more constitutional 
home rule cities, for purposes of applying subsections (b) 
and (c) with respect to issuing authorities in such State 
other than constitutional home rule cities, the State ceiling 
for any calendar year shall be reduced by the 
volume caps determined for such year for all constitutional 
home rule cities in such State. 

“(C) CONSTITUTIONAL HOME RULE City.—For pu: of 
this section, the term ‘constitutional home rule city’ means, 
with respect to any calendar year, any political subdivision 
of a State which, under a State constitution which was 
adopted in 1970 and effective on July 1, 1971, had home rule 
powers on the Ist day of the calendar year. 





100 STAT. 2632 PUBLIC LAW 99-514—OCT. 22, 1986 


“(4) SPECIAL RULE FOR POSSESSIONS WITH POPULATIONS OF LESS 
THAN THE POPULATION OF THE LEAST POPULOUS STATE.— 

“(A) IN GENERAL.—If the population of any possession of 
the United States for any calendar year is less than the 
population of the least populous State (other than a posses- 
sion) for such calendar year, the limitation under para- 
graph (1A) shall not be less than the amount determined 
under subparagraph (B) for such calendar year. 

“(B) Lim1TaTIon.—The limitation determined under this 
subparagraph, with respect a possession, for any calendar 
year is an amount equal to the product of— 

“(i) the fraction— 

“(I) the numerator of which is the amount ap- 
plicable under paragraph (1B) for such calendar 
year, and 

“(II) the denominator of which is the State popu- 
lation of the least populous State (other than a 

ion) for such calendar year, and 

“(ii) the population of such possession for such cal- 
endar year. 

“(e) State May Provide For DIFFERENT ALLOCATION.—For pur- 
poses of this section— 

“(1) IN GENERAL.—Except as provided in paragraph (3), a 
State may, by law provide a different formula for allocating the 
State ceiling among the governmental units (or other authori- 
ties) in such State having authority to issue tax-exempt private 
activity bonds. 

“(2) INTERIM AUTHORITY FOR GOVERNOR.— 

“(A) IN GENERAL.—Except as otherwise provided in para- 
graph (3), the Governor of any State may proclaim a dif- 
ferent formula for allocating the State ceiling among the 
governmental units (or other authorities) in such State 
having authority to issue private activity bonds. 

“(B) TERMINATION OF AUTHORITY.—The authority pro- 
vided in subparagraph (A) shall not apply to bonds issued 
after the earlier of— 

“(i) the last day of the 1st calendar year after 1986 
during which the legislature of the State met in regular 
session, or 

“(ii) the effective date of any State legislation with 
respect to the allocation of the State ceiling. 

“(3) STATE MAY NOT ALTER ALLOCATION TO CONSTITUTIONAL 
HOME RULE CITIES.—Except as otherwise provided in a State 
constitutional amendment (or law changing the home rule 
provision adopted in the manner provided by the State constitu- 
tion), the authority provided in this subsection shall not apply 
to that portion of the State ceiling which is allocated to any 
constitutional home rule city in the State unless such city 
agrees to such different allocation. 

“(f) ELECTIVE CARRYFORWARD OF UNUSED LIMITATION FOR SPECI- 
FIED PURPOSE.— 

“(1) IN GENERAL.—If— 

“(A) an issuing authority’s volume cap for any calendar 
year after 1985, exceeds 

“(B) the aggregate amount of tax-exempt private activity 
bonds issued during such calendar year by such authority, 
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such authority may elect to treat all (or any portion) of such 
excess as a carryforward for 1 or more carryforward purposes. 
“(2) ELECTION MUST IDENTIFY PURPOSE.—In any election under 
paragraph (1), the issuing authority shall— 
“(A) identify the purpose for which the carryforward is 
elected, and 
“(B) specify the portion of the excess described in para- 
graph (1) which is to be a carryforward for each such 


purpose. 
“(3) USE OF CARRYFORWARD.— 

“(A) IN GENERAL.—If any issuing authority elects a 
carryforward under paragraph (1) with respect to any 
carryforward purpose, any private activity bonds issued by 
such authority with respect to such purpose during the 3 
calendar years following the calendar year in which the 
carryforward arose shall not be taken into account under 
subsection (a) to the extent the amount of such bonds does 
not exceed the amount of the carryforward elected for such 


pu : 

“(B) ORDER IN WHICH’ CARRYFORWARD USED.— 
Carryforwards elected with respect to any purpose shall be 
used in the order of the calendar years in which they arose. 

“(4) ELection.—Any election under this paragraph (and any 
identification or specification contained therein), once made, 
shall be irrevocable. 

“() CARRYFORWARD PURPOSE.—The term ‘carryforward pur- 

means— 

“(A) the purpose of issuing bonds referred to in one of the 
clauses of section 141(d)\(1\A), 

“(B) the purpose of issuing qualified mortgage bonds or 
mortgage credit certificates, 

Ie the purpose of issuing qualified student loan bonds, 
an 


a the purpose of issuing qualified redevelopment 


nas. 
“(g) EXCEPTION FOR CERTAIN Bonps.—Only for purposes of this 
section, the term ‘private activity bond’ shall not include— 

“(1) any qualified veterans’ mortgage bond, 

“(2) any qualified 501(cX3) bond, and 

“(3) any exempt facility bond issued as part of an issue 
described in paragraph (1) or (2) of section 142(a) (relating to 
airports and docks and wharves). 

“(h) ExcEPTION FOR GOVERNMENT-OWNED Souip Waste DisPosAL 
FACILITIES.— 

“(1) IN GENERAL.—Only for purposes of this section, the term 
‘private activity bond’ shall not include any exempt facility 
bond described in section 142(aX6) which is issued as part of an 
issue if all of the property to be financed by the net proceeds of 
such issue is to be owned by a governmental unit. 

“(2) SAFE HARBOR FOR DETERMINATION OF GOVERNMENT 
OWNERSHIP.—In determining ownership for purposes of para- 
graph (1), section 142(bX1XB) shall apply, except that a lease 
term shall be treated as satisfying clause (ii) thereof if it is not 
more than 20 years. 

“(j) TREATMENT OF REFUNDING IssuEs.—For purposes of the 
volume cap imposed by this section— 
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“(1) IN GENERAL.—The term ‘priva.e activity bond’ shall not 
include any bond which is issued to refund another bond to the 
extent that the amount of such bond does not exceed the 
outstanding amount of the refunded bond. 

“(2) SPECIAL RULES FOR STUDENT LOAN BONDS.—In the case of 
any qualified student loan bond, paragraph (1) shall apply only 
. the “sated date of the velaiiiiag bond is not later than the 
ater of— 

“(A) the maturity date of the bond to be refunded, or 
“(B) the date 17 years after the date on which the re- 
funded bond was issued (or in the case of a series of 
refundings, the date on which the original bond was issued). 

“(8) SPECIAL RULES FOR QUALIFIED MORTGAGE BONDS.—In the 
case of any qualified mortgage bond, paragraph (1) shall apply 
only if the maturity date of the refunding bond is not later than 
the later of— 

“(A) the maturity date of the bond to be refunded, or 
‘“(B) the date 32 years after the date on which the re- 
funded bond was issued (or in the case of a series of 
refundings, the date on which the original bond was issued). 

“(4) EXCEPTION FOR ADVANCE REFUNDING.—This subsection 
spell not apply to any bond issued to advance refund another 

ond. 

“(j) PopuLaTION.—For purposes of this section, determinations of 
the population of any State (or issuing authority) shall be made with 
respect to any calendar year on the basis of the most recent census 
estimate of the resident population of such State (or issuing author- 
ity) released by the Bureau of Census before the beginning of such 
calendar year. 

“(k) Faciurty Must Bre Locatep WITHIN STATE.— 

“(1) IN GENERAL.—Except as provided in paragraph (2), no 
portion of the State ceiling applicable to any State for any 
calendar year may be used with respect to financing for a 
facility located outside such State. 

“(2) EXCEPTION FOR CERTAIN FACILITIES WHERE STATE WILL GET 
PROPORTIONATE SHARE OF BENEFITS.—Paragraph (1) shall not 
apply to any exempt facility bond described in cemgrey (4), (5), 
(6), or (10) of section 142(a) if the issuer establishes that the 
State’s share of the use of the facility (or its output) will equal 
or exceed the State’s share of the private activity bonds issued 
to finance the facility. 

“(l) IssuER OF QUALIFIED SCHOLARSHIP FUNDING Bonps.—In the 
case of a qualified scholarship funding bond, such bond shall be 
treated for purposes of this section as issued by a State or local 
issuing authority (whichever is appropriate). 

“(m) TREATMENT OF AMOUNTS ALLOCATED TO PRIVATE ACTIVITY 
PoRTION OF GOVERNMENT UsE Bonps.— 

“(1) IN GENERAL.—The volume cap of an issuer shall be 
reduced by the amount allocated by the issuer to an issue under 
section 141(b\5). 

“(2) ADVANCE REFUNDINGS.—Except as otherwise provided by 
the Secretary, any advance refunding of any part of an issue to 
which an amount was allocated under section 141(b\(5) (or would 
have been allocated if such section applied to such issue) shall 
be taken into account under this section to the extent of the 
ere of the volume cap which was (or would have been) so 
allocated. 
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“(n) REDUCTION FOR MortGaGe Crepit CertiFicates, Erc.—The 
volume cap of any issuing authority for any calendar year shall be 
reduced by the sum of— 

“(1) the amount of qualified mortgage bonds which such 
authority elects not to issue under section 25(cX2MAXii) during 
such year, plus 

“(2) the amount of any reduction in such ceiling under section 
25(f) applicable to such authority for such year. 


“SEC. 147. OTHER REQUIREMENTS APPLICABLE TO CERTAIN PRIVATE 
ACTIVITY BONDS. 


“(a) SUBSTANTIAL User REQUIREMENT.— 

“(1) IN GENERAL.—Except as provided in subsection (h), a 
private activity bond shall not be a qualified bond for any period 
during which it is held by a person who is a substantial user of 
the facilities or by a related person of such a substantial user. 

“(2) RELATED PERSON.—For purposes of paragraph (1), the 
following shall be treated as related persons— 

“(A) 2 or more persons if the relationship between such 
persons would result in a disallowance of losses under 
section 267 or 707(b), 

“(B) 2 or more persons which are members of the same 
controlled group of corporations (as defined in section 
1563(a), except that ‘more than 50 percent’ shall be sub- 
stituted for ‘at least 80 percent’ each place it appears 
therein), 

“(C) a partnership and each of its partners (and their 
spouses and minor children), and 

“(D) an S corporation and each of its shareholders (and 
their spouses and minor children). 

‘ “(b) Maturiry May Nort Exceep 120 Percent or ECONOMIC 
IFE.— 

“(1) GENERAL RULE.—Except as provided in subsection (h), a 
private activity bond shall not be a qualified bond if it is issued 
as part of an issue and— 

“(A) the average maturity of the bonds issued as part of 
such issue, ex 

“(B) 120 percent of the average reasonably expected eco- 
nomic life of the facilities being financed with the net 
proceeds of such issue. 

“(2) DETERMINATION OF AVERAGES.—For purposes of para- 
graph (1)— 

“(A) the average maturity of any issue shall be deter- 
mined by taking into account the respective issue prices of 
the bonds issued as part of such issue, and 

“(B) the average reasonably expected economic life of the 
facilities being financed with any issue shall be determined 
by taking into account the respective cost of such facilities. 

“(3) SPECIAL RULES.— 

“(A) DETERMINATION OF ECONOMIC LIFE.—For purposes of 
this subsection, the reasonably expected economic life of 
any facility shall be determined as of the later of— 

“(i) the date on which the bonds are issued, or 
“(ii) the date on which the facility is placed in service 
(or expected to be placed in service). 
“(B) TREATMENT OF LAND.— 
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“(i) LAND NOT TAKEN INTO ACCOUNT.—Except as pro- 
vided in clause (ii), land shall not be taken into account 
under paragraph (1\B). 

“(ii) ISSUES WHERE 25 PERCENT OR MORE OF PROCEEDS 
USED TO FINANCE LAND.—If 25 percent or more of the 
net proceeds of any issue is to be used to finance land, 
such land shall be taken into account under paragraph 
(1B) and shall be treated as having an economic life of 
30 years. 

“(4) SPECIAL RULE FOR POOLED FINANCING OF 501(CX3) 
ORGANIZATION. — 

“(A) IN GENERAL.—At the election of the issuer, a quali- 
fied 501(cX3) bond shall be treated as meeting the require- 
ments of paragraph (1) if such bond meets the requirements 
of subparagraph (B). 

“(B) REQUIREMENTS.—A qualified 501(c)\(3) bond meets the 
requirements of this subparagraph if— 

“(i) 95 percent or more of the net proceeds of the 
issue of which such bond is a part are to be used to 
make or finance loans to 2 or more 501(c\(3) organiza- 
tions or governmental units for acquisition of property 
to be used by such organizations, 

“(ii) each loan described in clause (i) satisfies the 
requirements of paragraph (1) (determined by treating 
each loan as a separate issue), 

“(iii) before such bond is issued, a demand survey was 
conducted which shows a demand for financing greater 
than an amount equal to 120 percent of the lendable 
proceeds of such issue, and 

“(iv) 95 percent or more of the net proceeds of such 
issue are to be loaned to 501(c\3) organizations or 
governmental units within 1 year of issuance and, to 
the extent there are any unspent proceeds after such 
l-year period, bonds issued as part of such issue are to 
be redeemed as soon as possible thereafter (and in no 
event later than 18 months after issuance). 

A bond shall not meet the requirements of this subpara- 
graph if the maturity date of any bond issued as part of 
such issue is more than 30 years after the date on which the 
bond was issued (or, in the case of a refunding or series of 
refundings, the date on which the original bond was issued). 
“(5) SPECIAL RULE FOR CERTAIN FHA INSURED LOANS.—Para- 
graph (1) shall not apply to any bond issued as part of an issue 
95 percent or more of the net proceeds of which are to be used to 
finance mortgage loans insured under FHA 242 or under a 
similar Federal Housing Administration program (as in effect 
on the date of the enactment of the Tax Reform Act of 1986) 
where the loan term approved by such Administration plus the 
maximum maturity of debentures which could be issued by such 
Administration in satisfaction of its obligations exceeds the 
term permitted under paragraph (1). 
“(c) LIMITATION ON USE FoR LAND ACQUISITION.— 
“(1) IN GENERAL.—Except as provided in subsection (h), a 
private activity bond shall not be a qualified bond if— 

“(A) it is issued as part of an issue and 25 percent or more 

of the net proceeds of such issue are to be used (directly or 
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indirectly) for the acquisition of land (or an interest 
therein), or 

“(B) any portion of the proceeds of such issue is to be used 
(directly or indirectly) for the acquisition of land (or an 
interest therein) to be used for farming purposes. 

“(2) EXCEPTION FOR FIRST-TIME FARMERS.— 

“(A) IN GENERAL.—If the requirements of subparagraph 
(B) are met with respect to any land, paragraph (1) shall not 
apply to such land, and subsection (d) shall not apply to 
property to be used thereon for farming purposes, but only 
to the extent of expenditures (financed with the proceeds of 
the issue) not in excess of $250,000. 

“(B) ACQUISITION BY FIRST-TIME FARMERS.—The require- 
—_ of this subparagraph are met with respect to any 
and if— 

“(i) such land is to be used for farming purposes, and 

“(ii) such land is to be acquired by an individual who 
is a first-time farmer, who will be the principal user of 
such land, and who will materially and substantially 
participate on the farm of which such land is a part in 
the operation of such farm. 

“(C) First-TIME FARMER.—For purposes of this para- 

“(i) IN GENERAL.—The term ‘first-time farmer’ means 
any individual if such individual— 

“() has not at any time had any direct or in- 
direct ownership interest in substantial farmland 
in the operation of which such individual materi- 
ally participated, and 

“dD has not received financing under this para- 
graph in an amount which, when added to the 
financing to be provided under this paragraph, 
exceeds $250,000 

“(ii) AGGREGATION RULES.—Any ownership or mate- 
rial participation, or financing received, by an individ- 
ual’s spouse or minor child shall be treated as owner- 
ship and material participation, or financing received, 
by the individual. 

(iii) INSOLVENT FARMER.—For purposes of clause (i), 
farmland which was previously owned by the individ- 
ual and was disposed of while such individual was 
insolvent shall be disregarded if section 108 applied to 
indebtedness with respect to such farmland. 

“(D) Farm.—For purposes of this paragraph, the term 
‘farm’ has the meaning given such term by section 
6420(cX(2). 

“(E) SUBSTANTIAL FARMLAND.—For purposes of this para- 
graph, the term ‘substantial farmland’ means any parcel of 

d unless— 

“(j) such parcel is smaller than 15 percent of the 
median size of a farm in the county in which such 
parcel is located, and 

“(ii) the fair market value of the land does not at any 
time while held by the individual exceed $125,000 

“(F) UsED EQUIPMENT LIMITATION.—For purposes of this 
paragraph, in no event may the amount of financing pro- 
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vided by reason of this paragraph to a first-time farmer for 
personal property— 
“(i) of a character subject to the allowance for depre- 
ciation, 
“(ii) the original use of which does not begin with 
such farmer, and 
“(iii) which is to be used for farming purposes, 
exceed $62,500. A rule similar to the rule of subparagraph 
(C\ii) shall apply for purposes of the preceding sentence. 
“(3) EXCEPTION FOR CERTAIN LAND ACQUIRED FOR ENVIRON- 
MENTAL PURPOSES, ETC.—Any land acquired by a governmental 
unit (or issuing authority) in connection with an airport, mass 
commuting facility, dock, or wharf shall not be taken into 
account under paragraph (1) if— 

“(A) such land is acquired for noise abatement or wetland 
preservation, or for future use as an airport, mass commut- 
ing facility, dock, or wharf, and 

“(B) there is not other significant use of such land. 


“(d) ACQUISITION OF ExISTING PropEeRTY Not PERMITTED.— 


“(1) IN GENERAL.—Except as provided in subsection (h), a 
private activity bond shall not be a qualified bond if issued as 
part of an issue and any portion of the net proceeds of such 
issue is to be used for the acquisition of any property (or an 
interest therein) unless the lst use of such property is pursuant 
to such acquisition. 

“(2) EXCEPTION FOR CERTAIN REHABILITATIONS.—Paragraph (1) 
shall not apply with respect to any building (and the equipment 
therefor) if— 

“(A) the rehabilitation expenditures with respect to such 
building, equal or exceed 

“(B) 15 percent of the portion of the cost of acquiring such 
building (and equipment) financed with the net proceeds of 
the issue. 

A rule similar to the rule of the preceding sentence shall apply 
in the case of structures other than a building except that 
subparagraph (B) shall be applied by substituting ‘100 percent’ 
for ‘15 percent’. 

“(3) REHABILITATION EXPENDITURES.—For purposes of this 
subsection— 

“(A) IN GENERAL.—Except as provided in this paragraph, 
the term ‘rehabilitation expenditures’ means any amount 
properly chargeable to capital account which is incurred by 
the person acquiring the building for property (or additions 
or improvements to property) in connection with the re- 
habilitation of a building. In the case of an integrated 
operation contained in a building before its acquisition, 
such term includes rehabilitating existing equipment in 
such building or replacing it with equipment having 
substantially the same function. For purposes of this 
subparagraph, any amount incurred by a successor to the 
person acquiring the building or by the seller under a sales 
contract with such person shall be treated as incurred by 
such person. 

“(B) CERTAIN EXPENDITURES NOT INCLUDED.—The term 
‘rehabilitation expenditures’ does not include any expendi- 
ture described in section 48(g\2\B). 
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“(C) PERIOD DURING WHICH EXPENDITURES MUST BE IN- 
CURRED.—The term ‘rehabilitation expenditures’ shall not 
include any amount which is incurred after the date 2 years 
after the later of— 

“(i) the date on which the building was acquired, or 

“(ii) the date on which the bond was issued. 

“(4) SPECIAL RULE FOR CERTAIN PROJECTS.—In the case of a 

project involving 2 or more buildings, this subsection shall be 
— on a project basis. 
“(e) No Portion oF Bonps May Be Issuep ror SkysBoxes, Air- 
PLANES, GAMBLING ESTABLISHMENTS, Etc.—A private activity bond 
shall not be treated as a qualified bond if issued as part of an issue 
and any portion of the proceeds of such issue is to be used to provide 
any airplane, skybox or other private luxury box, health club facil- 
ity, facility primarily used for gambling, or store the principal 
business of which is the sale of alcoholic beverages for consumption 
off premises. 

“(f) Pustic APPROVAL REQUIRED FOR Private Activity Bonps.— 

“(1) IN GENERAL.—A private activity bond shall not be a 
qualified bond unless such bond satisfies the requirements of 
paragraph (2). 

“(2) PUBLIC APPROVAL REQUIREMENT.— 

“(A) IN GENERAL.—A bond shall satisfy the requirements 
of this paragraph if such bond is issued as a part of an issue 
which has been approved by— 

“(i) the governmental unit— 

“(D which issued such bond, or 
dg on behalf of which such bond was issued, 
an 

“(ii) each governmental unit having jurisdiction over 
the area in which any facility, with respect to which 
financing is to be provided from the net proceeds of 
such issue, is located (except that if more than 1 
governmental unit within a State has jurisdiction over 
the entire area within such State in which such facility 
is located, only 1 such unit need approve such issue). 

“(B) APPROVAL BY A GOVERNMENTAL UNIT.—For purposes 
of subparagraph (A), an issue shall be treated as having 
been approved by any governmental unit if such issue is 
approved— 

“(i) by the applicable elected representative of such 
governmental unit after a public hearing following 
reasonable public notice, or 

“(ii) by voter referendum of such governmental unit. 

“(C) SPECIAL RULES FOR APPROVAL OF FACILITY.—If there 
has been public approval under subparagraph (A) of the 
plan for financing a facility, such approval shall constitute 
approval under subparagraph (A) for any issue— 

“(i) which is issued pursuant to such plan within 3 
years after the date of the lst issue pursuant to the 
approval, and 

“(ii) all or substantially all of the proceeds of which 
are to be used to finance such facility or to refund 
previous financing under such plan. 

“(D) REFUNDING BONDS.—No approval under subpara- 
graph (A) shall be necessary with respect to any bond which 
is issued to refund (other than to advance refund) a bond 
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approved under subparagraph (A) (or treated as approved 
under subparagraph (C)) unless the maturity date of such 
bond is later than the maturity date of the bond to be 
refunded. 

“(E) APPLICABLE ELECTED REPRESENTATIVE.—For purposes 
of this paragraph— 

“(i) IN GENERAL.—The term ‘applicable elected rep- 
resentative’ means with respect to any governmental 
unit— 

“(D an elected legislative body of such unit, or 

“(II) the chief elected executive officer, the chief 
elected State legal officer of the executive branch, 
or any other elected official of such unit designated 
for purposes of this paneer by such chief elected 
executive officer or by State law. 

“(ii) No APPLICABLE ELECTED REPRESENTATIVE.—If (but 
for this clause) a governmental unit has no applicable 
elected representative, the applicable elected represent- 
ative for purposes of clause (i) shall be the applicable 
elected representative of the governmental unit— 

“(I) which is the next higher governmental unit 
with such a representative, and 

“(ID from which the authority of the govern- 
mental unit with no such representative is derived. 

“(3) SPECIAL RULE FOR APPROVAL OF AIRPORTS.—If— 

“(A) the proceeds of an issue are to be used to finance a 
facility or facilities located at an airport, and 
“(B) the governmental unit issuing such bonds is the 
owner or operator of such airport, 
such governmental unit shall be deemed to be the only govern- 
mental unit having jurisdiction over such airport for purposes 
of this subsection. 
“(g) RESTRICTION ON ISSUANCE Costs FINANCED BY IssuE.— 

“(1) IN GENERAL.—A private activity bond shall not be a 
qualified bond if the issuance costs financed by the issue (of 
which such bond is a part) exceed 2 percent of the aggregate 
face amount of the issue. 

“(2) SPECIAL RULE FOR SMALL MORTGAGE REVENUE BOND 
ISSUES.—In the case of an issue of qualified mortgage bonds or 
qualified veterans’ mortgage bonds, paragraph (1) shall be ap- 
plied by substituting ‘3.5 percent’ for ‘2 percent’ if the aggregate 
authorized face amount of the issue does not exceed $20,000,000. 

“(h) Certain Rues Not To Appity TO MorTGAGE REVENUE Bonps, 
QUALIFIED STUDENT LOAN BONDS, AND QUALIFIED 501(c\3) Bonps.— 

“(1) MORTGAGE REVENUE BONDS AND QUALIFIED STUDENT LOAN 
BONDS.—Subsections (a), (b), (c), and (d) shall not apply to any 
qualified mortgage bond, _—— veterans’ mortgage bond, or 
qualified student loan bond. 

“(2) QUALIFIED 501(CX3) BONDS.—Subsections (a), (c), and (d) 
shall not apply to any qualified 501(cX3) bond and subsection (e) 
shall be applied as if it did not contain ‘health club facility’ with 
respect to such a bond. 


“Subpart B—Requirements Applicable to All State and Local 
Bonds 


“Sec. 148. Arbitrage. 
“Sec. 149. Bonds must be registered to be tax exempt; other requirements. 
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“SEC. 148. ARBITRAGE. 


“(a) ARBITRAGE Bonp Derinep.—For purposes of section 105, the 
term ‘arbitrage bond’ means any bond issued as part of an issue any 
portion of the proceeds of which are reasonably expected (at the 
time of issuance of the bond) to be used directly or indirectly— 

“(1) to acquire higher yielding investments, or 

“(2) to replace funds which were used directly or indirectly to 
acquire higher yielding investments. 

For purposes of this subsection, a bond shall be treated as an 
arbitrage bond if the issuer intentionally uses any portion of the 
proceeds of the issue of which such bond is a part in a manner 
described in paragraph (1) or (2). 

“(b) HiGHER YIELDING INVESTMENTS.—For purposes of this sec- 
tion— 

“(1) IN GENERAL.—The term ‘higher yielding investments’ 
means any investment property which produces a yield over the 
term of the issue which is materially higher than the yield on 
the issue. 

“(2) INVESTMENT PROPERTY.—The term ‘investment property’ 
means— 

“(A) any security (within the meaning of section 165(g)(2) 
(A) or (B)), 

“(B) any obligation, 

“(C) any annuity contract, or 

“(D) any investment-type property. 

Such term shall not include any tax-exempt bond. 

“(c) TEMPORARY PERIOD EXCEPTION.— 

“(1) IN GENERAL.—For purposes of subsection (a), a bond shall 
not be treated as an arbitrage bond solely by reason of the fact 
that the proceeds of the issue of which such bond is a part may 
be invested in higher yielding investments for a reasonable 
temporary period until such proceeds are needed for the pur- 
pose for which such issue was issued. 

“(2) LIMITATION ON TEMPORARY PERIOD FOR POOLED 
FINANCINGS.— 

“(A) IN GENERAL.—The temporary period referred to in 
paragraph (1) shall not exceed 6 months with respect to the 
proceeds of an issue which are to be used to make or finance 
loans (other than nonpurpose investments) to 2 or more 
persons. 

“(B) SPECIAL RULE FOR CERTAIN STUDENT LOAN POOLS.—In 
the case of the proceeds of an issue to be used to make or 
finance loans under a program described in section 
144(b\ 1A), subparagraph (A) shall be applied by substitut- 
ing ‘18 months’ for ‘6 months’. The preceding sentence shall 
not apply to any bond issued after December 31, 1988. 

“(C) SHORTER TEMPORARY PERIOD FOR LOAN REPAYMENTS, 
ETCc.—Subparagraph (A) shall be applied by substituting ‘3 
months’ for ‘6 months’ with respect to the proceeds from 
the sale or repayment of any loan which are to be used to 
make or finance any loan. For purposes of the preceding 
sentence, a nonpurpose investment shall not be treated as a 
loan. 
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“(D) EXCEPTION FOR MORTGAGE REVENUE BONDS.—This 
paragraph shall not apply to any qualified mortgage bond 
or qualified veterans’ mortgage bond. 

“(d) SpecIAL RULES FOR REASONABLY REQUIRED RESERVE OR 
REPLACEMENT FuND.— 

“(1) IN GENERAL.—For purposes of subsection (a), a bond shall 
not be treated as an arbitrage bond solely by reason of the fact 
that an amount of the proceeds of the issue of which such bond 
is a part may be invested in higher yielding investments which 
are part of a reasonably required reserve or replacement fund. 
The amount referred to in the preceding sentence shall not 
exceed 10 percent of the proceeds of such issue unless the issuer 
establishes to the satisfaction of the Secretary that a higher 
amount is necessary. 

“(2) LIMITATION ON AMOUNT IN RESERVE OR REPLACEMENT 
FUND WHICH MAY BE FINANCED BY ISSUE.—A bond issued as part 
of an issue shall be treated as an arbitrage bond if the amount 
of the proceeds from the sale of such issue which is part of any 
fund described in paragraph (1) exceeds 10 percent of the pro- 
ceeds of the issue (or such higher amount which the issuer 
establishes is necessary to the satisfaction of the Secretary). 

“(3) LIMITATION ON INVESTMENT IN NONPURPOSE INVEST- 
MENTS.— 

“(A) IN GENERAL.—A bond which is part of an issue which 
does not meet the requirements of subparagraph (B) shall 
be treated as an arbitrage bond. 

“(B) REQUIREMENTs.—An issue meets the requirements of 
this subparagraph only if— 

“(i) at no time during any bond year may the amount 
invested in nonpurpose investments with a yield mate- 
rially higher than the yield on the issue exceed 150 
percent of the debt service on the issue for the bond 
year, and 

“(ii) the aggregate amount invested as provided in 
clause (i) is promptly and appropriately reduced as the 
amount of outstanding bonds of the issue is reduced (or, 
in the case of a qualified mortgage bond or a qualified 
veterans’ mortgage bond, as the mortgages are repaid). 

“(C) EXCEPTIONS FOR TEMPORARY PERIOD.—Subparagraph 
(B) shall not apply to— 

“(i) proceeds of the issue invested for an initial tem- 
porary period until such proceeds are needed for the 
governmental purpose of the issue, and 

“(ii) temporary investment periods related to debt 
service. 

“(D) DEBT SERVICE DEFINED.—For purposes of this para- 
graph, the debt service on the issue for any bond year is the 
scheduled amount of interest and amortization of principal 
payable for such year with respect to such issue. For pur- 
poses of the preceding sentence, there shall not be taken 
into account amounts scheduled with respect to any bond 
which has been redeemed before the beginning of the bond 
year. 

“(E) No DISPOSITION IN CASE OF Loss.—This paragraph 
shall not require the sale or disposition of any investment if 
such sale or disposition would result in a loss which exceeds 
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the amount which, but for such sale or disposition, would at 
the time of such sale or disposition— 

“(i) be paid to the United States, or, 

“(ii) in the case of a qualified mortgage bond or a 
qualified veterans’ mortgage bond, be paid or credited 
mortgagors under section 143(g)(3)(A). 

“(F) EXCEPTION FOR GOVERNMENTAL USE BONDS AND QUALI- 
FIED 501(CX3) BONDS.—This paragraph shall not apply to 
any bond which is not a private activity bond or which is a 
qualified 501(c\3) bond. 

“(e) Minor Portion May BE INVESTED IN HIGHER YIELDING 
INVESTMENTS.—Notwithstanding subsections (a), (c), and (d), a bond 
issued as part of an issue shall not be treated as an arbitrage bond 
solely by reason of the fact that an amount of the proceeds of such 
issue (in addition to the amounts under subsections (c) and (d)) is 
invested in higher yielding investments if such amount does not 
exceed the lesser of— 

“(1) 5 percent of the proceeds of the issue, or 

“(2) $100,000. 

“(f) REQUIRED REBATE TO THE UNITED STATES.— 

“(1) IN GENERAL.—A bond which is part of an issue shall be 
treated as an arbitrage bond if the requirements of paragraphs 
(2) and (3) are not met with respect to such issue. The preceding 
sentence shall not apply to any qualified mortgage bond or 
qualified veterans’ mortgage bond. 

“(2) REBATE TO UNITED STATES.—An issue shall be treated as 
meeting the requirements of this paragraph only if an amount 
equal to the sum of— 

“(A) the excess of — 

“(i) the amount earned on all nonpurpose invest- 
ments (other than investments attributable to an 
excess described in this subparagraph), over 

“(ii) the amount which would have been earned if 
such nonpurpose investments were invested at a rate 
equal to the yield on the issue, plus 

“(B) any income attributable to the excess described in 
subparagraph (A), 

is paid to the United States by the issuer in accordance with the 
requirements of paragraph (3). 

“(3) DUE DATE OF PAYMENTS UNDER PARAGRAPH (2).—Except 
to the extent provided by the Secretary, the amount which is 
required to be paid to the United States by the issuer shall be 
paid in installments which are made at least once every 5 years. 
Each installment shall be in an amount which ensures that 90 
percent of the amount described in paragraph (2) with respect to 
the issue at the time payment of such installment is required 
will have been paid to the United States. The last installment 
shall be made no later than 60 days after the day on which the 
last bond of the issue is redeemed and shall be in an amount 
sufficient to pay the remaining balance of the amount described 
in paragraph (2) with respect to such issue. 

“(4) SPECIAL RULES FOR APPLYING PARAGRAPH (2) .— 

“(A) IN GENERAL.—In determining the aggregate amount 
earned on nonpurpose investments for purposes of para- 
graph (2)— 
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“(i) any gain or loss on the disposition of a> 
— investment shall be taken into account, 
an 

“(ii) unless the issuer otherwise elects, any amount 
earned on a bona fide debt service fund shall not be 
taken into account if the gross earnings on such fund 
for the bond year is less than $100,000. 

“(B) TEMPORARY INVESTMENTS.—Under regulations pre- 
scribed by the Secretary— 

“(i) IN GENERAL.—An issue shall, for purposes of this 
subsection, be treated as meeting the requirements of 
paragraph (2) if the gross proceeds of such issue are 
expended for the governmental purpose for which the 
issue was issued by no later than the day which is 6 
months after the date of issuance of such issue. Gross 
proceeds which are held in a bona fide debt service 
fund shall not be considered gross proceeds, for pur- 
poses of this subparagraph only. 

“(ii) ADDITIONAL PERIOD FOR CERTAIN BONDS.— 

“(I) IN GENERAL.—In the case of an issue de- 
scribed in subclause (II), clause (i) shall be applied 
by substituting ‘1 year’ for ‘6 months’ with respect 
to the portion of the proceeds of the issue which 
are not expended in accordance with clause (i) if 
such portion does not exceed the lesser of 5 percent 
of the proceeds of the issue or $100,000. 

“(ID IssuESs TO WHICH SUBCLAUSE (I) APPLIES.— 
An issue is described in this subclause if no bond 
which is part of such issue is a private activity 
bond (other than a qualified 501(c\3) bond) or a tax 
or revenue anticipation bond. 

“(iii) SAFE HARBOR FOR DETERMINING WHEN PROCEEDS 
OF TAX AND REVENUE ANTICIPATION BONDS ARE 
EXPENDED.— 

“(Dl IN GENERAL.—For purposes of clause (i), in 
the case of an issue of tax or revenue anticipation 
bonds, the net proceeds of such issue (including 
earnings thereon) shall be treated as expended for 
the governmental purpose of the issue on the lst 
day after the date of issuance that the cumulative 
cash flow deficit to be financed by such issue ex- 
ceeds 90 percent of the aggregate face amount of 
such issue. 

“(II CUMULATIVE CASH FLOW DEFICIT.—For pur- 
poses of subclause (I), the term ‘cumulative cash 
flow deficit’ means, as of the date of computation, 
the excess of the expenses paid during the period 
described in subclause (III) which would ordinarily 
be paid out of or financed by anticipated tax or 
other revenues over the aggregate amount avail- 
able (other than from the proceeds of the issue) 
during such period for the payment of such ex- 


penses. 

“(III) PrErrop INVOLVED.—For purposes of 
subclause (Ii), the period described in this 
subclause is the period beginning on the date of 
issuance of the issue and ending on the earliest of 
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the maturity date of the issue, the date 6 months 
after such date of issuance, or the date of the 
computation of cumulative cash flow deficit. 

“(C) EXCEPTION FOR SMALL GOVERNMENTAL UNITS.—An 
issue shall, for purposes of this subsection, be treated as 
meeting the requirements of paragraphs (2) and (3) if— 

“(i) the issue is issued by a governmental unit with 
general taxing powers, 

“(ii) no bond which is part of such issue is a private 
activity bond, 

“(iii) 95 percent or more of the net proceeds of such 
issue are to be used for local governmental activities of 
the issuer (or of a governmental unit the jurisdiction of 
— is entirely within the jurisdiction of the issuer), 
an 

“(iv) the aggregate face amount of all tax-exempt 
bonds (other than private activity bonds) issued by such 
unit (and all subordinate entities thereof) during the 
calendar year in which such issue is issued is not 
reasonably expected to exceed $5,000,000. 

Clause (iv) shall not take into account any bond which is 
not outstanding at the time of a later issue or which is 
redeemed (other than in an advance refunding) from the 
net proceeds of the later issue. 

“(D) EXCEPTION FOR CERTAIN QUALIFIED STUDENT LOAN 
BONDS.— 

“(i) IN GENERAL.—In determining the aggregate 
amount earned on nonpurpose investments acquired 
with gross proceeds of an issue of bonds described in 
section 144(b\1A), the amount earned from invest- 
ment of net proceeds of such issue during the initial 
temporary period under subsection (c) shall not be 
taken into account to the extent that the amount so 
earned is used to pay the reasonable— 

“(l) administrative costs of such a program 
attributable to such issue and the costs of carrying 
such issue, and 

“(ID costs of issuing such issue, 

but only to the extent such costs were financed with 
proceeds of such issue and for which the issuer was not 
reimbursed. 

“(ii) ONLY ARBITRAGE ON AMOUNTS LOANED DURING 
TEMPORARY PERIOD TAKEN INTO ACCOUNT FOR ADMINIS- 
TRATIVE COSTS, ETC.—The amount earned from invest- 
ment of net proceeds of an issue during the initial 
temporary period under subsection (c) shall be taken 
into account under clause (iI) only to the extent attrib- 
utable to proceeds which were used to make or finance 
(not later than the close of such period) student loans 
under a program described in section 144(b\(1)(A). 

“(iii) ELECTION.—This subparagraph shall not apply 
to any issue if the issuer elects not to have this 
subparagraph apply to such issue. 

“(iv) TERMINATION.—This subparagraph shall not 
apply to any bond issued after December 31, 1988. 

“(5) EXEMPTION FROM GROSS INCOME OF SUM REBATED.—Gross 
income shall not include the sum described in paragraph (2). 
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Notwithstanding any other provision of this title, no deduction 
shall be allowed for any amount paid to the United States under 
paragraph (2). 

“(6) DEFINITIONS.—For purposes of this subsection and subsec- 
tions (c) and (d)— 

“(A) NONPURPOSE INVESTMENT.—The term ‘nonpurpose 
investment’ means any investment property which— 
_ is acquired with the gross proceeds of an issue, 
an 
“(ii) is not acquired in order to carry out the govern- 
mental purpose of the issue. 
“(B) Gross pROCEEDS.—Except as otherwise provided by 
the Secretary, the gross proceeds of an issue include— 
“(i) amounts received (including repayments of prin- 
cipal) as a result of investing the original proceeds of 
the issue, and 
“(ii) amounts to be used to pay debt service on the 
issue. 

“(7) PENALTY IN LIEU OF LOSS OF TAX EXEMPTION.—In the case 
of an issue which would (but for this paragraph) fail to meet the 
requirements of paragraph (2) or (3), the Secretary may treat 
such issue as not failing to meet such requirements if— 

“(A) no bond which is part of such issue is a private 
activity bond (other than a qualified 501(c\3) bond), 
“(B) the failure to meet such requirements is due to 
reasonable cause and not to willful neglect, and 
“(C) the issuer pays to the United States a penalty in an 
amount equal to the sum of— 
“(i) 50 percent of the amount which was not paid in 
accordance with paragraphs (2) and (3), plus 
“(ii) interest (at the underpayment rate established 
under section 6621) on the portion of the amount which 
was not paid on the date required under paragraph (3) 
for the period beginning on such date. 
The Secretary may waive all or any portion of the penalty 
under this ; 

“(g) SrupENT LOAN INCENTIVE PAYMENTS.—Except to the extent 
otherwise provided in regulations, payments made by the Secretary 
of Education pursuant to section 438 of the Higher Education Act of 
1965 are not to be taken into account, for purposes of subsection 
(a1), in determining yields on student loan notes. 

“(h) DETERMINATIONS OF YIELD.—For purposes of this section, the 
yield on an issue shall be determined on the basis of the issue price 
(within the meaning of sections 1273 and 1274). 

“(j) REGULATIONS.—The Secretary shall prescribe such regulations 
as may be necessary or appropriate to carry out the purposes of this 
section. 


“SEC. 149. BONDS MUST BE REGISTERED TO BE TAX EXEMPT; OTHER 
REQUIREMENTS. 


“(a) Bonps Must Be RecIsTERED To Be Tax ExeEmMpT.— 

“(1) GENERAL RULE.—Nothing in section 103(a) or in any other 
provision of law shall be construed to provide an exemption 
from Federal income tax for interest on any registration-re- 
quired bond unless such bond is in registered form. 
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“(2) REGISTRATION-REQUIRED BOND.—For purposes of = 
graph (1), the term ‘registration-required bond’ means any bond 
other than a bond which— 

“(A) is not of a type offered to the public, 

“(B) has a maturity (at issue) of not more than 1 year, or 

“(C) is described in section 163(f(2X\B). 

“(3) SPECIAL RULES.— 

“(A) BooK ENTRIES PERMITTED.—For purposes of para- 
graph (1), a book entry bond shall be treated as in reg- 
istered form if the right to the principal of, and stated 
interest on, such bond may be transferred only through a 
book entry consistent with regulations prescribed by the 


tary. 
“(B) NomINEES.—The Secretary shall prescribe such regu- 
lations as may be necessary to carry out the pu of 
paragraph (1) where there is a nominee or chain of nomi- 


nees. 
“(b) FEDERALLY GUARANTEED Bonn Is Nor Tax Exempt.— 
“(1) IN GENERAL.—Section 103(a) shall not apply to any State 
or local bond if such bond is federally guaranteed. 
“(2) FEDERALLY GUARANTEED DEFINED.—For purposes of para- 
graph (1), a bond is federally guaranteed if— 

“(A) the payment of principal or interest with res to 
such bond is qumntenl (in whole or in part) by the United 
States (or any agency or instrumentality thereof), 

“(B) such bond is issued as part of an issue and 5 percent 
or more of the proceeds of such issue is to be— 

“(i) used in making loans the payment of principal or 
interest with respect to which are to be guaranteed (in 
whole or in part) by the United States (or any agency or 
instrumentality thereof), or 

“(ii) iapeeiell (directly or indirectly) in federally in- 
sured deposits or accounts, or 

“(C) the pes of principal or interest on such bond is 
otherwise indi ly guaranteed (in whole or in part) by the 
United States (or an agency or instrumentality thereof). 

“(3) EXCEPTIONS.— 

“(A) CERTAIN INSURANCE PROGRAMS.—A bond shall not be 
treated as federally guaranteed by reason of— 

“(i) any guarantee by the Federal Housing Adminis- 
tration, the Veterans’ Administration, the Federal Na- 
tional Mortgage Association, the Federal Home Loan 
Mortgage Corporation, or the Government National 
Mortgage Association, 

“(ii) any guarantee of student loans and any guaran- 
tee by the Student Loan Marketing Association to fi- 
nance student loans, or 

“(iii) any guarantee by the Bonneville Power Author- 
ity _peeens to the Northwest Power Act (16 U.S.C. 
839d) as in effect on the date of the enactment of the 
Tax Reform Act of 1984 with respect to any bond issued 
before July 1, 1989. 

“(B) DEBT SERVICE, ETC.—Paragraph (1) shall not apply 


“(i) proceeds of the issue invested for an initial tem- 
porary period until such proceeds are needed for the 
purpose for which such issue was issued, 
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“(ii) investments of a bona fide debt service fund, 

“(iii) investments of a reserve which meet the 
requirements of section 148(d), 

“(iv) investments in bonds issued by the United 
States Treasury, or 

“(v) other investments permitted under regulations. 

“(C) EXCEPTION FOR HOUSING PROGRAMS.— 

“(i) IN GENERAL.—Except as provided in clause (ii), 
paragraph (1) shall not apply to— 

“(1 a private activity bond for a qualified resi- 
dential rental project or a housing program obliga- 
tion under section 11(b) of the United States 
Housing Act of 1937, 

“(ID a qualified mortgage bond, or 

“(IID) a qualified veterans’ mortgage bond. 

“(ii) EXCEPTION NOT TO APPLY WHERE BOND INVESTED 
IN FEDERALLY INSURED DEPOSITS OR ACCOUNTS.—Clause 
(i) shall not apply to any bond which is federally 
guaranteed within the meaning of paragraph (2)(B\ii). 

“(D) LOANS TO, OR GUARANTEES BY, FINANCIAL INSTITU- 
TIONS.—Except as provided in paragraph (2)(B)jii), a bond 
which is issued as part of an issue shall not be treated as 
federally guaranteed merely by reason of the fact that the 
proceeds of such issue are used in making loans to a 
financial institution or there is a guarantee by a financial 
institution unless such guarantee constitutes a federally 
insured deposit or account. 

“(4) DEFINITIONS.—For purposes of this subsection— 

“(A) TREATMENT OF CERTAIN ENTITIES WITH AUTHORITY TO 
BORROW FROM UNITED STATES.—To the extent provided in 
regulations prescribed by the Secretary, any entity with 
statutory authority to borrow from the United States shall 
be treated as an instrumentality of the United States. 
Except in the case of an exempt facility bond, a qualified 
small issue bond, a qualified student loan bond, and a 
qualified redevelopment bond, nothing in the preceding 
sentence shall be construed as treating the District of 
Columbia or any possession of the United States as an 
instrumentality of the United States. 

“(B) FEDERALLY INSURED DEPOSIT OR ACCOUNT.—The term 
‘federally insured deposit or account’ means any deposit or 
account in a financial institution to the extent such deposit 
or account is insured under Federal law by the Federal 
Deposit Insurance Corporation, the Federal Savings and 
Loan Insurance Corporation, the National Credit Union 
Administration, or any similar federally chartered corpora- 
tion. 

“(c) Tax EXEMPTION Must BE DERIVED F Rom Tuis TITLE.— 

“(1) GENERAL RULE.—Except as provided in paragraph (2), no 
interest on any bond shall be exempt from taxation under this 
title unless such interest is exempt from tax under this title 
without regard to any provision of law which is not contained in 
this title and which is not contained in a revenue Act. 

“(2) CERTAIN PRIOR EXEMPTIONS.— 

“(A) PRIOR EXEMPTIONS CONTINUED.—For purposes of this 
title, notwithstanding any provision of this part, any bond 
the interest on which is exempt from taxation under this 
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title by reason of any provision of law (other than a provi- 
sion of this title) which is in effect on January 6, 1983, shall 
be treated as a bond described in section 103(a). 

“(B) ADDITIONAL REQUIREMENTS FOR BONDS ISSUED AFTER 
1983.—Subparagraph (A) shall not apply to a bond (not 
described in subparagraph (C)) issued after 1983 if the 
appropriate requirements of this part (or the corresponding 
Se of prior law) are not met with respect to such 


“(C) DESCRIPTION OF BOND.—A bond is described in this 

vw (and treated as described in subparagraph 
1 — 

“(i) such bond is issued pursuant to the Northwest 

Power Act (16 U.S.C. 839d), as in effect on July 18, 1984; 

“(i) such bond is issued pursuant to section 
608(aX6XA) of Public Law 97-468, as in effect on the 
date of the enactment of the Tax Reform Act of 1986; or 

“(jii) such bond is issued before June 19, 1984 under 
section 11(b) of the United States Housing Act of 1937. 

“(d) ADVANCE REFUNDINGS.— 

“(1) IN GENERAL.—Nothing in section 103(a) or in any other 
provision of law shall be construed to provide an exemption 
from Federal income tax for interest on any bond issued as part 
of an issue described in paragraph (2), (3), or (4). 

“(2) CERTAIN PRIVATE ACTIVITY BONDS.—An issue is described 
in this paragraph if any bond (issued as part of such issue) is 
issued to advance refund a private activity bond (other than a 
qualified 501(c\3) bond). 

“(3) OTHER BONDS.— 

“(A) IN GENERAL.—An issue is described in this para- 
graph if any bond (issued as part of such issue), hereinafter 
in this paragraph referred to as the ‘refunding bond’, is 
issued to advance refund a bond unless— 

“(i) the refunding bond is only— 

“(I) the lst advance refunding of the original 
bond if the original bond is issued after 1985, or 

“(ID the ist or 2nd advance refunding of the 
aa bond if the original bond was issued before 

“(ii) in the case of refunded bonds issued before 1986, 
the refunded bond is redeemed not later than the 
earliest date on which such bond may be redeemed at 
par or ata a of 3 percent or less, 

“(iii) in the case of refunded bonds issued after 1985, 
the refunded bond is redeemed not later than the 
earliest date on which such bond may be redeemed, 

Bic the initial temporary period under section 148(c) 
ends— 

“(I) with respect to the proceeds of the refunding 
bond not later than 30 days after the date of issue 
of such bond, and 

“(II with respect to the proceeds of the refunded 
bond on the date of issue of the refunding bond, 


and 
“(v) in the case of refunded bonds to which section 
148(e) did not apply, on and after the date of issue of 
the refunding bond, the amount of proceeds of the 
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refunded bond invested in higher yielding investments 
(as defined in section 148(b)) which are nonpurpose 
investments (as defined in section 148(f(6\A)) does not 
exceed— 

“(I) the amount so invested as part of a reason- 
ably required reserve or replacement fund or 
during an allowable temporary period, and 

“(ID the amount which is equal to the lesser of 5 
percent of the proceeds of the issue of which the 
refunded bond is a part or $100,000 (to the extent 
such amount is allocable to the refunded bond). 

“(B) SPECIAL RULES FOR REDEMPTIONS.— 

“(i) ISSUER MUST REDEEM ONLY IF DEBT SERVICE SAV- 
INnGS.—Clause (ii) and (iii) of subparagraph (A) shall 
apply only if the issuer may realize present value debt 
service savings (determined without regard to adminis- 
trative expenses) in connection with the issue of which 
the refunding bond is a part. 

“(ii) REDEMPTIONS NOT REQUIRED BEFORE 90TH DAY.— 
For purposes of clauses (ii) and (iii) of subparagraph (A), 
the earliest date referred to in such clauses shall not be 
earlier than the 90th day after the date of issuance of 
the refunding bond. 

“(4) ABUSIVE TRANSACTIONS PROHIBITED.—An issue is described 
in this paragraph if any bond (issued as part of such issue) is 
issued to advance refund another bond and a device is employed 
in connection with the issuance of such issue to obtain a mate- 
rial financial advantage (based on arbitrage) apart from savings 
attributable to lower interest rates. 

“(5) ADVANCE REFUNDING.—For purposes of this part, a bond 
shall be treated as issued to advance refund another bond if it is 
oo more than 90 days before the redemption of the refunded 
bond. 

“(6) SPECIAL RULES FOR PURPOSES OF PARAGRAPH (3).—For 
purposes of paragraph (3), bonds issued before the date of the 
enactment of this subsection shall be taken into account under 
subparagraph (A)(i) thereof except— 

“(A) a refunding which occurred before 1986 shall be 
treated as an advance refunding only if the refunding bond 
was issued more than 180 days before the redemption of the 
refunded bond, and 

“(B) a bond issued before 1986, shall be treated as ad- 
vance refunded no more than once before March 15, 1986. 

“(7) REGULATIONS.—The Secretary shall prescribe such regu- 
lations as may be necessary or appropriate to carry out the 
purposes of this subsection. 

“(e) INFORMATION REPORTING.— 

“(1) IN GENERAL.—Nothing in section 103(a) or any other 
provision of law shall be construed to provide an exemption 
from Federal income tax for interest on any bond unless such 
bond satisfies the requirements of paragraph (2). 

(2) INFORMATION REPORTING REQUIREMENTS.—A bond satisfies 
the requirements of this paragraph if the issuer submits to the 
Secretary, not later than the 15th day of the 2d calendar month 
after the close of the calendar quarter in which the bond is 
issued (or such later time as the Secretary may prescribe with 
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respect to any portion of the statement), a statement concerning 
the issue of which the bond is a part which contains— 

“(A) the name and address of the issuer, 

“(B) the date of issue, the amount of net proceeds of the 
issue, the stated interest rate, term, and face amount of 
each bond which is part of the issue, the amount of issuance 
costs of the issue, and the amount of reserves of the issue, 

“(C) where required, the name of the applicable elected 
representative who approved the issue, or a description of 
the voter referendum by which the issue was approved, 

“(D) the name, address, and employer identification 
number of— 

“(i) each initial principal user of any facility provided 
with the proceeds of the issue, 

“(ii) the common parent of any affiliated group of 
corporations (within the meaning of section 1504(a)) of 
which such initial principal user is a member, and 

“(iii) if the issue is treated as a separate issue under 
section 144(aX6A), any person treated as a principal 
user under section 144(a)(6\B), 

“(E) a description of any property to be financed from the 
proceeds of the issue, 

“(F) a certification by a State official designated by State 
law (or, where there is no such official, the Governor) that 
the bond meets the requirements of section 146 (relating to 
cap on private activity bonds), if applicable, and 

“(G) such other information as the Secretary may 
require. 

Subparagraphs (C) and (D) shall not apply to any bond which is 
not a private activity bond. The Secretary may provide that 
certain information specified in the lst sentence need not be 
included in the statement with respect to an issue where the 
inclusion of such information is not necessary to carry out the 
purposes of this subsection. 

“(3) EXTENSION OF TIME.—The Secretary may grant an exten- 
sion of time for the filing of any statement required under 
paragraph (2) if there is reasonable cause for the failure to file 
such statement in a timely fashion. 


“Subpart C—Definitions and Special Rules 


“Sec. 150. Definitions and special rules. 
“SEC. 150. DEFINITIONS AND SPECIAL RULES. 


“(a) GENERAL RuULE.—For purposes of this part— 

“(1) Bonp.—The term ‘bond’ includes any obligation. 

“(2) GOVERNMENTAL UNIT NOT TO INCLUDE FEDERAL GOVERN- 
MENT.—The term ‘governmental unit’ does not include the 
United States or any agency or instrumentality thereof. 

“(3) NET PROCEEDS.—The term ‘net proceeds’ means, with 
respect to any issue, the proceeds of such issue reduced by 
amounts in a reasonably required reserve or replacement fund. 

“(4) 501(cX3) ORGANIZATION.—The term ‘501(c3) organization’ 
means any organization described in section 501l(c\3) and 
exempt from tax under section 501(a). 
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“(5) OWNERSHIP OF PROPERTY.—Property shall be treated as 
owned by a governmental unit if it is owned on behalf of such 
unit. 

“(6) TAX-EXEMPT BOND.—The term ‘tax-exempt’ means, with 
respect to any bond (or issue), that the interest on such bond (or 
on the bonds issued as part of such issue) is excluded from gross 
income. 

“(b) CHANGE IN USE oF Faciuities FINANCED WitH Tax-EXxEMPT 
Private Activity Bonps.— 

“(1) MORTGAGE REVENUE BONDS.— 

“(A) IN GENERAL.—In the case of any residence with 
respect to which financing is provided from the proceeds of 
a qualified mortgage bond or qualified veterans’ mortgage 
bond, if there is a continuous period of at least 1 year 
during which such residence is not the principal residence 
of at least 1 of the mortgagors who received such financing, 
then no deduction shall be allowed under this chapter for 
interest on such financing which accrues on or after the 
date such period began. 

“(B) Exception.—Subparagraph (A) shall not apply to the 
extent the Secretary determines that its application would 
result in undue hardship and that the failure to meet the 
requirements of subparagraph (A) resulted from cir- 
cumstances beyond the mortgagor’s control. 

“(2) QUALIFIED RESIDENTIAL RENTAL PROJECTS.—In the case of 
any project for residential rental property— 

“(A) with respect to which financing is provided from the 
proceeds of any private activity bond which, when issued, 
purported to be a tax-exempt bond described paragraph (7) 
of section 142(a), and 
aun which does not meet the requirements of section 

(d), 
no deduction shall be allowed under this chapter for interest on 
such financing which accrues during the period beginning on 
the 1st day of the taxable year in which such project fails to 
meet such requirements and ending on the date such project 
meets such requirements. 

“(3) QUALIFIED 501(CX3) BONDS.— 

“(A) IN GENERAL.—In the case of any facility with respect 
to which financing is provided from the proceeds of any 
private activity bond which, when issued, purported to be a 
a qualified 501(cX3) bond, if any portion of such 

acility— 
“(i) is used in a trade or business of any person other 
than a 501(cX3) organization or a governmental unit, 


but 

“(ii) continues to be owned by a 501(cX3) organization, 
then the owner of such portion shall be treated for purposes of 
this title as engaged in an unrelated trade or business (as 
defined in section 513) with respect to such portion. The amount 
of gross income attributable to such portion for any period shall 
oe less than the fair rental value of such portion for such 

riod. 

“(B) DENIAL OF DEDUCTION FOR INTEREST.—No deduction 
shall be allowed under this chapter for interest on financ- 
ing described in subparagraph (A) which accrues during the 
period beginning on the date such facility is used as de- 
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scribed in subparagraph (Ai) and ending on the date such 
facility is not so used. 

“(4) CERTAIN EXEMPT FACILITY BONDS.— 

“(A) IN GENERAL.—In the case of any facility with respect 
to which financing is provided from the proceeds of any 
private activity bond to which this paragraph applies, if 
such facility is not used for a purpose for which a tax- 
exempt bond could be issued on the date of such issue, no 
deduction shall be allowed under this chapter for interest 
on such financing which accrues during the period begin- 
ning on the date such facility is not so used and ending on 
the date such facility is so used. 

‘(B) BONDS TO WHICH PARAGRAPH APPLIES.—This para- 
graph applies to any private activity bond which, when 
issued, purported to be a tax-exempt exempt facility bond 
described in a paragraph (other than paragraph (7)) of 
section 142(a). 

“(5) FACILITIES REQUIRED TO BE OWNED BY GOVERNMENTAL 
UNITS OR 501(CX3) ORGANIZATIONS.—If— 

“(A) financing is provided with respect to any facility 
from the proceeds of any private activity bond which, when 
issued, purported to be a tax-exempt bond, 

“(B) such facility is required to be owned by a govern- 
mental unit or a 501(c\(3) organization as a condition of 
such tax exemption, and 

“(C) such facility is not so owned, 

then no deduction shall be allowed under this chapter for 
interest on such financing which accrues during the period 
beginning on the date such facility is not so owned and ending 
on the date such facility is so owned. 
“(c) EXCEPTION AND SPECIAL RULES FOR PURPOSES OF SUBSECTION 
(b).—For purposes of subsection (b)— 

“(1) ExcepTion.—Any use with respect to facilities financed 
with proceeds of an issue which are not required to be used for 
the exempt purpose of such issue shall not be taken into 
account. 

“(2) TREATMENT OF AMOUNTS OTHER THAN INTEREST.—If the 
amounts payable for the use of a facility are not interest, 
subsection (b) shall apply to such amounts as if they were 
interest but only to the extent such amounts for any period do 
not exceed the amount of interest accrued on the bond financing 
for such period. 

“(3) USE OF PORTION OF FACILITY.—In the case of any person 
which uses only a portion of the facility, only the interest 
accruing on the financing allocable to such portion shall be 
taken into account by such person. 

“(4) CESSATION WITH RESPECT TO PORTION OF FACILITY.—In the 
case of any facility where part but not all of the facility is not 
used for an exempt purpose, only the interest accruing on the 
financing allocable to such part shall be taken into account. 

“(5) REGULATIONS.—The Secretary shall prescribe such regu- 
lations as may be necessary or appropriate to carry out the 
purposes of this subsection and subsection (b). 

“(d) QUALIFIED SCHOLARSHIP FUNDING Bonp.—For purposes of this 
part and section 103— 

“(1) TREATMENT AS STATE OR LOCAL BOND.—A qualified schol- 

arship funding bond shall be treated as a State or local bond. 
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“(2) QUALIFIED SCHOLARSHIP FUNDING BOND DEFINED.—The 
term ‘qualified scholarship funding bond’ means a bond issued 
by a corporation which— 

“(A) is a corporation not for profit established and oper- 
ated exclusively for the purpose of acquiring student loan 
notes incurred under the Higher Education Act of 1965, and 

“(B) is organized at the request of the State or 1 or more 
political subdivisions thereof or is requested to exercise 
such power by 1 or more political subdivisions and required 
by its corporate charter and bylaws, or required by State 
law, to devote any income (after payment of expenses, debt 
service, and the creation of reserves for the same) to the 
purchase of additional student loan notes or to pay over any 
income to the United States. 

“(e) Bonps OF CERTAIN VOLUNTEER FIRE DEPARTMENTS.—For pur- 
poses of this part and section 103— 

“(1) IN GENERAL.—A bond of a volunteer fire department shall 
be treated as a bond of a political subdivision of a State if— 

“(A) such department is a qualified volunteer fire depart- 
ment with respect to an area within the jurisdiction of such 
political subdivision, and 

“(B) such bond is issued as part of an issue 95 percent or 
more of the net proceeds of which are to be used for the 
acquisition, construction, reconstruction, or improvement 
of a firehouse or firetruck used or to be used by such 
department. 

“(2) QUALIFIED VOLUNTEER FIRE DEPARTMENT.—For purposes of 
this subsection, the term ‘qualified volunteer fire department’ 
means, with respect to a political subdivision of a State, any 
organization— 

“(A) which is organized and operated to provide firefight- 
ing or emergency medical services for persons in an area 
(within the jurisdiction of such political subdivision) which 
is not provided with any other firefighting services, and 

“(B) which is required (by written agreement) by the 
political subdivision to furnish firefighting services in such 
area.” 

(c) AMENDMENT TO ARBITRAGE REGULATIONS.—The provision in 
the Federal income tax regulations relating to the arbitrage require- 
ments which permits a higher yield on acquired obligations if the 
issuer elects to waive the benefits of the temporary period provisions 
shall not apply to bonds issued after August 31, 1986. 

(d) State AND LOCAL GOVERNMENT SERIES MopiIFICATIONS.—Not- 
withstanding any other provision of law or any regulations promul- 
gated thereunder (including the provisions of 31 CFR part 344) the 
Secretary of the Treasury shall extend by January 1, 1987, the State 
and Local Government Series program to provide— 

(1) instruments allowing flexible investment of bond proceeds 
in a manner eliminating the earning of rebatable arbitrage, 

(2) demand deposits under such program by eliminating ad- 
vance notice and minimum maturity requirements related to 
the purchase of bonds, 

(3) operation of such program at no net cost to the Federal 
Government, and 

(4) deposits for a stated maturity under reasonable advance 
notice requirements. 
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(e) MANAGEMENT Contracts.—The Secretary of the Treasury or 
his delegate shall — the Secretary’s advance ruling guidelines 
relating to when use of property pursuant to a management con- 
tract is not considered a trade or business use by a private person 
for purposes of section 141(a) of the Internal Revenue Code of 1986 to 
provide that use pursuant to a management contract generally shall 
not be treated as trade or business use as long as— 

(1) the term of such contract (including renewal options) does 
not exceed 5 years, 

(2) the exempt owner has the option to cancel such contract at 
the end of any 3-year period, 

(3) the manager under the contract is not compensated (in 
whole or in part) on the basis of a share of net profits, and 

(4) at least 50 percent of the annual compensation of the 
manager under such contract is based on a periodic fixed fee. 

(f) AMENDMENTS RELATING TO MorTGAGE CREDIT CERTIFICATE 
PROGRAM.— 

(1) TRADE-IN RATE INCREASED TO 25 PERCENT.— 

(A) Subparagraph (A) of section 25(d\2) (relating to aggre- 
gate limit of certificate credit rates) is amended by striking 
out “20 percent” and inserting in lieu thereof “25 percent”’. 

(B) Subparagraph (A) of section 25(fX2) (defining correc- 
tion amount) is amended by striking out “0.20” and insert- 
ing in lieu thereof “0.25”. 

(2) CONFORMING AMENDMENTS.— 

(A) Clause (ii) of section 25(bX2XA) (defining certificate 
indebtedness amount) is amended by striking out “section 
103A(1X6)” and inserting in lieu thereof “section 143(k\4)”. 

(B) Clause (iii) of section 25(bX2MA) is amended by strik- 
ing out “section 103A(X7)” and inserting in lieu thereof 
“section 143(k\(5)”. 

(CXi) Sub phs (AXiii) and (B) of section 25(cX2) are 
each amended by striking out “section 103A” each place it 
appears and inserting in lieu thereof “section 143”. 

(ii) Clause (ii) of section 25(cX2\A) is amended by striking 
= “section 103A” and inserting in lieu thereof “section 
103”. 

(D) Clause (iii) of section 25(cX2XA) (defining qualified 
mortgage credit certificate program) is amended by striking 
out all the subclauses thereof and inserting in lieu thereof 
the following: 

“(I) subsection (c) (relating to residence require- 
ments), 

Be subsection (d) (relating to 3-year require- 
ment), 

“(III) subsection (e) (relating to purchase price 
requirement), 

“(IV) subsection (f) (relating to income require- 
ments), 

“(V) subsection (h) (relating to portion of loans 
required to be placed in targeted areas), and 

“(VI paragraph (1) of subsection (i) (relating to 
other requirements),”. 

(E) The last sentence of subparagraph (A) of section 
25(cX2) is amended by striking out “section 103A(cX2)” and 
inserting in lieu thereof “section 143(aX2)”. 

(F) Subparagraph (B) of section 25(cX2) is amended— 
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(i) by striking out “subclauses (II) and (IV)”’ and 
ne in lieu thereof “subclauses (II), (IV), and (V)’, 
an 
(ii) by striking out clause (iii) and all that follows and 
inserting in lieu thereof the following: 
“(iii) paragraph (1) of section 143(d) shall be applied 
by substituting ‘100 percent’ for ‘95 percent or more’. 
Clause (iii) shall not apply if the issuing authority submits a 
plan to the Secretary for administering the 95-percent 
requirement of section 143(d)(1) and the Secretary is satis- 
fied that such requirement will be met under such plan.” 

(G) Subsection (d) of section 25 (relating to determination 
of certificate credit rate) is amended by striking out para- 
graph (3). 

(H) Paragraph (2) of section 25(e) (relating to indebtedness 
not treated as certified where certain requirements in fact 
not met) is amended by striking out “subsection (d)(1), (e), 
(f), and (j) of section 103A” and inserting in lieu thereof 
“subsections (c)(1), (d), (e), (f), and (i) of section 143”. 

(I) Paragraph (6) of section 25(e) is amended by striking 
out “section 103(b\6\C\i)” and inserting in lieu thereof 
“section 144(a(3)A)”. 

(J) Subparagraph (A) of section 25(e8) is amended by 
striking out “section 103A(1(7B)”’ and inserting in lieu 
thereof “section 143(k\(5\(B)’. 

(K) Subparagraph (B) of section 25(e\8) is amended by 
striking out “section 103A(1\6)” and inserting in lieu 
thereof “section 143(k)(4)”. 

(L) Paragraph (9) of section 25(e) is amended by striking 
out “section 103A(c\(1)” and inserting in lieu thereof “sec- 
tion 143(a\(1)”. 

(M) Paragraph (10) of section 25(e) is amended by striking 
- “section 103A” and inserting in lieu thereof “section 

4 ” 


(N) Paragraph (1) of section 25(f) is amended by striking 
out “paragraph (4) of section 103A(g)” and inserting in lieu 
thereof “subsection (d) of section 146”. 

(O) Paragraph (3) of section 25(f) is amended by striking 
out “section 103A(gX5)C)” and inserting in ‘lieu thereof 


“section 146(d)\(3\(C)’. 

(g) PENALTY FOR FaILurRE To FILE REpoRT ON COMPLIANCE WITH 
QUALIFIED RESIDENTIAL RENTAL PROJECT RuLes.—Section 6652 
(relating to failure to file certain information returns, registration 
statements, etc.), as amended by section 1501 of this Act, is amended 
by redesignating subsection (j) as subsection (k) and by inserting 
after subsection (i) the following new subsection: 

“G) Farture To Fite CertiricaTion WitH Respect TO CERTAIN 
RESIDENTIAL RENTAL ProJeEcts.—In the case of each failure to pro- 
vide a certification as required by section 142(d)\(7) at the time 
prescribed therefor, unless it is shown that such failure is due to 
reasonable cause and not to willful neglect, there shall be paid, on 
notice and demand of the Secretary and in the same manner as tax, 
by the person failing to provide such certification, an amount equal 
to $100 for each such failure.” 

(h) REPEAL OF REPORT ON MORTGAGE REVENUE BOND PROGRAM.— 
Paragraph (7) of section 611(d) of the Tax Reform Act of 1984 is 
hereby repealed. 
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(i) AMENDMENT TO OuTPUT REGULATIONS.—The Secretary of the 
Treasury or his delegate shall amend the provision in the Federal 
income tax regulations relating to when use pursuant to certain 
output contracts is considered to satisfy the private business tests of 
paragraphs (1) and (2) of section 141(b) of the Internal Revenue Code 
of 1986 to eliminate the requirement of a 3 percent guaranteed 
minimum payment. 

(j) TECHNICAL AND CONFORMING AMENDMENTS.— 

(1) REPEAL OF SECTION 103A.—Section 103A is hereby repealed. 
(2) SECTION 143 REDESIGNATED AS SECTION 7703.— 

(A) IN GENERAL.—Chapter 79 (relating to definitions) is 
amended by adding at the end thereof the following new 
section: 

“SEC. 7703. DETERMINATION OF MARITAL STATUS. 


“(a) GENERAL RuLE.—For purposes of part V of subchapter B of 
chapter 1 and those provisions of this title which refer to this 
subsection— 

“(1) the determination of whether an individual is married 
shall be made as of the close of his taxable year; except that if 
his spouse dies during his taxable year such determination shall 
be made as of the time of such death; and 

“(2) an individual legally separated from his spouse under a 
decree of divorce or of separate maintenance shall not be consid- 
ered as married. 

“(b) CerTAIN Marriep INDIVIDUALS Livinc APART.—For purposes 
of those provisions of this title which refer to this subsection, if— 

“(1) an individual who is married (within the meaning of 
subsection (a)) and who files a separate return maintains as his 
home a household which constitutes for more than one-half of 
the taxable year the principal place of abode of a child (within 
the meaning of section 151(eX3)) with respect to whom such 
individual is entitled to a deduction for the taxable year under 
section 151 (or would be so entitled but for paragraph (2) or (4) of 
section 152(e)), 

“(2) such individual furnishes over one-half of the cost of 
maintaining such household during the taxable year, and 

“(3) during the last 6 months of the taxable year, such individ- 
ual’s spouse is not a member of such household, 

such individual shall not be considered as married.” 
(B) CLERICAL AMENDMENT.—The table of sections for chap- 
ter 79 is amended by adding at the end thereof the follow- 
ing new item: 


“Sec. 7703. Determination of marital status.” 


(3) Paragraph (3) of section 163(f) (relating to denial of deduc- 
tions for interest on certain obligations not in registered form) is 
amended by striking out “section 103(jX3)” and inserting in lieu 
thereof “section 149(aX3)”. 

(4) Sections 269A(bX3), 414(mX5), 414(nX6), and 4988(cX2) 
(defining related person) are each amended by striking out 
“section 103(bX6XC)” and inserting in lieu thereof “section 
144(aX3)”. 

(5) Paragraph (1) of section 4701(b) (defining registration- 
required obligation) is amended by striking out “section 103(j)” 
and inserting in lieu thereof “section 149(a)’. 
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(6) Sections 4940(c\5), 4942(f(2A), and 7871(a\4) are each 
amended by striking out “(relating to interest on certain 
governmental obligations)” and inserting in lieu thereof “(relat- 
ing to State and local bonds)”. 

(7) Paragraph (2) of section 7871(c) (relating to no exemption 
for certain private activity bonds) is amended to read as follows: 

“(2) NO EXEMPTION FOR PRIVATE ACTIVITY BONDS.—Subsection 
(a) of section 103 shall not apply to any private activity bond (as 
defined in section 141(a)) issued by an Indian tribal government 
(or subdivision thereof).” 

(8) Sections 22(eX(2), 32(c) and (d), 86(cX3), 152(aX9), 153(5), 
194(b\(1), 1398(dX2), 3402(, and 6362(f(5) are each amended by 
striking out “section 143” each place it appears and inserting in 
lieu thereof “section 7703”. 

(9) Sections 105(d\5XC) and 879(cX3) are each amended by 
striking out “section 143(a)” and inserting in lieu thereof “sec- 
tion 7703(a)”. 

(10) Section 2(c) is amended by striking out “section 143(b)” 
and inserting in lieu thereof “section 7703(b)’. 


SEC. 1302. TREATMENT OF SECTION 501(c)(3) BONDS. 


Nothing in the treatment of section 501(c)\(3) bonds as private 
activity bonds under the amendments made by this title shall be 
construed as indicating how section 501(c)(3) bonds will be treated in 
future legislation, and any change in future legislation applicable to 
private activity bonds shall apply to section 501(c\(3) bonds only if 
expressly provided in such legislation. 


SEC. 1303. REPEAL OF PROVISIONS RELATING TO GENERAL STOCK 
OWNERSHIP CORPORATIONS. 


(a) In GENERAL.—Subchapter U of chapter 1 (relating to general 
stock ownership corporation) is hereby repealed. 
(b) TECHNICAL AND CONFORMING AMENDMENTS.— 

(1) Paragraph (1) of section 172(b) (relating to net operating 
loss carrybacks and carryovers) is amended by striking out 
subparagraph (J) and by redesignating subparagraph (K) as 
subparagraph (J). 

(2) Paragraphs (2) and (4) of section 172(k) are each amended 
by striking out “subsection (b\1K)” and inserting in lieu 
thereof “subsection (b)(1)(J)’. 

(3) Subsection (a) of section 1016 (relating to adjustments to 
basis) is amended by striking out paragraph (22) and by re- 
designating paragraphs (23) through (27) as paragraphs (22) 
through (26), respectively. 

(4) Subsection (r) of section 3402 (relating to extension of 
withholding to GSOC distribution) is hereby repealed. 

(5) Section 6039B (relating to return of general stock owner- 
ship corporation) is hereby repealed. 

(c) CLERICAL AMENDMENTS.— 

(1) The table of subchapters for chapter 1 is amended by 
striking out the item relating to subchapter U. 

(2) The table of sections for subpart A of part III of subchapter 
A of chapter 61 is amended by striking out the item relating to 
section 6039B. 
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Subtitle B—Effective Dates and Transitional 
Rules 


SEC. 1311. GENERAL EFFECTIVE DATES. 


(a) IN GENERAL.—Except as otherwise provided in this subtitle, 
the amendments made by section 1301 shall apply to bonds issued 
after August 15, 1986. 

(b) Section 1301(f).— 

(1) INCREASE IN TRADE-IN RATE.—The amendments made by 
paragraph (1) of section 1301(f) shall apply to nonissued bond 
amounts elected after August 15, 1986. 

(2) CERTIFICATES.—The amendments made by paragraph (2) of 
— 1301(f) shall apply to certificates issued after August 15, 
1986. 

(c) CHANGES IN Us, Etc., or Factiitres FINANCED WITH PRIVATE 
Activity Bonps.—Subsection (b) of section 150 of the 1986 Code 
shall apply to changes in use (and ownership) after August 15, 1986, 
but only with respect to financing (including refinancings) provided 
after such date. 

(d) Section 1303.—The amendments made by section 1303 shall 
take effect on the date of the enactment of this Act. 


SEC. 1312. TRANSITIONAL RULES FOR CONSTRUCTION OR BINDING 
AGREEMENTS AND CERTAIN GOVERNMENT BONDS ISSUED 
AFTER AUGUST 15, 1986. 


(a) EXCEPTION FOR CONSTRUCTION OR BINDING AGREEMENTS.— 

(1) IN GENERAL.—The amendments made by section 1301 shall 
-— apply to bonds (other than a refunding bend) with respect to 
a facility— 

(AXi) the original use of which commences with the tax- 
payer, and the construction, reconstruction, or rehabilita- 
tion of which began before September 26, 1985, and was 
completed on or after such date, 

(ii) the original use of which begins with the taxpayer and 
with respect to which a binding contract to incur significant 
expenditures for construction, reconstruction, or rehabilita- 
tion was entered into before September 26, 1985, and some 
of such expenditures are incurred on or after such date, or 

(iii) acquired on or after September 26, 1985, pursuant to 
a binding contract entered into before such date, and 

(B) described in an inducement resolution or other com- 
parable preliminary approval adopted —_ issuing author- 
ity (or by a voter referendum) before September 26, 1985. 

(2) SIGNIFICANT EXPENDITURES.—For purposes of paragraph 
(1XA), the term “significant expenditures” means expenditures 
greater than 10 percent of the reasonably anticipated cost of the 
construction, reconstruction, or rehabilitation of the facility 
involved. 

(b) CerTaIn AMENDMENTS To ApPLy TO BoNDs UNDER SUBSECTION 
(a) TRANSITIONAL RULE.— 

(1) IN GENERAL.—In the case of a bond issued after August 15, 
1986, and to which subsection (a) of this section applies, the 
requirements of the following provisions shall be treated as 
ta in section 103 and section 103A (as appropriate) of the 

e: 
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(A) The requirement that 95 percent or more of the net 
proceeds of an issue are to be used for a purpose described 
in section 103(bX4) or (5) of such Code in order for section 
103(bX4) or (5) of such Code to apply, including the applica- 
tion of section 142(b\2) of the 1986 Code (relating to limita- 
tion on office space). 

(B) The requirement that 95 percent or more of the net 
proceeds of an issue are to be used for a purpose described 
in section 103(bX6XA) of the 1954 Code in order for section 
103(bX6A) of such Code to apply. 

(C) The requirements of section 143 of the 1986 Code 
(relating to qualified mortgage bonds and qualified veter- 
ans’ mortgage bonds) in order for section 103A(b\2) of the 
1954 Code to apply. 

(D) The requirements of section 144(aX11) of the 1986 
Code (relating to limitation on acquisition of depreciable 
farm property) in order for section 103(b\6\A) of the 1954 
Code to apply. 

(E) The requirements of section 147(b) of the 1986 Code 
(relating to maturity may not exceed 120 percent of eco- 
nomic life). 

(F) The requirements of section 147(f) of the 1986 Code 
ne to public approval required for private activity 

nds). 

(G) The requirements of section 147(g) of the 1986 Code 
(relating to restriction on issuance costs financed by issue). 

(H) The requirements of section 148 of the 1986 Code 
(relating to arbitrage). 

(I) The requirements of — 14%e) of the 1986 Code 
(relating to information reporting). 

(J) The provisions of section 150(b) of the 1986 Code 
(relating to changes in use). 

(2) CERTAIN REQUIREMENTS APPLY ONLY TO BONDS ISSUED AFTER 
DECEMBER 31, 1986.—In the case of subparagraphs (F) and (I) of 
paragraphs (1), paragraph (1) shall be applied by substituting 
“December 31, 1986” for “August 15, 1986”. 

(3) APPLICATION OF VOLUME CAP. —Except as provided in sec- 
tion 1315, any bond to which this subsection applies shall be 
treated as a private activity bond for purposes of section 146 of 
the 1986 Code if such bond would have been taken into account 
under section 103(n) or 103A(g) of the 1954 Code (determined 
without regard to any carryforward election) were such bond 
issued before August 16, 1986. 

(4) APPLICATION OF PROVISIONS.—For purposes of applying the 
requirements referred to in any subparagraph of paragraph (1) 
or of subsection (a3) or (bX3) of section 1313 to any bond, such 
bond shall be treated as described in the subparagraph of 
section 141(dX1) of the 1986 Code to which the use of the 
proceeds of such bond most closely relates. 

(c) SPecIAL RULEs FoR CERTAIN GOVERNMENT BoNps IssuED AFTER 
Aucust 15, 1986.— 

(1) IN GENERAL.—In the case of any bond described in para- 
graph (2)— 

(A) section 1311(a) and (c) and subsection (b) of this 
section shall be applied by substituting “August 31, 1986” 
for “August 15, 1986” each place it appears, 
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(B) subsection (bX1) shall be applied without regard to 
subparagraphs (F), (G), and (J), and 

(C) such bond shall not be treated as a private activity 
bond for purposes of applying the requirements referred to 
in subparagraphs (H) and (I) of subsection (b)(1). 

(2) BOND DESCRIBED.—A bond is described in this paragraph if 
such bond is not— 

(A) an industrial development bond, as defined in section 
103(b\(2) of the 1954 Code but determined— 

(i) by inserting “directly or indirectly” after “is” in 
the material preceding clause (i) of subparagraph (B) 
thereof, and 

(ii) without regard to subparagraph (B) of section 
103(b\(3) of such Code, 

(B) a mortgage subsidy bond (as defined in section 
103A(b\(1) of such Code, without regard to any exception 
from such definition), or 

(C) a private loan bond (as defined in section 103(0\2\A) 
of such Code, without regard to any exception from such 
definition other than section 103(02\C) of such Code). 

(d) ELtection Out.—This section shall not apply to any issue with 
respect to which the issuer elects not to have this section apply. 


SEC. 1313. TRANSITIONAL RULES RELATING TO REFUNDINGS. 


(a) CERTAIN CURRENT REFUNDINGS.— 

(1) IN GENERAL.—Except as provided in paragraph (3), the 
amendments made by section 1301 shall not apply to any bond 
the proceeds of which are used exclusively to refund (other than 
to advance refund) a qualified bond (or a bond which is part of a 
series of refundings of a qualified bond) if— 

(A) the amount of the refunding bond does not exceed the 
outstanding amount of the refunded bond, and 
(BXi) the average maturity of the issue of which the 
refunding bond is a part does not exceed 120 percent of the 
average reasonably expected economic life of the facilities 
being financed with the proceeds of such issue (determined 
under section 147(b) of the 1986 Code), or 
(ii) the refunding bond has a maturity date not later than 
the date which is 17 years after the date on which the 
qualified bond was issued. 
In the case of a qualified bond which was (when issued) a 
qualified mortgage bond or a qualified veterans’ mortgage bond, 
subparagraph (B\i) shall not apply and subparagraph (B)(ii) 
shall be applied by substituting “32 years” for “17 years”. 

(2) QUALIFIED BOND.—For purposes of paragraph (1), the term 
“qualified bond” means any bond (other than a refunding 
bond)— 

(A) issued before August 16, 1986, or 
(B) issued after August 15, 1986, if section 1312(a) applies 
to such bond. 

(3) CERTAIN AMENDMENTS TO APPLY.—The following provisions 
uf the 1986 Code shall be treated as included in section 103 and 
section 103A (as appropriate) of the 1954 Code and shall apply to 
refunding bonds described in paragraph (1): 

(A) The requirements of section 147(f) (relating to public 
approval required for private activity bonds) but only if the 
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maturity date of the refunding bond is later than the 
maturity date of the refunded bond. 

(B) The requirements of section 147(g) (relating to restric- 
tion on issuance costs financed by issue). 

(C) The requirements of section 148 (relating to ar- 
bitrage). 

(D) The requirements of section 149%e) (relating to 
information reporting). 

(E) The provisions of section 150(b) of such Code (relating 
to changes in use). 

Subparagraphs (A) and (D) shall apply only if the refunding 
bond is issued after December 31, 1986. 

(4) SPECIAL RULES FOR CERTAIN GOVERNMENT BONDS ISSUED 
AFTER AUGUST 15, 1986.—In the case of any bond described in 
section 1312(cX(2)— 

(A) paragraph (2) of this subsection shall be applied by 
substituting “August 31, 1986” for “August 15, 1986”, 

(B) paragraph (3) shall be applied without regard to sub- 
paragraphs (A), (B), and (E), and 

(C) such bond shall not be treated as a private activity 
bond for purposes of applying the requirements referred to 
in subparagraphs (C) and (D) of paragraph (3). 

(b) CerTAIN ADVANCE REFUNDINGS.— 

(1) IN GENERAL.—Except as provided in paragraph (3), the 
amendments made by section 1301 shall not apply to any bond 
= — of which are used exclusively to advance refund a 

nd if— 

(A) the refunded bond is described in paragraph (2), and 

(B) the requirements of subsection (a\1\B) are met. 

(2) Non-1pB’s, ETc.—A bond is described in this paragraph if 
such bond is not described in subsection (bX2) or (oX2XA) of 
section 103 of the 1954 Code and was issued (or was issued to 
refund a bond issued) before August 16, 1986. 

(3) CERTAIN AMENDMENTS TO APPLY.—The following provisions 
of the 1986 Code shall be treated as included in section 103 and 
section 103A (as appropriate) of the 1954 Code and shall apply to 
refunding bonds described in paragraph (1): 

(A) The requirements of section 147(f) (relating to public 
approval required for private activity bonds). 

(B) The requirements of section 147(g) (relating to restric- 
tion on issuance costs financed by issue). 

(C) The requirements of section 148 (relating to ar- 
bitrage), except that section 148(dX3) shall not apply to 
— of such bonds to be used to discharge the refunded 

nds. 

(D) The requirements of paragraphs (3) and (4) of section 
149(d) (relating to advance refundings). 

(E) The requirements of section 149%e) (relating to 
information reporting). 

(F) The provisions of section 150(b) of such Code (relating 
to changes in use). 

Subparagraphs (A) and (E) shall apply only if the refunding 
bond is issued after December 31, 1986. 

(4) SPECIAL RULE FOR CERTAIN GOVERNMENT BONDS ISSUED 
AFTER AUGUST 15, 1986.—In the case of any bond described in 
section 1312(cX2)— 
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(A) paragraph (2) of this subsection shall be applied by 
substituting “September 1, 1986” for “August 16, 1986”, 

(B) paragraph (3) shall be ee without regard to sub- 
paragraphs (A), (B), and (F), an 

(C) such bond shall not be treated as a private activity 
bond for purposes of applying the requirements referred to 
in subparagraphs (C) and (E). 

(5) CERTAIN REFUNDING BONDS SUBJECT TO VOLUME CAP.—An 
refunding bond described in paragraph (1) the proceeds of whic 
are used to refund a bond issued as part of an issue 5 percent or 
more of the net proceeds of which are to be used to provide an 
output facility (within the meaning of section 141(b\4) of the 
1986 Code) shall be treated as a private activity bond for 
purposes of section 146 of the 1986 e (to the extent of the 
nongovernmental use of such issue, under rules similar to the 
rules of section 146(m)\2) of such Code). For purposes of the 
preceding sentence, use by a 501(cX3) organization with respect 
to its activities which do not constitute unrelated trades or 
businesses (determined by applying section 513(a) of the 1986 
Code) shall not be taken into account. 

(c) TREATMENT OF CURRENT REFUNDINGS OF CERTAIN IDB’s AND 
501(cX3) Bonps.— 

(1) $40,000,000 LimiIT FOR CERTAIN SMALL ISSUE BONDS.—Para- 
graph (10) of section 144(a) of the 1986 Code shall not apply to 
any bond the proceeds of which are used exclusively to refund a 
tax-exempt bond to which such paragraph and the correspond- 
ing provision of prior law do not apply if— 

(A) the refunding bond has a maturity date not later than 
the maturity date of the refunded bond, 

(B) the amount of the refunding bond does not exceed the 
outstanding amount of the refunded bond, 

(C) the interest rate on the refunding bond is lower than 
the interest rate on the refunded bond, and 

(D) the net proceeds of the refunding bond are used to 
redeem the refunded bond not later than 90 days after the 
date of the issuance of the refunding bond. 

(2) $150,000,000 LimITATION FOR CERTAIN 501(CX3) BONDS.— 
Subsection (b) of section 145 of the 1986 Code (relating to 
$150,000,000 limitation for nonhospital bonds) shall not apply to 
any bond the proceeds of which are used exclusively to refund a 
tax-exempt bond to which such subsection does not appl if— 

(Ai) the average maturity of the issue of which the 
refunding bond is a part does not exceed 120 percent of the 
average reasonably expected economic life of the facilities 
being financed with the proceeds of such issue (determined 
under section 147(b) of the 1986 Code), or 

(ii) the refunding bond has a maturity date not later than 
the later of the date which is 17 years after the date on 
which the qualified bond (as defined in subsection (a)(2)) was 
issued, and 

(B) the requirements of subparagraphs (B) and (D) of 
paragraph (1) are met with respect to the refunding bond. 

Subsection (b) of section 145 of the 1986 Code shall not apply to 
the lst advance refunding after March 14, 1986, of a bond issued 
before January 1, 1986. 

(3) APPLICATION TO LATER ISSUES.—Any bond to which section 

144(a\(10) or 145(b) of the 1986 Code does not apply by reason of 
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this section shall be taken into account in determining whether 
such section applies to any later issue. 


SEC. 1314. SPECIAL RULES WHICH OVERRIDE OTHER RULES IN THIS 
SUBTITLE. 


(a) ARBITRAGE RESTRICTION ON INVESTMENTS IN ANNUITIES.—In 
the case of a bond issued after September 25, 1985, section 103(c) of 
the 1954 Code shall be applied by treating the reference to securities 
in paragraph (2) thereof as including a reference to an annuity 
contract. 

(b) TemporARY PERIOD FOR ADVANCE REFUNDINGS.—In the case of 
a bond issued after December 31, 1985, to advance refund a bond, the 
initial temporary period under section 103(c) of the 1954 Code with 
respect to the proceeds of the refunding bond shall end not later 
than 30 days after the date of issue of the refunding bond. 

(c) DETERMINATION OF YIELD.—In the case of a bond issued after 
December 31, 1985, for purposes of section 103(c) of the 1954 Code, 
the yield on an issue shall be determined on the basis of the issue 
me (within the meaning of sections 1273 and 1274 of the 1986 

le). 

(d) ARBITRAGE REBATE REQUIREMENT.— 

(1) IN GENERAL.—Except as otherwise provided in this subsec- 
tion, in the case of a bond issued after December 31, 1985, 
section 103 of the 1954 Code shall be treated as including the 
requirements of section 148(f) of the 1986 Code in order for 
section 103(a) of the 1954 Code to apply. 

(2) GOVERNMENT BONDS.—In the case of a bond described in 
section 1312(cX2) (and not described in paragraph (3) of this 
subsection), paragraph (1) shall be applied by substituting 
“August 31, 1986” for “December 31, 1985”. 

(3) CERTAIN POOLS.— 

(A) IN GENERAL.—In the case of a bond described in 
section 1312(cX2) and issued as part of an issue described in 
subparagraph (B), (C), (D), or (E), paragraph (1) shall be 
applied by substituting “3 p.m. E.D.T., July 17, 1986” for 
“December 31, 1985”. Such a bond shall not be treated as a 
private activity bond for purposes of applying section 148(f) 
of the 1986 le. 

(B) LOANS TO UNRELATED GOVERNMENTAL UNITS.—An 
issue is described in this subparagraph if any portion of the 
proceeds of the issue is to be used to make or finance loans 
to any governmental unit other than any governmental 
unit which is subordinate to the issuer and the jurisdiction 
of which is within— 

(i) the jurisdiction of the issuer, or 
(ii) the jurisdiction of the governmental unit on 
behalf of which such issuer issued the issue. 

(C) LEss THAN 75 PERCENT OF PROJECTS IDENTIFIED.—An 
issue is described in this subparagraph if less than 75 
percent of the proceeds of the issue is to be used to make or 
finance loans to initial borrowers to finance projects identi- 
fied (with specificity) by the issuer, on or before the date of 
issuance of the issue, as projects to be financed with the 
proceeds of the issue. 

(D) LEsSs THAN 25 PERCENT OF FUNDS COMMITTED TO BE 
BORROWED.—An issue is described in this subparagraph if, 
on or before the date of issuance of the issue, commitments 
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have not been entered into by initial borrowers to borrow at 
least 25 percent of the proceeds of the issue. 

(E) CERTAIN LONG MATURITY ISSUES.—An issue is de- 
scribed in this subparagraph if— 

(i) the maturity date of any bond issued as part of 
such issue exceeds 30 years, and 

(ii) any principal payment on any loan made or 
financed by the proceeds of the issue is to be used to 
make or finance additional loans. 

(F) SPECIAL RULES.— 

(i) EXCEPTION FROM SUBPARAGRAPHS (C) AND (D) 
WHERE SIMILAR POOLS ISSUED BY ISSUER.—An issue shall 
not be treated as described in subparagraph (C) or (D) 
with respect to any issue to make or finance loans to 
governmental units if— 

(I) the issuer, before 1986, issued 1 or more simi- 
lar issues to make or finance loans to govern- 
mental units, and 

(II) the aggregate face amount of such issues 
issued during 1986 does not exceed 250 percent of 
the average of the annual aggregate face amounts 
of such similar issues issued during 1983, 1984, or 
1985. 

(ii) DETERMINATION OF ISSUANCE.—For purposes of 
subparagraph (A), an issue shall not be treated as 
issued until— 

(I) the bonds issued as part of such issue are 
offered to the public (pursuant to final offering 
materials), and 

(II) at least 25 percent of such bonds is sold to the 
public. 

For purposes of the preceding sentence, the sale of a 
bond to a securities firm, broker, or other person acting 
in the capacity of an underwriter or wholesaler shall 
not be treated as a sale to the public. 

(e) INFORMATION REPoRTING.—In the case of a bond issued after 
December 31, 1986, nothing in section 103(a) of the 1986 Code or any 
other provision of law shall be construed to provide an exemption 
from Federal income tax for interest on any bond unless such bond 
satisfies the requirements of section 149(e) of the 1986 Code. A bond 
described in section 1312(cX2) shall not be treated as a private 
activity bond for purposes of applying such requirements. 

(f) ABUSIVE TRANSACTION LIMITATION ON ADVANCE REFUNDINGS To 
Appty.—In the case of a bond issued after December 31, 1986, 
nothing in section 103(a) of the 1986 Code or any other provision of 
law shall be construed to provide an exemption from Federal income 
tax for interest on any bond if the issue of which such bond is a part 
is described in paragraph (4) of section 149d) of the 1986 Code 
(relating to abusive transactions). 

(g) Secrion To Overripe OrHerR Rutes.—Except as otherwise 
expressly provided by reference to a provision to which a subsection 
of this section applies, nothing in any other section of this subtitle 
shall be construed as exempting any bond from the application of 
such provision. 
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SEC. 1315. TRANSITIONAL RULES RELATING TO VOLUME CAP. 


(a) In GENERAL.—Except as otherwise provided in this section, 
section 146(f) of the 1986 Code shall not apply with respect to an 
issuing authority’s volume cap under section 103(n) of the 1954 Code, 
and no carryforward under such section 103(n) shall be recognized 
for bonds issued after August 15, 1986. 

(b) Certain Bonps FoR CARRYFORWARD PROJECTS OUTSIDE OF 
Vo.umeE Cap.—Bonds issued pursuant to an election under section 
103(nX10) of the 1954 Code (relating to elective carryforward of 
unused limitation for specified project) made before November 1, 
1985, shall not be taken into account under section 146 of the 1986 
Code if the carryforward project is a facility to which the amend- 
ments made by section 1301 do not apply by reason of section 1312(a) 
of this Act. 

(c) VoLtumeE Cap Nor To Appty Wir Respect To CERTAIN FACILI- 
TIES AND PurposEs.—Section 146 of the 1986 Code shall not apply to 
any bond issued with respect to any facility or purpose described in 
a paragraph of subsection (d) if— 

(1) such bond would not have been taken into account under 
section 103(n) of the 1954 Code (determined without regard to 
any carryforward election) were such bond issued before 
August 16, 1986, or 

(2) such bond would not have been taken into account under 
section 103(n) of the 1954 Code (determined with regard to any 
carryforward election made before January 1, 1986) were such 
bond issued before August 16, 1986. 

(d) Faciit1es AND Purposes DESCRIBED.— 

(1) A facility is described in this paragraph if the amendments 
made by section 201 of this Act (relating to depreciation) do not 
apply to such facility by reason of section 204(aX8) of this Act 
(or, in the case of a facility which is governmentally owned, 
would not apply to such facility were it owned by a nongovern- 
mental person). 

(2) A facility or purpose is described in this paragraph if the 
facility or purpose is described in a paragraph of section 1317. 

(3) A facility is described in this paragraph if the facility— 

(A) serves Los Osos, California, and 

(B) would be described in paragraph (1) were it a solid 
waste disposal facility. 

The aggregate face amount of bonds to which this paragraph 
applies shall not exceed $35,000,000. 

(4) A facility is described in this a if it is a sewage 
disposal facility with respect to which— 

(A) on September 13, 1985, the State public facilities 
authority took official action authorizing the issuance of 
bonds for such facility, and 

(B) on December 30, 1985, there was an executive order of 
the State Governor granting allocation of the State ceiling 
under section 103(n) of the 1954 Code in the amount of 
$250,000,000 to the Industrial Development Board of the 
Parish of East Baton Rouge, Louisiana. 

The aggregate face amount of bonds to which this paragraph 
applies shall not exceed $98,500,000. 

(5) A facility is described in this paragraph if— 

(A) such facility is a solid waste disposal facility in 
Charleston, South Carolina, and 
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(B) a State political subdivision took formal action on 
April 1, 1980, to commit development funds for such 
facility. 
For purposes of determining whether a bond issued as part of an 
issue for a facility described in the preceding sentence is an 
exempt facility bond for purposes of part IV of subchapter B of 
chapter 1 of the 1986 Code, “90 percent” shall be substituted for 
“95 percent” in section 142(a) of the 1986 Code. 
The aggregate face amount of bonds to which this paragraph 
applies shall not exceed $75,000,000. 
(6) A facility is described in this paragraph if— 
(A) such facility is a wastewater treatment facility for 
— site preparation commenced before September 1985, 
an 
(B) a parish council approved a service agreement with 
respect to such facility on December 4, 1985. 
The aggregate face amount of bonds to which this paragraph 
applies shall not exceed $120,000,000. 
(e) TREATMENT OF REDEVELOPMENT Bonps.—Any bond to which 
section 1317(6) of this Act applies shall be treated for purposes of 
this section as described in subsection (cX(1). 


SEC. 1316. PROVISIONS RELATING TO CERTAIN ESTABLISHED STATE 
PROGRAMS. 


(a) Certain LOANS TO VETERANS FOR THE PURCHASE OF LAND.— 
(1) IN GENERAL.—A bond described in paragraph (2) shall be 
treated as described in section 141(dX1) of the 1986 Code, but 
subsections (a), (b), (c), and (d) of section 147 of such Code shall 
not apply to such bond. 
- BOND DESCRIBED.—A bond is described in this paragraph 
1 — 
(A) such bond is a private activity bond solely by reason 
of section 141(c) of such Code, and 
(B) such bond is issued as part of an issue 95 percent or 
more of the net proceeds of which are to be used to carry 
out a program established under State law to provide loans 
to veterans for the purchase of land and which has been in 
effect in substantially the same form during the 30-year 
period ending on July 18, 1984, but only if such proceeds are 
used to make loans or to fund similar obligations— 
(i) in the same manner in which, 
(ii) in the same (or lesser) amount or multiple of acres 
per participant, and 
(iii) for the same purposes for which, 
such program was operated on March 15, 1984. 
(b) RENEWABLE ENERGY PRoPperty.— 

(1) IN GENERAL.—A bond described in paragraph (2) shall be 
treated as described in section 141(d\(1) of the 1986 Code. 

(2) BonpD DEsCRIBED.—A bond is described in this paragraph if 
paragraph (1) of section 103(b) of the 1954 Code would not 
(without regard to the amendments made by this title) have 
applied to such bond by reason of section 243 of the Crude Oil 
Windfall Profit Tax Act of 1980 if— 

(A) such section 243 were applied by substituting “95 
percent or more of the net proceeds” for ‘substantially all 
of the proceeds” in subsection (a1) thereof, and 
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(B) subparagraph (E) of subsection (a1) thereof referred 
to section 149(b) of the 1986 Code. 
(c) CERTAIN STATE PROGRAMS.— 

(1) IN GENERAL.—A bond described in paragraph (2) shall be 
treated as described in section 141(d)(1) of the 1986 Code. 

(2) BoND DESCRIBED.—A bond is described in this paragraph if 
such bond is issued as part of an issue 95 percent or more of the 
net proceeds of which are to be used to carry out a program 
established under sections 280A, 280B, and 280C of the lowa 
Code, but only if— 

(A) such program has been in effect in substantially the 
same form since July 1, 1983, and 

(B) such proceeds are to be used to make loans or fund 
similar obligations for the same purposes as permitted 
under such program on July 1, 1986. 

(3) $100,000,000 Limrration.—The aggregate face amount of 
outstanding bonds to which this subsection applies shall not 
exceed $100,000,000. 

(d) Use By CERTAIN FEDERAL INSTRUMENTALITIES TREATED AS USE 


BY GOVERNMENTAL UNits.—Use by an instrumentality of the United 
States shall be treated as use by a State or local governmental unit 
for purposes of section 103, and part IV of subchapter B of chapter 1, 
of the 1986 Code with respect to a program approved by Congress 
before August 3, 1972, but only if— 


(1) a portion of such program has been financed by bonds 
issued before such date, to which section 103(a) of the 1954 Code 
applied pursuant to a ruling issued by the Commissioner of the 
Internal Revenue Service, and 

(2) construction of 1 or more facilities comprising a part of 
such program commenced before such date. 

(e) REFUNDING PERMITTED OF CERTAIN BONDS INVESTED IN FEDER- 


ALLY INSURED DEPosITs.— 


(1) IN GENERAL.—Section 149(b\2\B\ii) of the 1986 Code shall 
not apply to any bond issued to refund a bond— 

(A) which, when issued, would have been treated as feder- 
ally guaranteed by reason of being described in clause (ii) of 
section 103(h\2\B) of the 1954 Code if such section had 
applied to such bond, and 

(B\i) which was issued before April 15, 1983, or 

(ii) to which such clause did not apply by reason of the 
= clause in section 631(c)(2) of the Tax Reform Act of 
1984. 

Section 147(c) of the 1986 Code shall not apply to any refunding 
bond permitted under the preceding sentence if section 
103(b\(16) of the 1954 Code did not apply to the refunded bond 
when issued. 

(2) REQUIREMENTs.—A refunding bond meets the require- 
ments of this paragraph if— 

(A) the refunding bond has a maturity date not later than 
the maturity date of the refunded bond, 

(B) the amount of the refunding bond does not exceed the 
outstanding amount of the refunded bond, 

(C) the weighted average interest rate on the refunding 
bond is lower than the weighted average interest rate on 
the refunded bond, and 
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(D) the net ae of the refunding bond are used to 
redeem the refunded bond not later than 90 days after the 
date of the issuance of the refunding bond. 

(f) CERTAIN HYDROELECTRIC GENERATING PROPERTY.— 

(1) In GENERAL.—A bond described in paragraph (2) shall be 
treated as described in section 141(d)(1) of the 1986 Code. 

(2) Description.—A bond is described in this paragraph if 
such bond is issued as Ss of an _ 95 percent or more of the 
net proceeds of whic be used to provide a facility 
described in section 10B0>\AXEHD of the 1954 code wy eg 

(A) by substituting “an application for a license” for “ 
application” in section 103(8\EXGi) of the 1954 Code, oat 
(B) by applying the requirements of section 142(b\(2) of 
the 1986 Code. 
(g) TREATMENT OF Bonps SuBJECT TO TRANSITIONAL RULES UNDER 

Tax Rerorm Act or 1984.— 

(1) Subsections (dX3) and (f) of section 148 of the 1986 Code 
shall not apply to any bond described in section 624(c\2) of the 
Tax Reform Act of 1984. 

(2A) There shall not be taken into account under section 146 
of the 1986 Code any bond described in the paragraph (3) of 
section 631(a) of the Tax Reform Act of 1984 relating to excep- 
tion for certain bonds for a convention center and resource 
recovery project. 

(B) If a bond issued as part of an issue substantially all of the 
proceeds of which are used to provide the convention center to 
which such paragraph (3) applies, such bond shall be treated as 
~ exempt facility bond as defined in section 142(a) of the 1986 


le. 

(C) If a bond which is issued as part of an issue substantially © 
all of the proceeds of which are used te provide the resource 
recovery project to which paragraph (3) applies, such bond shall! 
be treated as an exempt facility bond as defined in section 142(a) 
of the 1986 Code and section 149(b) of such Code shall not apply. 

(3) The amendments made by section 1301 shall not apply to 
bonds issued to finance any property described in section 
631(dX4) of the Tax Reform Act of 1984. 

(4) The amendments made by section 1301 shall not apply to— 

(A) any bond issued to finance pro tA described in 
section 631(4X5) of the Tax Reform Act o 

(B) any bond described in paragraph (2), (3), (4), (5), (6), or 

(7) of section 632(a), or section 632(b), of such Act, and 

(C) any bond to which section 632(gX2) of such Act applies. 

In the case of bonds to which this Ss applies, the 

requirements of sections 148 and 149(d) shall be treated as 

— in section 103 of the 1954 Code and shall apply to such 

n 

(5) The preceding provisions of this subsection shall not apply 
to any bond issued after December 31, 1988. 

(6) The amendments made by section 1301 shall not apply to 
any bond issued to finance property described in section 
216(bX3) of the Tax Equity and Fiscal Responsibility Act of 1982. 

(7) In the case of a bond described in section 632(d) of the Tax 
Reform Act of 1984— 

(A) section 141 of the 1986 Code shall be applied without 
regard to subsection (aX2) and subsection (bX5) and para- 
graphs (1) and (2) of subsection (b) thereof shall be applied 
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by substituting “25 percent” for “10 percent” each place it 


appears, and 
(B) section 149(b) of the 1986 Code shall not apply. 

(8XA) The amendments made by section 1301 shall not apply 
to any bond to which section 629(a\(1) of the Tax Reform Act of 
1984 applies, but such bond shall be treated as a private activity 
bond for purposes of section 146 of the 1986 Code. 

(B) Section 629 of the Tax Reform Act of 1984 is amended— 

(i) in subsection (c\(2), by striking out “$625,000,000” and 
inserting in lieu thereof “$911,000,000”, 

(ii) in subsection (cX3), — at the end thereof the 
following new subparagraphs: 

“(D) Improvements to existing generating facilities. 

“(E) Transmission lines. 

“(F) Electric generating facilities.” , and 

(iii) in subsection (a), by adding at the end thereof the 
following new sentence: “The preceding sentence shall be 
applied by inserting ‘and a rural electric cooperative utility’ 
after ‘regulated public utility’ but only if not more than 1 
percent of the load of the public power authority is sold to 
such rural electric cooperative utility.” 

(h) CerTAIN PoLLUTION Bonps.—Any bond which is treated as 
described in section 103(b)\(4\F) of the 1954 Code by reason of section 
13209 of the Consolidated Omnibus Budget Reconciliation Act of 
1985 shall be treated as an exempt facility bond for purposes of part 
IV of subchapter B of chapter 1 of the 1986 Code, and section 147(d) 
of the 1986 Code shall not apply to such bond. 

(i) TRANSITION RULE FOR AGGREGATE Limit PER TAXPAYER.—For 
purposes of section 144(a\(10) of the 1986 Code, tax increment bonds 
described in section 1869(c)\(3) of this Act which are issued before 
August 16, 1986, shall not be taken into account under subpara- 
graph (B\ii) thereof. 

(j) EXTENSION OF ADVANCE REFUNDING EXCEPTION FOR QUALIFIED 
Pus.ic Facitity.—Paragraph (4) of section 631(c) of the Tax Reform 
Act of 1984 is amended— 

(1) by striking out “or the Dade County, Florida, airport” in 
the last sentence, and 

(2) by adding at the end thereof the following new sentence: 
“In the case of refunding obligations not to exceed $40,000,000 
with respect to the Dade County, Florida, airport, the first 
sentence of this paragraph shall be applied by substituting 
‘December 31, 1987’ for ‘December 31, 1984’ and the amend- 
ments made by section 1301 of the Tax Reform Act of 1986 shall 
not apply.” 

(k) EXPANSION OF EXCEPTION FOR RIVER PLACE Prosect.—Section 
1104 of the Mortgage Subsidy Bond Tax Act of 1980, as added by the 
Tax Reform Act of 1984, is amended— 

(1) by striking out “December 31, 1984,” in subsection (p) and 
inserting in lieu thereof “December 31, 1984 (other than obliga- 
tions described in subsection (r)(1)),”, and 

(2) by striking out “$55,000,000,” in subsection (r\1B) and 
inserting in lieu thereof “$110,000,000 of which $55,000,000 
must be redeemed no later than November 1, 1987”’. 

(1) CERTAIN REFUNDINGS.—Section 628(g) of the Tax Reform Act of 
1984 (and the amendments made by section 1301 of this Act) shall 
not apply to any refunding obligation if the refunded issue was 
approved by a city building commission on April 29, 1982, and was 
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issued on May 11, 1982, and the refunding obligations were issued 
before January 1, 1987. 


SEC. 1317. TRANSITIONAL RULES FOR SPECIFIC FACILITIES. 


(1) Docks AND WHARVES.—A bond issued as part of an issue 95 
percent or more of the net proceeds of which are to be used to 
provide any dock or wharf (within the meaning of section 
103(bX4XD) of the 1954 Code) shall be treated as an exempt 
facility bond (for a facility described in section 142(aX2) of the 
1986 Code) for purposes of part IV of subchapter B of chapter 1 
of the 1986 Code if such dock or wharf is described in any of the 
following subparagraphs: 

(A) A dock or wharf is described in this subparagraph if— 

(i) the issue to finance such dock or wharf was ap- 
proved by official city action on September 3, 1985, and 
by voters on November 5, 1985, and 

(ii) such dock or wharf is for a slack water harbor 
with respect to which a Corps of Engineers grant of 
approximately $2,000,000 has been made under section 
107 of the Rivers and Harbors Act. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $2,500,000. 
(B) A dock or wharf is described in this subparagraph if— 

(i) inducement resolutions were adopted on May 23, 
1985, September 18, 1985, and September 24, 1985, for 
the issuance of the bonds to finance such dock or wharf, 

(ii) a harbor dredging contract with respect thereto 
was entered into on August 2, 1985, and 

(iii) a construction management and joint venture 
agreement with respect thereto was entered into on 
October 1, 1984. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $625,000,000. 
(C) A facility is described in this subparagrap h if— 

(i) the legislature first authorized on June 29, 1981, 
the State agency issuing the bond to issue at least 
$30,000,000 of bonds, 

(ii) the developer of the facility was selected on April 
26, 1985, and 

(iii) an inducement resolution for the issuance of such 
issue was adopted on October 9, 1985. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $200,000,000. 
(D) A facility is described in this subparagraph if— 

(i) an inducement resolution was adopted on Octo- 
ber 17, 1985, for such issue, and 

(ii) the city council for the city in which the facility is 
to be located approved on July 30, 1985, an application 
for an urban development action grant with respect to 
such facility. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $36,500,000. A facility shall 
be treated as described in this subparagraph if it would be 
so described if “90 percent” were substituted for “95 per- 
cent” in the material preceding subparagraph (A) of this 
paragraph. 
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(2) POLLUTION CONTROL FACILITIES.—A bond issued as part of 
an issue 95 percent or more of the net proceeds of which are to 
be used to provide air or water pollution control facilities 
(within the meaning of section 103(b\X4XC) of the 1954 Code) 
shall be treated as an exempt facility bond for purposes of part 
IV of subchapter B of chapter 1 of the 1986 Code if such facility 
is described in any of the following subparagraphs: 

(A) A facility is described in this subparagraph if— 

(i) inducement resolutions with respect to such facil- 
ity were adopted on September 23, 1974, and on April 5, 
1985, 

(ii) a bond resolution for such facility was adopted on 
September 6, 1985, and 

(iii) the issuance of the bonds to finance such facility 
was delayed by action of the Securities and Exchange 
Commission (file number 70-7127). 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $120,000,000. 
(B) A facility is described in this subparagraph if— 

(i) there was an inducement resolution for such facil- 
ity on November 19, 1985, and 

(ii) design and engineering studies for such facility 
were completed in March of 1985. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $25,000,000. 
(C) A facility is described in this subparagraph if— 

(i) a resolution was adopted by the county board of 
supervisors pertaining to an issuance of bonds with 
respect to such facility on April 10, 1974, and 

(ii) such facility was placed in service on June 12, 

5 


The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $90,000,000. For purposes of 
this subparagraph, a pollution control facility includes a 
sewage or solid waste disposal facility (within the meaning 
of section 103(b)(4)(E) of the 1954 Code). 

(D) A facility is described in this subparagraph if— 

(i) the issuance of the bonds for such facility was 
approved by a State agency on August 22, 1979, and 

(ii) the authority to issue such bonds was scheduled 
to expire (under terms of the State approval) on 
August 22, 1989. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $198,000,000. 
(E) A facility is described in this subparagraph if— 

(i) such facility is 1 of 4 such facilities in 4 States with 
respect to which the Ball Corporation transmitted a 
letter of intent to purchase such facilities on Febru- 
ary 26, 1986, and 

(ii) inducement resolutions were issued on Decem- 
ber 30, 1985, January 15, 1986, January 22, 1986, and 
March 17, 1986 with respect to bond issuance in the 4 
respective States. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $6,000,000. 
(F) A facility is described in this subparagraph if— 
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(i) inducement resolutions for bonds with respect to 
such facility were adopted on September 27, 1977, 
May 27, 1980, and October 8, 1981, and 
(ii) such facility is located at a geothermal power 
complex owned and operated by a single investor- 
owned utility. 
For purposes of this subparagraph and section 103 of the 
1986 Code, all hydrogen sulfide air and water pollution 
control equipment, together with functionally related and 
subordinate equipment and structures, located or to be 
located at such power complex shall be treated as a single 
pollution control facility. The aggregate face amount of 
bonds to which this subparagraph applies shall not exceed 
$600,000,000. 
(G) A facility is described in this subparagraph if— 
(i) such facility is an air pollution control facility 
approved by a State bureau of poliution control on July 
10, 1986, and by a State board of economic development 
on July 17, 1986, and 
(ii) on August 15, 1986, the State bond attorney gave 
notice to the clerk to initiate validation proceedings 
with respect to such issue and on August 28, 1986, the 
validation decree was entered. 
The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $900,000. 
(I) A facility is described in this subparagraph if— 
(i) a private company met with a State air control 
board on November 14, 1985, to propose construction of 
a sulften unit, and 
(ii) the sulften unit is being constructed under a 
letter of intent to construct which was signed on 
April 8, 1986. 
The aggregate face amount of bonds to which this subpara 
graph applies shall not exceed $11,000,000. 

(J) A facility is described in this subparagraph if it is part 
of a 250 megawatt coal-fired electric plant in northeastern 
Nevada on which the Sierra Pacific Power Company began 
construction in 1980. The aggregate face amount of bonds to 
which this subparagraph applies shall not exceed 
$200,000,000. 

(K) A facility is described in this subparagraph if— 

(i) there was an inducement resolution adopted by a 
State industrial development authority on January 14, 
1976, and 
(ii) such facility is named in a resolution of such 
authority relating to carryforward of the State’s 
unused 1985 private activity bond limit passed by such 
a development authority on December 18, 
1985. 
This subparagraph shall apply only to obligations issued at 
the request of the party pursuant to whose request the 
January 14, 1976, inducement was given. The aggregate 
face amount of bonds to which this subparagraph applies 
shall not exceed $75,000,000. 

(L) A facility is described in this subparagraph if a city 
council passed an ordinance (ordinance number 4626) agree- 
ing to issue bonds for such project, December 16, 1985. The 
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aggregate face amount of obligations to which this subpara- 
graph applies shall not exceed $45,000,000. 

(3) Sports FACILITIES.—A bond issued as part of an issue 95 
percent or more of the net proceeds of which are to be used to 
provide sports facilities (within the meaning of section 
103(bX4X(B) of the 1954 Code) shall be treated as an exempt 
facility bond for purposes of part IV of subchapter B of chapter 
1 of the 1986 Code if such facilities are described in any of the 
following subparagraphs: 

(A) A facility is described in this subparagraph if it is a 
domed stadium— 

(i) which was the subject of a city ordinance passed 
on September 23, 1985, 

(ii) for which a loan of approximately $4,000,000 for 
land acquisition was approved on October 28, 1985, by 
the State Controlling Board, and 

(iii) a stadium operating corporation with respect to 
which was incorporated on March 20, 1985. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $200,000,000. 
(B) A facility is described in this subparagraph if— 

(i) it is a stadium with respect to which a lease 
agreement for the ground on which the stadium is to be 
built was entered into between a county and the sta- 
dium corporation for such stadium on July 3, 1984, 

(ii) there was a resolution approved on November 14, 
1984, by an industrial development authority setting 
forth the terms under which the bonds to be issued to 
finance such stadium would be issued, and 

(iii) there was an agreement for consultant and 
engineering services for such stadium entered into on 
September 28, 1984. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $90,000,000. 
(C) A facility is described in this subparagraph if— 

(i) it is a stadium to be used by an American League 
baseball team currently using a stadium in a city 
having a population in excess of 2,500,000 and de- 
scribed in section 146(dX3) of the 1986 Code, or by one 
or more professional sports teams currently using 
stadiums in such city (or professional sports teams 
which locate in such city following the relocation from 
such city of one or more professional sports teams 
currently using one or more of such stadiums), and 

(ii) the obligations to be used to provide financing for 
such stadium are issued pursuant to an inducement 
resolution adopted by a State agency on November 20, 
1985 (whether or not the beneficiary of such issue is the 
beneficiary (if any) specified in such resolution). 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $250,000,000. In the case of a 
carryforward of volume cap for a stadium descr.ded in the 
first sentence of this subparagraph, such carryforward shall 
be permitted whether or not there is a change in the 
beneficiary of the project. 

(D) A facility is described in this subparagraph if— 
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(i) such facility is a stadium or sports arena for 
Memphis, Tennessee, 

(ii) there was an inducement resolution adopted on 
November 12, 1985, for the issuance of bonds to expand 
or renovate an existing stadium and sports arena and/ 
or to construct a new arena, and 

(iii) the city council for such city adopted a resolution 
on April 19, 1983, to include funds in the capital budget 
of the city for such facility or facilities. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $35,000,000. 

(E) A facility is described in this subparagraph if such 
facility is a baseball stadium located in Bergen, Essex, 
Union, Middlesex, or Hudson County, New Jersey with 
respect to which governmental action occurred on Novem- 
ber 7, 1985. The aggregate face amount of bonds to which 
this subparagraph applies shall not exceed $150,000,000. 

(F) A facility is described in this subparagraph if— 

(i) it is a facility with respect to when 

(I) an inducement resolution dated December 24, 
1985, was adopted by the county industrial develop- 
ment authority, 

(II) a public hearing of the county industrial 
development authority was held on February 6, 
1986, regarding such facility, and 

(IID a contract was entered into by the county, 
dated February 19, 1986, for engineering services 
for a highway improvement in connection with 
such project, or 

(ii) it is a domed football stadium adjacent to Cervan- 
tes Convention Center in St. Louis, Missouri, with re- 
spect to which a proposal to evaluate market demand, 
financial operations, and economic impact was dated 
May 9, 1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $175,000,000. 

(G) A project to provide a roof or dome for an existing 
sports facility is described in this subparagraph if— 

(i) in December 1984 the county sports complex 
authority filed a carryforward election under section 
103(n) of the 1954 Code with respect to such project, 

(ii) in January 1985, the State authorized issuance of 
$30,000,000 in bonds in the next 3 years for such 
project, and 

(iii) an 11-member task force was appointed by the 
county executive in June 1985, to further study the 
feasibility of the project. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $30,000,000. 

(H) A sports facility renovation or expansion project is 
described in this subparagraph if— 

(i) an amendment to the sports team’s lease agree- 
ment for such facility was entered into on May 23, 
1985, and 

(ii) the lease agreement had previously been 
amended in January 1976, on July 6, 1984, on April 1, 
1985, and on May 7, 1985. 
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The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $20,000,000. 
(I) A facility is described in this subparagraph if— 

(i) an appraisal for such facility was completed on 
March 6, 1985, 

(ii) an inducement resolution was adopted with re- 
spect to such facility on June 7, 1985, and 

(iii) a State bond commission granted preliminary 
approval for such project on September 3, 1985. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $3,200,000. 

(J) A sports facility renovation or expansion project is 
described in this subparagraph if— 

(i) such facility is a domed stadium which commenced 
operations in 1965, 

(ii) such facility has been the subject of an ongoing 
construction, expansion, or renovation program of 
planned improvements, 

(iii) part 1 of such improvements began in 1982 with 
a preliminary renovation program financed by tax- 
exempt bonds, 

(iv) part 2 of such program was previously scheduled 
for a bond election on February 25, 1986, pursuant to a 
Commissioners Court Order of October 29, 1985, and 

(v) the bond election for improvements to such facil- 
ity was subsequently postponed on December 10, 1985, 
in order to provide for more comprehensive construc- 
tion planning. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $60,000,000. 
(K) A facility is described in this subparagraph if— 

(i) the 1985 State legislature appropriated a maxi- 
mum sum of $22,500,000 to the State urban develop- 
— corporation to be made available for such project, 
an 

(ii) a development and operation agreement was en- 
tered into among such corporation, the city, the State 
budget director, and the county industrial development 
agency, as of March 1, 1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $28,000,000. 
(L) A facility is described in this subparagraph if— 

(i) it is to consist of 1 or 2 stadiums appropriate for 
football games and baseball games with related struc- 
tures and facilities, 

(ii) governmental action was taken on August 7, 1985, 
by the county commission, and on December 19, 1985, 
by the city council, concerning such facility, and 

(iii) such facility is located in a city having a National 
League baseball team. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $200,000,000. 
(M) A facility is described in this subparagraph if— 

(i) such facility consists of 1 or 2 stadium projects (1 
of which may be a stadium renovation or expansion 
project) with related structures and facilities, 
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(ii) a special advisory commission commissioned a 
study by a national accounting firm with ——_ toa 
preeset for such facility, which study was released in 
en 1985, and recommended construction of 


- er a new multipurpose or a new baseball-only sta- 
ium, 

(iii) a nationally recognized design and architectural 
firm released a feasibility study with respect to such 
project in April 1985, and 

(iv) the metropolitan area in which the facility is 
located is presently the home of an American League 
baseball team. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $200,000,000. 

(N) A facility is described in this subparagraph if— 

(i) it is to consist of 1 or 2 stadiums appropriate for 
football games and baseball games with related struc- 
tures and facilities, 

(ii) the site for such ae was approved by the 
council of the city in which such facility is to be located 
on July 9, 1985, and 

(iii) the request for proposals process was authorized 
by the council of the city in which such facility is to be 
located on November 5, 1985, and such requests were 
distributed to potential developers on November 15, 
1985, with responses due by February 14, 1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $200,000,000. 

(O) A facility is described in this subparagraph if— 

(i) such facility is described in a feasibility study 
dated September 1985, and 

(ii) resolutions were adopted or other actions taken 
on February 21, 1985, July 18, 1985, August 8, 1985, 
October 17, 1985, and November 7, 1985, by the Board 
of Supervisors of the county in which such facility will 
be located with respect to such feasibility study, appro- 
priations to obtain land for such facility, and approving 
the location of such facility in the county. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $20,000,000. 

(P) A facility is described in this subparagraph if such 
facility constructed on a site acquired with the sale of 
revenue bonds approved by a city council on December 9, 
1985, (Ordinances No. 669 and 670, series 1985). The aggre- 
gate face amount of bonds to which this subparagraph 
applies shall not exceed $90,000,000. 

(Q) A facility is described in this subparagraph if— 

(i) resolutions were adopted approving a ground lease 
dated June 27, 1983, by a sports authority (created by a 
State legislature) with respect to the land on which the 
facility will be erected, 

(ii) such facility is described in a market study dated 
June 13, 1983, and 

(iii) such facility was the subject of an Act of the 
State legislature which was signed on July 1, 1983. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $81,000,000. 
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(R) A facility is described in this subparagraph if such 
facility is a baseball stadium and adjacent parking facilities 
with respect to which a city made a carryforward election of 
$52,514,000 on February 25, 1985. The aggregate face 
amount of bonds to which this subparagraph applies shall 
not exceed $50,000,000. 

(S) A facility is described in this subparagraph if— 

(i) such facility is to be used by both a National 
Hockey League team and a National Basketball 
Association team, 

(ii) such facility is to be constructed on a platform 
using air rights over land acquired by a State authority 
and identified as site B in a report dated May 30, 1984, 
prepared for a State urban development corporation, 
and 

(iii) such facility is eligible for real property tax (and 
power and energy) benefits pursuant to State legisla- 
tion approved and effective as of July 7, 1982. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $225,000,000. 

(T) A facility is described in this subparagraph if— 

(i) a resolution authorizing the financing of the facil- 
ity through an issuance of revenue bonds was adopted 
by the City Commission on August 5, 1986, and 

(ii) the metropolitan area in which the facility is to be 
located is currently the spring training home of an 
American league baseball team located during the 
regular season in a city described in subparagraph (C). 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $10,000,000. 

(U) A facility is described in this subparagraph if it is a 
football stadium located in Oakland, California, with re- 
spect to which a design was completed by a nationally 
recognized architectural firm for a stadium seating approxi- 
mately 72,000, to be located on property adjacent to an 
existing coliseum complex. The aggregate face amount of 
bonds to which this subparagraph applies shall not exceed 
$100,000,000. 

(V) A facility is described in this subparagraph if it is a 
sports arena (and related parking facility) for Grand 
Rapids, Michigan. The aggregate face amount of bonds to 
which this subparagraph applies shall not exceed 
$80,000,000. 

(W) A facility is described in this subparagraph if such 
facility is located adjacent to the Anacostia River in the 
District of Columbia. The aggregate face amount of bonds to 
which this subparagraph applies shall not exceed 
$225,000,000. 

(X) A facility is described in this subparagraph if it is a 
spectator sports facility for the City of San Antonio, Texas. 
The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $125,000,000. 

(Y) A facility is described in this subparagraph if it will 
be part of, or adjacent to, an existing stadium which has 
been owned and operated by a State university and if— 
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(i) the stadium was the subject of a feasibility report 
by a certified public accounting firm which is dated 
December 28, 1984, and 

(ii) a report by an independent research organization 
was prepared in December 1985 demonstrating support 
among donors and season ticket holders for the addi- 
tion of a dome to the stadium. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $50,000,000. 

(4) RESIDENTIAL RENTAL PROPERTY.—A bond issued as part of 
an issue 95 percent or more of the net proceeds of which are to 
be used to finance a residential rental project within the mean- 
ing of section 103(b\4) of the 1954 Code shall be treated as an 
exempt facility bond within the meaning of section 142(aX7) of 
the 1986 Code if the facility with respect to the bond is issued 
satisfies all low-income occupancy requirements applicable to 
such bonds before August 15, 1986. The bonds are issued pursu- 
ant to— 

(A) a contract to purchase such property dated August 12, 
1985; and 

(B) the county housing authority approved the property 
and the financing thereof on September 24, 1985, 

(C) there was an inducement resolution adopted on 
October 10, 1985, by the county industrial development 
authority. 

The aggregate face amount of bonds to which this paragraph 
applies shall not exceed $25,400,000. 

(5) Arrports.—A bond issued as a part of an issue 95 percent 
or more of the net proceeds of which are to be used to provide an 
airport (within the meaning of section 103(bX4XD) of the 1954 
Code) shall be treated as an exempt facility bond (for facilities 
described in section 142(aX1) of the 1986 Code) for purposes of 
part IV of subchapter B of chapter 1 of the 1986 Code if the 
facility is described in any of the following subparagraphs: 

(A) A facility is described in this subparagraph if such 
facility is a hotel at an airport facility serving a city 
described in section 631(aX3) of the Tax Reform Act of 1984 
(relating to certain bonds for a convention center and re- 
source recovery project). The aggregate face amount of 
bonds to which this subparagraph applies shall not exceed 
$40,000,000. 

(B) A facility is described in this subparagraph if such 
facility is the ey airport for a city described in para- 
graph (3XC). The ate face amount of bonds to which 
this sub ph app ies shall not exceed $500,000,000. 
Section 148(d\(2) of the 1986 Code shall not apply to any 
issue to which this subparagraph applies. A facility shall be 
described in this subparagraph if it would be so described if 
“90 percent” were substituted for “95 percent” in the mate- 
rial preceding subparagraph (A). 

(C) A facility is described in this subparagraph if such 
facility is a hotel at Logan airport and such hotel is located 
on land leased from a State authority under a lease con- 
templating development of such hotel dated May 1, 1983, or 
under an amendment, renewal, or extension of such a lease. 
The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $40,000,000. 
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(D) A facility is described in this subparagraph if such 
facility is the airport for the County of Sacramento, Califor- 
nia. The aggregate face amount of bonds to which this 
subparagraph applies shall not exceed $150,000,000 

(6) REDEVELOPMENT PROJECTS.—A bond issued as part of an 
issue 95 percent or more of the net proceeds of which are to be 
used to finance redevelopment activities as part of a project 
within a specific designated area shall be treated as a qualified 
redevelopment bond for pu of part IV of subchapter B of 
chapter 1 of the 1986 Code if such project is described in any of 
the following subparagraphs: 

(A) A project is described in this subparagraph if it was 
the subject of a city ordinance numbered 82-115 and 
adopted on December 2, 1982, or numbered 9590 and 
adopted on April 6, 1983. The aggregate face amount of 
bonds to which this subparagraph applies shall not exceed 
$9,000,000. 

(B) A project is described in this subparagraph if it is a 
redevelopment project for an area in a city described in 
paragraph (3XC) which was designated as commercially 

lighted on November 14, 1975, by the city council and the 
redevelopment plan for which will be approved by the city 
council before January 31, 1987. The aggregate face amount 
of bonds to which this subparagraph applies shall not 
exceed $20,000,000. : 

(C) A project is described in this subparagraph if it is a 
redevelopment project for an area in a city described in 
persereph (8XC) which was designated as commercially 

lighted on March 28, 1979, by the city council and the 

redevelopment plan for which was approved by the city 
council on June 20, 1984. The aggregate face amount of 
bonds to which this subparagraph applies shall not exceed 
$100,000,000. 

(D) A project is described in this subparagraph if it is any 
one of three redevelopment projects in areas in a city 
described in paragraph (3XC) designated as blighted by a 
city council before January 31, 1987 and with respect to 
which the redevelopment = is approved by the city 
council before January 31, 1987. The aggregate face amount 
of bonds to which this subparagraph applies shall not 
exceed $20,000,000. . 

(E) A project is described in this subparagraph if such 
project is for public improvements (including street re- 
construction and improvement of underground utilities) for 
Great Falls, Montana, with respect to which engineering 
estimates are due on October 1, 1986. The tate face 
amount of bonds to which this subparagraph applies shall 
not exceed $3,000,000. 

(F) A project is described in this subparagraph if— 

(i) such project is located in an area designated as 
blighted by the governing body of the city on February 
15, 1983 (Resolution No. 4573), and 
(ii) such project is developed pursuant to a redevelop- 
ment plan adopted by the governing body of the city on 
March 1, 1983 (Ordinance No. 15073). 
The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $5,000,000. 
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(G) A project is described in this oRevenaneyl if— 

(i) such project is located in an area designated by the 
mirerning Oey, of the city in 1983, 

(ii) such project is described in a letter dated Au- 
gust 8, 1985, from the developer’s eae counsel to the 
development agency of the city, an 

(iii) such pre, ject consists primari ly of retail facilities 
to be built by the developer named in a resolution of 
the governing body of the city on August 30, 1985. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $75,000,000. 

(H) A project is described in this subparagraph if— 

(i) such project is a project for research and develop- 
ment facilities to be eal primarily to benefit a State 
university and related hospital, with respect to which 
an urban renewal district was created by the city coun- 
cil effective October 11, 1985, and 

(ii) such project was announced by the university and 
the city in March 1985. 

The susregate face amount of bonds to which this subpara- 
graph applies shall not exceed $40,000,000. 

(I) A project is described in this subparagraph if such 
project is a downtown redevelopment project with respect 
to which— 

(i) an urban development action grant was made, but 
only if such grant was preliminarily approved on 
November 3, 1983, and received final approval before 
June 1, 1984, and 

(ii) the issuer of bonds with respect to such facility 
adopted a resolution indicating the issuer’s intent to 
adopt such redevelopment project on October 6, 1981, 
and the issuer adopted an ordinance adopting such 
i eee project on December 13, 1983. 

The saa face amount of bonds to which this subpara- 
graph applies shall not exceed $10,000,000. 
(J) A project is described in this subparagraph if— 

(i) with respect to such project the city council 
adopted on December 16, 1985, an ordinance directing 
the urban renewal authority to study blight and 
produce an urban renewal plan, 

(ii) the blight survey was accepted and approved by 
the urban renewal authority on March 20, 1986, and 

(iii) the city planning board approved the urban re- 
newal plan on May 7, 1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $60,000,000. 

(K) A project is described in this subparagraph if— 

(i) the city redevelopment agency approved resolu- 
tions authorizing issuance of land acquisition and 
public improvements bonds with respect to such project 
on August 8, 1978, 

(ii) such resolutions were later amended in June 
1979, and 

(iii) the State Supreme Court upheld a lower court 
decree validating the bonds on December 11, 1980. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $380,000,000 
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(L) A project is described in this subparagraph if it is a 
mixed use redevelopment project either— 

(i) in an area (known as the Near South Development 
Area) with respect to which the planning department 
of a city described in paragraph 3(C) promulgated a 
draft development plan dated March 1986, and which 
was the subject of public hearings held by a subcommit- 
tee of the plan commission of such city on May 28, 1986, 
and June 10, 1986, or 

(ii) in an area located within the boundaries of any 1 
or more census tracts which are directly adjacent to a 
river whose course runs through such city. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $75,000,000. 

(M) A project is described in this subparagraph if it is a 
redevelopment project for an area in a city described in 
paragraph 3(C) and such area— 

(i) was the subject of a report released in May 1986, 
prepared by the National Park Service, and 

(ii) was the subject of a report released January 1986, 
prepared by a task force appointed by the Mayor of 
such city. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $75,000,000. 

(N) A project is described in this subparagraph if it is a 
city-university redevelopment project approved by a city 
ordinance No. 152-0-84 and the development plan for 
which was adopted on January 28, 1985. The aggregate face 
amount of bonds to which this subparagraph applies shall 
not exceed $23,760,000. 

(O) A project is described in this subparagraph if— 

(i) an inducement resolution was passed on March 9, 
1984, for issuance of bonds with respect to such project, 

(ii) such resolution was extended by resolutions 
passed on August 14, 1984, April 2, 1985, August 13, 
1985, and July 8, 1986, 

(iii) an urban development action grant was prelimi- 
narily approved for part or all of such project on July 3, 
1986, and 

(iv) the project is located in a district designated as 
the Peabody-Gayoso District. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $140,000,000. 

(P) A project is described in this subparagraph if the 
project is a 1-block area of a central business district 
containing a YMCA building with respect to which— 

(i) the city council adopted a resolution expressing an 
ag to issue bonds for the project on September 27, 

(ii) the city council approved project guidelines for 
the project on December 20, 1985, and 

(iii) the city council by resolution (adopted on July 30, 
1986) directed completion of a development agreement. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $26,000,000. 
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(Q) A project is described in this subparagraph if the 
project is a 2-block area of a central business district des- 
ignated as blocks E and F with respect to which— 

(i) the city council adopted guidelines and criteria 
and authorized a request for development proposals on 
July 22, 1985, 

(ii) the city council adopted a resolution expressing 
an intent to issue bonds for the project on September 
27, 1985, and 

(iii) the city issued requests for development propos- 
als on March 28, 1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $47,000,000. 

(R) A project is described in this subparagraph if the 
project is an urban renewal project covering approximately 
5.9 acres of land in the Shaw area of the northwest section 
of the District of Columbia and the lst portion of such 
project was the subject of a District of Columbia public 
hearing on June 2, 1986. The aggregate face amount of 
bonds to which this subparagraph applies shall not exceed 
$10,000,000. 

(S) A project is described in this subparagraph if such 
project is a hotel, commercial, and residential project on the 
east bank of the Grand River in Grand Rapids, Michigan, 
with respect to which a developer was selected by the city 
in June 1985 and a planning agreement: was executed in 
August 1985. The aggregate face amount of bonds to which 
this subparagraph applies shall not exceed $39,000,000. 

(T) A project is described in this subparagraph if such 
project is the Wurzburg Block Redevelopment Project in 
Grand Rapids, Michigan. The aggregate face amount of 
bonds to which this subparagraph applies shall not exceed 
$60,000,000. 

(U) A project is described in this subparagraph if such 
project is consistent with an urban renewal plan adopted or 
ordered prepared before August 28, 1986, by the city council 
of the most populous city in a state which entered the 
Union on February 14, 1859. The aggregate face amount of 
bonds to which this subparagraph applies shall not exceed 
$83,000,000. 

(V) A project is described in this subparagraph if such 
project is consistent with an urban renewal plan which was 
adopted (or ordered prepared) before August 13, 1985, by an 
appropriate jurisdiction of a state which entered the Union 
on February 14, 1859. The aggregate face amount of bonds 
to which this subparagraph applies shall not exceed 
$135,000,000 and the limitation on the period during which 
bonds under this section may be issued shall not apply to 
such bonds. 

(W) A project is described in this paragraph if such 
project— 

(i) is located on lands submerged under the waters of 
a Great Lake or on adjacent lands which formerly were 
submerged under the waters of such lake; 

(ii) project lands were improved with a stadium 
which was demolished prior to December 31, 1983, and 
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(iii) legislation for the project was included in a 
biennium budget for such the State in which it is to be 
located prior to December 31, 1983. 

The aggregate face amount of bonds to which this subpara- 
ee applies shall not exceed $105,000,000. 

(X) Any designated area with respect to which a project is 
decried 4 in any subparagraph of this paragraph shall be 

taken into account in applying section 144(c\4\C) of the 
1986 Code in determining whether other areas (not so 
described) may be designated. 

(7) CONVENTION CENTERS.—A bond issued as part of an issue 
95 percent or more of the net proceeds of which are to be used to 
provide any convention or trade show facility (within the mean- 
ing of section 103(b)(4\(C) of the 1954 Code) shall be treated as an 
exempt facility bond for purposes of part IV of subchapter B of 
chapter 1 of the 1986 Code if such facility is described in any of 
the following subparagraphs: 

(A) A facility is described in this subparagraph if— 

(i) a feasibility consultant and a design consultant 
were hired on April 3, 1985, with respect to such facil- 
ity, and 

(ii) a draft feasibility report with respect to such 
facility was presented on November 3, 1985, to the 
Mayor of the city in which such facility is to be located. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $190,000,000. For purposes of 
this subparagraph, not more than $20,000,000 of bonds 
issued to advance refund existing convention facility bonds 
sold on May 12, 1978, shall be treated as bonds described in 
this subparagraph. 

(B) A facility is described in this subparagraph if— 

(i) an application for a State loan for such facility was 
approved by the city council on March 4, 1985, and 

(ii) the city council of the city in which such facility is 
to be located approved on March 25, 1985, an applica- 
tion for an urban development action grant. 

The aggregate face amount of bonds which this subpara- 
graph applies shall not exceed $10,000,000. 

(C) A facility is described in this subparagraph if— 

(i) on November 1, 1983, a convention development 
tax took effect and was dedicated to financing such 
facility, 

(ii) the State supreme court of the State in which the 
facility is to be located validated such tax on Febru- 
ary 8, 1985, and 

(iii) an agreement was entered into on November 14, 
1985, between the city and county in which such facil- 
ity is to be located on the terms of the bonds to be 
issued with respect to such facility. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $66,000,000. 

(D) A facility is described in this subparagraph if such 
facility was initially approved in 1983 and is for San Jose, 
California. The aggregate face amount of bonds to which 
this subparagraph applies shall not exceed $100,000,000. 

(E) A facility is described in this subparagraph if— 
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(i) such facility is meeting rooms for a convention 
center, and 

(ii) resolutions and ordinances were adopted with 
respect to such meeting rooms on January 17, 1983, 
— 11, 1983, December 17, 1984, and September 23, 
1985. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $75,000,000. 

(F) A facility is described in this subparagraph if it is an 
international trade center which is part of the 125th Street 
redevelopment project in New York, New York. The aggre- 
gate face amount of obligations to which this subparagraph 
applies shall not exceed $165,000,000. 

(G) A facility is described in this subparagraph if— 

(i) such facility is located in a city which was the 
subject of a convention center market analysis or study 
dated March 1983, and prepared by a nationally recog- 
nized accounting firm, 

(ii) such facility’s location was approved by a task 
force created jointly, in December 1985, by the Gov- 
ernor or the State within which such facility will be 
— and the mayor of the capital city of such State, 
an 

(iii) the size of such facility is not more than 200,000 
square feet. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $70,000,000. 

(H) A facility is described in this subparagraph if an 
analysis of operations and recommendations of utilization 
of such facility was prepared by a certified public account- 
ing firm pursuant to an engagement authorized on March 
6, 1984, and presented on June 11, 1984, to officials of the 
city in which such facility is located. The aggregate face 
amount of bonds to which this subparagraph applies shall 
not exceed $75,000,000. 

(1) A facility is described in this subparagraph if— 

(i) voters approved a bond issue to finance the ac- 
quisition of the site for such facility on May 4, 1985, 

(ii) title of the property was transferred from the 
Illinois Center Gulf Railroad to the city on September 
30, 1985, and 

(iii) a United States judge rendered a decision regard- 
ing the fair market value of the site of such facility on 
December 30, 1985. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $131,000,000. 

(J) A facility is described in this subparagraph if— 

(i) such facility is to be used for an annual civic 
festival, 

(ii) a referendum was held in the spring of 1985 in 
which voters permitted the city council to lease 130 
acres of dedicated parkland to such festival, and 

(iii) the city council passed an inducement resolution 
on June 19, 1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $5,000,000. 

(K) A facility is described in this subparagraph if— 
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(i) voters approved a bond issued to finance a portion 
of the cost of such facility on December 1, 1984, and 

(ii) such facility was the subject of a market study 
and financial projections dated March 21, 1986, pre- 
pared by a nationally recognized accounting firm. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $5,000,000. 
(L) A facility is described in this subparagraph if— 

(i) on July 12, 1984, the city council passed a resolu- 
tion increasing the local hotel and motel tax to 7 
percent to assist in paying for such facility, 

(ii) on October 25, 1984, the city council selected a 
consulting firm for such facility, and 

(iii) with respect to such facility, the city council 
appropriated funds for additional work on February 7, 
1985, October 3, 1985, and June 26, 1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $120,000,000. 
(M) A facility is described in this subparagraph if— 

(i) a board of county commissioners, in an action 
dated January 21, 1986, supported an application for 
official approval of the facility, and 

(ii) the State economic development commission 
adopted a resolution dated February 25, 1986, deter- 
mining the facility to be an eligible facility pursuant to 
State law and the rules adopted by the commission. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $7,500,000. 

(8) SPORTS OR CONVENTION FACILITIES.—A bond issued as a 
part of an issue 95 percent or more of the net proceeds of which 
are to be used to provide either a sports facility (within the 
meaning of section 103(b)(4)(B) of the 1954 Code) or a convention 
facility (within the meaning of section 103(b\4\C) of the 1954 
Code) shall be treated as an exempt facility bond for purposes of 
part IV of subchapter B of chapter 1 of the 1986 Code if such 
facility is described in any of the following subparagraphs: 

(A) A combined convention and arena facility, or any part 
thereof (whether on the same or different sites), is described 
in this subparagraph if— 

(i) bonds for the expansion, acquisition, or construc- 
tion of such combined facility are payable from a tax 
and are issued under a plan initially approved by the 
voters of the taxing authority on April 25, 1978, and 

(ii) such bonds were authorized for expanding a 
convention center, for acquiring an arena site, and for 
building an arena or any of the foregoing pursuant to a 
resolution adopted by the governing body of the bond 
issuer on March 17, 1986, and superseded by a resolu- 
tion adopted by such governing body on May 27, 1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $160,000,000. 

A sports or convention facility is described in this 

subparagraph if— 

(i) on March 4, 1986, county commissioners held 
public hearings on creation of a county convention 
facilities authority, and 
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(ii) on March 7, 1986, the county commissianers voted 
to create a county convention facilities authority and to 
submit to county voters a % cent sales and use tax to 
ee such facility. 

te face amount of bonds to which this subpara- 
graph applies shall not exceed $150,000,000. 
A sports or convention facility is described in this 
subparagraph if— 

(i) a feasibility consultant and a design consultant 
~~ hired prior to October 1980 with respect to such 
acility, 

(ii) a feasibility report dated October 1980 with re- 
spect to such facility was presented to a city or county 
in which such facility is to be located, and 

(iii) on September 7, 1982, a joint city/county resolu- 
tion appointed a committee which was charged with 
the of oy. reviewing the studies and 
rig ee need for the facilit 


eraph appl ate face amount of ee Ka which this subpara- 
on h applies shall not exceed $60,000,000 
A sports or convention facility is ‘described in this 


ime p 

(i) such facilit is a multipurpose coliseum facility for 
which, before January 1, 1985, a city, an auditorium 
district created by the State legislature within which 
such facility will be located, and a limited partnership 
executed an enforceable contract, 

(ii) significant governmental action regarding such 
facility was taken before May 23, 1983, an 

(iii) inducement resolutions were passed for issuance 
of bonds with respect to such facility on May 26, 1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $25,000,000. 

(9) PARKING FACILITIES.—A bond issued as part of an issue 95 
percent or more of the net proceeds of which are to be used to 
provide a parking facility (within the meaning of section 
103(bX4XD) of the 1954 Code) shall be treated as an exempt 
facility bond for purposes of — IV of subchapter B of chapter 
1 of the 1986 Code if such cility is described in any of the 
following subparagraphs 

(A) A facility is described i in this subparagraph if— 

(i) there was an inducement resolution on March 9, 
1984, for the issuance of bonds with respect to such 
facility, and 

(ii) such resolution was extended by resolutions 
passed on August 14, 1984, April 2, 1985, August 13, 
1985, and July 8, 1986. 

The aggregate face amount of bonds a which this subpara- 
graph applies shall not exceed $30,000 
Oo) A facility is described in this caipaenieh if— 

(i) such facility is for a university medical school, 

(ii) the last parcel of land necessary for such facility 
was purchased on February 4, 1985, and 

(iii) the amount of bonds to be issued with respect to 
such facility was increased by the State legislature of 
the State in which the facility is to be located as part of 
its 1983-1984 general appropriations act. 
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The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $9,000,000. 

(C) A facility is described in this subparagraph if— 

(i) the development agreement with respect to the 
project of which such facility is a part was entered into 
during May 1984, an 

(ii) an inducement resolution was passed on October 
9, 1985, for the issuance of bonds with respect to the 
facility. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $35,000,000. 

(D) A facility is described in this subparagraph if the city 
council approved a resolution of intent to issue tax-exempt 
bonds (Resolution 34083) for such facility on April 30, 1986. 
The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $8,000,000. Solely for pur- 
poses of this subparagraph, a heliport constructed as part of 
such facility shall be deemed to be functionally related and 
subordinate to such facility. 

(E) A facility is described in this subparagraph if— 

(i) resolutions were adopted by a public joint powers 
authority relating to such facility on March 5, 1985, 
May 1, 1985, October 2, 1985, December 4, 1985, and 
February 5, 1986; and 

(ii) such facility is to be located at an exposition park 
which includes a coliseum and sports arena. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $150,000,000. 

(F) A facility is described in this subparagraph if— 

(i) it is to be constructed as part of an overall develop- 
ment that is the subject of a development agreement 
dated October 1, 1983, between a developer and an 
organization described in section 501(cX3) of the 1986 
Code, and 

(ii) an environmental notification form with respect 
to the overall development was filed with a State 
environmental agency on February 28, 1985. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $60,000,000. 

(G) A facility is described in this subparagraph if— 

(i) an inducement resolution was passed by the city 
redevelopment agency on December 3, 1984, and a 
resolution to carryforward the private activity bond 
limit was passed by such agency on December 21, 1984, 
with respect to such facility, an 

(ii) the owner participation agreement with respect to 
such facility was entered into on July 30, 1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $18,000,000. 

(H) A facility is described in this subparagraph if— 

(i) an application (dated August 28, 1986) for financial 
assistance was submitted to the county industrial 
development agency with respect to such facility, and 

(ii) the inducement resolution for such facility was 

by the industrial development agency on 

ptember 10, 1986. 
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The a face amount of bonds to which this subpara- 
graph app ies shall not exceed $8,000,000. 

(I) A facility is described in this subparagraph if— 

(i) it is located in a city the ing needs of which 
were comprehensively doauribed ina town Park- 
ing Plan” dated January 1983, and approved by the 
city’s City Plan Commission on June 1, 1983, and 

(ii) obligations with to the construction of 
which are issued on be of a State or local govern- 
mental unit by a corporation es to issue the 
same which was created by the legislative body of a 
State by an Act introduced on May 21, 1985, and 
thereafter passed, which Act became effective without 
the governor’s signature on June 26, 1985. 

The te face amount of bonds to which this subpara- 
graph applies shall not exceed $50,000,000. 

(J) A facility is described in this subparagraph if— 

(i) such facility is located in a city which was the 
subject of a convention center market analysis or study 
dated March 1983 and prepared by a nationally recog- 
nized accounting firm, 

(ii) such facility is intended for use by, among others, 
persons attending a convention center located within 
the same town or city, and 

(iii) such facility’s location was approved by a task 
force created feintly, in December 1985, by the gov- 
ernor of the State within which such facility will be 


located and the mayor of the capital city of such State. 
The aggregate face amount of bonds to which this subpara- 


graph applies shall not exceed $30,000,000. 

(K) A facility is described in this subparagraph if— 

(i) scale and components for the facility were deter- 
mined by a city downtown plan adopted October 31, 
1984 (resolution number 3882), and 

(ii) the site area for the facility is approximately 
51,200 square feet. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $5,000,000. 

(L) A facility is described in this subparagraph if— 

(i) the property for such facility was offered for devel- 
opment by a city renewal agency on March 19, 1986 
(resolution number 920), and 

(ii) the site area for the facility is approximately 
25,600 square feet. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $5,000,000. 

(M) A facility is described in this subparagraph if such 
facility was approved by official action of the me council on 
July 36, 1984 (resolution number 33718), and is for the 
Moyer Theatre. The aggregate face amount of bonds to 
which this subparagraph applies shall not exceed 
$8,000,000. 

(N) A facility is described in this subparagraph if it is 
part of a renovation project involving the Outlet Company 

uilding in Providence, Rhode Island. The aggregate face 
amount of eet to which this subparagraph applies 
shall not ex $6,000,000. 
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(10) CERTAIN ADVANCE REFUNDINGS.— 

(A) Section 149(d\(3) of the 1986 Code shall not apply to a 
bond issued by a State admitted to the Union on November 
16, 1907, for the advance refunding of not more than 
$186,000,000 State turnpike obligations. 

(B) A refunding of the Charleston, West Virginia Town 
Center ee Bonds shall not be treated for purposes of 
part IV of subchapter A of chapter 1 of the 1986 Code as an 
advance refunding if it would not be so treated if “100” 
were substituted for “90” in section 149(d\(5) of such Code. 

(11) PRINCIPAL USER PROVISIONS.— 

(A) In the case of a bond issued as part of an issue the 
proceeds of which are to be used to provide a facility 
described in subparagraph (B) or (C), the determination of 
whether such bond is an exempt facility bond shall be made 
by substituting “90 percent” for “95 percent” and section 
142(a) of the 1986 Code. , 

(B) A facility is described in this subparagraph if— 

(i) it is a waste-to-energy project for which a contract 
for the sale of electricity was executed in September 
1984, and 

(ii) the design, construction, and operation contract 
for such project was signed in March 1985 and the 
— to begin construction was issued on March 31, 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $29,100,000. 

(C) A facility is described in this oer Sey Se if itisa 
solid waste disposal facility for Charleston, South Carolina, 
and a State political subdivision took formal action on April 
1, 1980, to commit development funds for such facility. 

(12) QUALIFIED SCHOLARSHIP FUNDING BONDS.—Subsections 
(dX3) and (f) of section 148 of the 1986 Code shall not apply to 
any bond or series of bonds the proceeds of which are used 
exclusively to refund qualified scholarship funding bonds (as 
meat in section 150 of the 1986 Code) issued before January 1, 

—_— 

(A) the amount of the refunding bonds does not exceed 
the aggregate face amount of the refunded bonds, 

(B) the maturity date of such refunding bond is not later 
than later of— 

(i) the maturity date of the bond to be refunded, or 

(ii) the date which is 15 years after the date on which 
the refunded bond was issued (or, in the case of a series 
of ne the date on which the original bond was 
issued), 

(C) the bonds to be refunded were issued by the California 
Student Loan Finance Corporation, and 

(D) the face amount a the refunding bonds does not 
exceed $175,000,000. 

(13) RESIDENTIAL RENTAL PROPERTY PROJECTS.—A bond issued 
as part of an issue 95 percent or more of the net proceeds of 
which are to be used to provide a project for residential rental 
ane which satisfies the requirements of section 103(bX4)\(A) 
of the 1954 Code shall be treated as an exempt facility bond (for 
projects described in section 142(aX7) of the 1986 Code) for 
purposes of part IV of subchapter B of chapter 1 of the 1986 
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Code the project is described in any of the following subpara- 
graphs: 
(A) A residential rental property project is described in 
this subparagraph if— 

(i) a public ary 3 development corporation was 
formed on June 6, 1984, with respect to such project, 

(ii) a partnership of which the corporation is a gen- 
eral partner was formed on June 8, 1984, and 

(iii) the partnership entered into a preliminary agree- 
ment with the State public facilities authority effective 
as of May 4, 1984, with respect to the issuance of the 
bonds for such project. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $6,200,000. 

(B) A residential rental property project is described in 
this subparagraph if— 

(i) the Board of Commissioners of the city housing 
authority officially selected such project’s developer on 
December 19, 1985, 

(ii) the Board of the City Redevelopment Commission 
agreed on February 13, 1986, to conduct a public hear- 
ing with respect to the project on March 6, 1986, 

(iii) an official action resolution for such project was 
adopted on March 6, 1986, and 

(iv) an allocation of a portion of the State ceiling was 
made with respect to such project on July 29, 1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $10,000,000. 

(C) A residential rental property project is described in 
this subparagraph if— 

(i) the issuance of $1,289,882 of bonds for such project 
— approved by a State agency on September 11, 1985, 


an 
(ii) the authority to issue such bonds was scheduled to 
expire (under the terms of the State approval) on 
September 9, 1986. 
The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $1,300,000. 
(D) A residential rental property project is described in 
this subparagraph if— 
(i) the issuance of $7,020,000 of bonds for such project 
= approved by a State agency on October 10, 1985, 


an 

(ii) the authority to issue such bonds was scheduled to 
expire (under the terms of the State approval) on Octo- 
ber 9, 1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $7,020,000. 

(E) A residential rental property project is described in 
this subparagraph if— 

(i) it is to be located in a city urban renewal project 
area which was established pursuant to an urban re- 
newal plan adopted by the city council on May 17, 1960, 

(ii) the urban renewal plan was revised in 1972 to 
permit multifamily dwellings in areas of the urban 
renewal project designated as a central business dis- 
trict, 
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(iii) an inducement resolution was adopted for such 
project on December 14, 1984, and 

(iv) the city council approved on November 6, 1985, 
an agreement which provides for conveyance to the city 
of fee title to such project site. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $60,000,000. 

(F) A residential rental property project is described in 
this subparagraph if— 

(i) such project is to be located in a city urban 
renewal project area which was established pursuant to 
an urban renewal plan adopted by the city council on 
May 17, 1960, 

(ii) the urban renewal plan was revised in 1972 to 
permit multifamily dwellings in areas of the urban 
renewal project designated as a central business dis- 
trict, 

(iii) the amended urban renewal plan adopted by the 
city council on May 19, 1972, also provides for the 
conversion of any public area site in Block J of the 
urban renewal project area for the development of 
residential facilities, and 

(iv) acquisition of all of the parcels comprising the 
Block J project site was completed by the city on 
December 28, 1984. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $60,000,000. 

(G) A residential rental property project is described in 
this subparagraph if— 

(i) such project is to be located on a city-owned site 
which is to become available for residential develop- 
ment upon the relocation of a bus maintenance facility, 

(ii) preliminary design studies for such project site 
were completed in December 1985, and 

(iii) such project is located in the same State as the 
projects described in subparagraphs (E) and (F). 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $100,000,000. 

(H) A residential rental property project is described in 
this subparagraph if— 

(i) at least 20 percent of the residential units in such 
project are to be utilized to fulfill the requirements of a 
unilateral agreement date July 21, 1983, relating to the 
provision of low- and moderate-income housing, 

(ii) the unilateral agreement was incorporated into 
ordinance numbers 83-49 and 83-50, adopted by the 
city council and approved by the mayor on August 24, 
1983, and 

(iii) an inducement resolution was adopted for such 
project on September 25, 1985. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $8,000,000. 

(I) A residential rental property project is described in 
this subparagraph if— 

(i) a letter of understanding was entered into on 
December 11, 1985, between the city and county hous- 
ing and community development office and the project 
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developer regarding the conveyance of land for such 
project, and 

(ii) such project is located in the same State as the 
_—— described in subparagraphs (E), (F), (G), and 
(H). 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed an amount which, together 
with the amounts allowed under aa aepeneeEnnye (E), (F), (G), 
and (H), does not exceed $250,000,000. 

(J) A residential rental property project is described in 
this subparagraph if it is a multifamily residential develop- 
ment located in Arrowhead Springs, within the county of 
San Bernardino, California, and a portion of the site of 
which currently is owned by the Campus Crusade for 
Christ. The ee face amount of bonds to which this 
subparagraph applies shall not exceed $350,000,000. 

(K) A residential rental property project is described in 
this subparagraph if— 

(i) it is a new residential development with approxi- 
mately 309 dwelling units located in census tract No. 
3202, and 

(ii) there was an inducement ordinance for such 
project adopted by a city council on November 20, 1985. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $32,000,000. 

(L) A residential rental property project is described in 
this subparagraph if— 

(i) it is a new residential development with approxi- 
mately 70 dwelling units located in census tract No. 
3901, and 

(ii) there was an inducement ordinance for such 
project adopted by a city council on August 14, 1984. 

The aggregate face amount of bonds to =e this subpara- 
graph applies shall not exceed $4,000,000 

(M) A residential rental property project is described in 
this subparagraph if— 

(i) it is a new residential development with approxi- 
mately 98 dwelling units located in census tract No. 
4701, and 

(ii) there was an inducement ordinance for such 
project adopted by a city council on August 14, 1984. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $7,000,000. 

A project or projects are described in this subpara- 
graph if they are part of the Willow Road residential 
improvement plan in Menlo Park, California. The aggre- 
gate face amount of obligations to which this subparagraph 
applies shall not exceed $9,000,000. 

(O) A residential rental property project is described in 
this subparagraph if— 

(i) an inducement resolution for such project was 
approved on July 18, 1985, by the city council, 

(ii) such project a approved by such council on 
August 11, 1986, an 

(ili) such cae consists of approximately 22 du- 
plexes to be used for housing qualified low and mod- 
erate income tenants. 
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The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $1,500,000. 

(P) A residential rental property project is described in 
this subparagraph if— 

(i) an inducement resolution for such project was 
approved on April 22, 1986, by the city council, 

(ii) such — was approved by such council on 
August 11, 1986, and 

(iii) such project consists of a unit apartment complex 
(having approximately 60 units) to be used for housing 
qualified low and moderate income tenants. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $1,625,000. 

(Q) A residential rental property project is described in 
this mar iri if— 

(i) a State housing authority granted a notice of 
official action for the project on May 24, 1985, and 

(ii) a binding agreement was executed for such 
—— with the State housing finance authority on 

ay 14, 1986, and such agreement was accepted by the 
State housing authority on June 5, 1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $7,800,000. 

(R) A residential rental property project is described in 
this subparagraph if such project is either of 2 projects 
(located in St. Louis, Missouri) which received commitments 
to provide construction and permanent financing through 
the issuance of bonds in —— amounts of up to $242,130 
and $654,045, on July 16, 1986. The ate face amount 
of bonds to which this oulmeneaienh applies shall not 
exceed $1,000,000. 

(S) A residential rental property project is described in 
this subparagraph if— 

(i) a local housing authority approved an inducement 
resolution for such project on January 28, 1985, and 

(ii) a suit relating to such project was dismissed 
without right of further — on April 4, 1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $13,200,000. 

(T) A residential rental property project is described in 
this eo if— 

(i) such project is the renovation of a hotel for resi- 
dents for senior citizens, 

(ii) an inducement resolution for such project was 
adopted on November 20, 1985, by the State Develop- 
ment Finance Authority, and 

(iii) such project is to be located in the metropolitan 
area of the city described in paragraph (3XC). 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $9,500,000. 

(U) A residential rental property project is described in 
this subparagraph if— 

_ @ such project is the renovation of apartment hous- 
ing, 

(ii) an inducement resolution for such project was 
adopted on December 20, 1985, by the State Housing 
Development Authority, and 
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(iii) such project is to be located in the metropolitan 
area of the city described in paragraph (3XC). 
auinalien face amount of bonds to which this subpara- 

graph ies shall not exceed $12,000,000. 
yA Presidential rental project is described in this 
ah agraph if it is a renovation and construction project 
for low-income housing in central Louisville, Kentucky, and 
local board approval for such project was granted April 22, 
1986. The ate face amount of bonds to which this 
+ omiegh applies shall not exceed $500,000 
) A residential rental project is described in this 
olesmaul if— 
(i) such project is 1 of 6 residential rental projects 
having in the aggregate approximately 1,010 units, 
(ii) inducement resolutions for such projects were 
adopted by the county residential finance authority on 
November 21, 1985, and 
(iii) a public hearing of the county residential finance 
authority was held by such authority on December 19, 
1985, regarding such projects to be constructed by an 
Ten developer. 
——— ate face amount of bonds to which this subpara- 
Lee applies shall not exceed $62,000,000. 
(X) A residential rental project is described in this 
subparagraph if— 
oat an inducement resolution with respect to such 
thor was adopted by the State housing development 
aut ay on January 25, 1985, an 
the issuance of bonds tor. such —— was the 
my_ tlbeet of a law suit filed on October 25 
a face amount of bonds to ee this subpara- 
graph applies shall not exceed $64,000,000. In the case of 
bonds to which this subparagraph applies, the requirements 
of sections 148 and 149d) of of the 1986 Code shall not be 
treated as included in section 103 of the 1954 Code and shall 
apply to such bonds. 

(Y) A project or projects are described in this subpara- 
graph if they are financed with bonds issued by the Tulare, 
California, County Housing Authority. The aggregate face 
amount of obligations to which this subparagraph applies 
shall not ex $8,000,000. 

(Z) A residential rental project is described in this 
coeeau cota if oa ee ee is a multifamily mixed-use 
housing project in a city described in paragraph 
(3XC), the mace Ne for which was changed to residential- 
business planned development on November 26, 1985, and 
with respect to which both the city on December 4, 1985, 
and the state housing finance agency on December 20, 1985, 
adopted inducement resolutions. The aggregate face 
amount of obligations to which this subparagraph applies 
shall not ex $90,000,000 

(14) QUALIFIED STUDENT LOANS.—The amendments made by 
section 1301 shall not apply to any qualified student loan bonds 
(as defined in section 144 of the 1986 Code) issued by the 
Volunteer State Student Assistance onan es The aggregate 
face amount of bonds to which this paragraph applies shall not 
exceed $90,000,000. In the case of bonds to which this paragraph 
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applies, the requirements of sections 148 and 149(d) of the 1986 
Code shall be treated as included in section 103 of the 1954 Code 
and shall apply to such bonds. 

(15) ANNUITY CONTRACTS.—The treatment of annuity con- 
tracts as investment property under section 148(b\(2) of the 1986 
Code shall not apply to any bond described in any of the 
following subparagraphs: 

(A) A bond is described in this subparagraph if such bond 
is issued by a city located in a noncontiguous State if— 

(i) the authority to acquire such a contract was ap- 
pee ~ September 24, 1985, by city ordinance A085- 
176, an 

(ii) formal bid requests for such contracts were 
mailed to insurance companies on September 6, 1985. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $57,000,000. 

(B) A bond is described in this subparagraph if— 

(i) on or before May 12, 1985, the governing board of 
the city pension fund authorized an agreement with an 
underwriter for possible execution and delivery of tax- 
exempt certificates of participation by a nonprofit cor- 
poration, and 

(ii) the proceeds of the sale of such certificates are to 
be used to purchase an annuity to fund the unfunded 
liability of the City of Berkeley, California’s Safety 
Members Pension Fund. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $40,000,000. 

(C) A bond is described in this subparagraph if such bond 
is issued by the South Dakota Building Authority if on 
September 18, 1985, representatives of such authority and 
its underwriters met with bond counsel and approved 
financing the purchase of an annuity contract through the 
sale and leaseback of State properties. The aggregate face 
amount of bonds to which this subparagraph applies shall 
not exceed $175,000,000. 

(D) A bond is described in this subparagraph if— 

(i) such bond is issued pa Los Angeles County, and 

(ii) such county, before September 25, 1985, paid or 
incurred at least $50,000 of costs related to the issuance 
of such bonds. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $500,000,000. 

(16) SOLID WASTE DISPOSAL FACILITY.—The amendments made 
by section 1301 shall not apply to any solid waste disposal 
facility if— 

(A) construction of such facility was approved by State 
law I.C. 36-9-31, 

(B) there was an inducement resolution on November 19, 
1984, for the bonds with respect to such facility, and 

(C) a carryforward election of unused 1984 volume cap 
was made for such project on February 25, 1985. 

The aggregate face amount of bonds to which this paragraph 
applies shall not exceed $120,000,000. In the case of bonds to 
which this paragraph applies, the requirements of sections 148, 
149(d), and 149(g) of the 1986 Code shall be treated as included 
in section 103 of the 1954 Code and shall apply to such bonds. 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2697 


(17) REFUNDING OF BOND ANTICIPATION NOTES.—There shall 
not be taken into account under section 146 of the 1986 Code 
any refunding of bond anticipation notes— 

(A) issued in December of 1984 by the Rhode Island 
Housing and Mortgage Finance Corporation, 

(B) which mature in December of 1986, 

(C) which is not an advance refunding within the mean- 
ing of section 149(dX5) of the 1986 Code (determined by 
substituting “180 days” for “90 days” therein), and 

(D) the ate face amount of the refunding bonds 
does not exceed $25,500,000. 

(18) CERTAIN AIRPORTS.—The amendments made by section 
1301 shall not apply to a bond issued as part of an issue 95 
percent or more of the net proceeds of which are to be used to 
provide any airport (within the meaning of section 103(b\4\D) 
of the 1954 Code) if such airport is a mid-field airport terminal 
and accompanying facilities at a major air carrier airport which 
during April 1980 opened a new precision instrument approach 
runway 10R28L. The aggregate face amount of bonds to which 
this subparagraph applies shall not exceed $425,000,000. 

(19) Mass COMMUTING FACILITIES.—A bond issued as a part of 
an issue 95 percent or more of the net proceeds of which are to 
be used to provide a mass commuting facility (within the mean- 
ing of section 103(b\4\(D) of the 1954 Code) shall be treated as an 
exempt facility bond (for facilities described in section 142(aX3) 
of the 1986 Code) for purposes of part IV of subchapter B of 
chapter 1 of the 1986 Code if such facility is described in 1 of the 
following subparagraphs: 

(A) A facility is described in this subparagraph if— 

(i) such facility provides access to an international 
airport, 

(ii) a corporation was formed in connection with such 
project in September 1984, 

(iii) the Board of Directors of such corporation au- 
thorized the hiring of various firms to conduct a fea- 
oe study with respect to such project in April 1985, 
an 

(iv) such feasibility study was completed in Novem- 
ber 1985. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $150,000,000. 

(B) A facility is described in this subparagraph if— 

(i) enabling legislation with respect to such project 
was approved by the State legislature in 1979, 

(ii) a 1-percent local sales tax assessment to be dedi- 
cated to the financing of such project was approved by 
the voters on August 13, 1983, and 

(iii) a capital fund with respect to such project was 
established upon the issuance of $90,000,000 of notes on 
October 22, 1985. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $200,000,000 and such bonds 
must be issued before January 1, 1996. 

(C) A facility is described in this subparagraph if— 

(i) bonds issued therefor are issued by or on behalf of 
an authority organized in 1979 pursuant to enabling 
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eile originally enacted by the State legislature in 
, an 
(ii) such facility is part of a system connector de- 
scribed in a resolution — by the board of directors 
of the authority on March 27, 1 
hoa face amount of bonds to which this subpara- 
roe — ies shall not exceed $400,000,000. Notwithstand- 
ast paragraph of this subsection, this subparagraph 
shall ne to bonds issued before January 1, 1996. 
(D) A facility is described in this subparagraph if— 
(i) the facility is a light rail transitway project, 
(ii) enabling legislation with respect to the issuing 
7 le was approved by the State legislature in May 
(iii) on October 28, 1985, a board issued a request for 
consultants to conduct a feasibility study on mass tran- 
sit corridor analysis in connection with the facility, and 
oe on May 12, 1986, a board approved a further 
binding contract for expenditures of approximately 
$1,494,963, to be expended on a facility stu c 
The te face amount of bonds to which this subpara- 
graph applies shall not exceed $250,000,000. Notwithstand- 
ing the last paragraph of this subsection, this subparagraph 
shall apply to bonds issued before January 1, 1996. 
(20) PRIVATE COLLEGES.—Section 148(f) of the 1986 Code shall 


— apply to any bond which is issued as part of an issue if such 
mi — 


(A) is issued by a political subdivision pursuant to home 
rule and interlocal cooperation powers conferred by the 
constitution and laws of a State to provide funds to finance 
the costs of the purchase and construction of educational 
facilities for private colleges and universities, and 

(B) was the subject of a resolution of official action by 
such political subdivision (Resolution No. 86-1039) adopted 
by the governing body of such political subdivision on 
March 18, 1986. 


The aggregate face amount of bonds to which this paragraph 
applies shall not exceed $100,000 


(21) POOLED FINANCING PROGRAMS.— 
(A) Section 147(b) of the 1986 Code shall not apply to any 
hospital pooled financing program with respect to which— 

(i) a formal presentation was made to a city hospital 

facilities authority on January 14, 1986, and 

(ii) such authority passed a resolution approving the 

us amen issue in principle on February 5, 19: 
te face amount of bonds to which this subpara- 
hh applies shall not exceed $95,000,000. 

) Subsection (c) and (f) of section 148 of the 1986 Code 
shall not apply to bonds for which closing occurred on 
July 16, 1986, and for which a State municipal league 
served as administrator for use in a State described in 
section 103A(gX5XC)1 of the Internal Revenue Code of 1954. 
The aggregate face amount of obligations to a this 
subparagraph applies shall not ex $585,000 

(22) DOWNTOWN REDEVELOPMENT PROJECT.— 
(A) In the case of a bond described in subparagraph (B), 
section 141 of the 1986 Code shall be applied without regard 
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to subsection (a\2), subsection (bX3), and subsection (b\5); 
and paragraphs (1) and (2) of subsection (b) shall be applied 
by substituting “25 percent” for “10 percent” each place it 


appears. 

(B) A bond is described in this subparagraph if such bond 
is issued as part of an issue 95 percent or more of the net 
proceeds of which are to be used to provide a project to 
acquire and redevelop a downtown area if— 

(i) on August 15, 1985, a downtown redevelopment 
authority adopted a resolution to issue bonds for such 
project, 

(ii) before September 26, 1985, the city expended (or 
entered into binding contracts to expend) more than 
$10,000,000 in connection with such project, and 

(iii) the state supreme court issued a ruling regarding 
the proposed finance structure for such project on 
December 11, 1985. 

The aggregate face amount of bonds to which this para- 
graph applies shall not exceed $85,000,000 and such bonds 
must be issued before January 1, 1992. 

(23) MASS COMMUTING AND PARKING FACILITIEs.—A bond 
issued as part of an issue 95 percent or more of the net proceeds 
of which are to be used to provide any mass commuting facility 
or parking facility (within the meaning of section 103(b\4)\(D) of 
the 1954 Code) shall be treated as an exempt facility bond for 
purposes of part IV of subchapter B of chapter 1 of the 1986 
Code if such facility is provided in connection with the re- 
habilitation, renovation, or other improvement to an existing 
railroad station owned on the date of the enactment of this Act 
by the National Railroad Passenger Corporation in the North- 
east Corridor and which was placed in partial service in 1934 
and was placed in the National Register of Historic Places in 
1978. The aggregate face amount of bonds to which this para- 
graph applies shall not exceed $30,000,000. 

(24) TAX-EXEMPT STATUS OF BONDS OF CERTAIN EDUCATIONAL 
ORGANIZATIONS.— 

(A) IN GENERAL.—For purposes of section 103 and part IV 
of subchapter B of chapter 1 of the 1986 Code, a qualified 
educational organization shall be treated as a governmental 
unit, but only with respect to a trade or business carried on 
by such organization which is not an unrelated trade or 
business (determined by applying section 513(a) of such 
Code to such organization). 

(B) QUALIFIED EDUCATIONAL ORGANIZATION.—For pu 
of subparagraph (A), the term “qualified educational 
organization” means a college or university— 

(i) which was reincorporated and renewed with 
perpetual existence as a corporation by specific act of 
the legislature of the State within which such college 
or university is located on March 19, 1913, or 

(ii) which— 

(I) was initially incorporated or created on Feb- 
ruary 28, 1787, on April 29, 1854, or on May 14, 
1888, and 

(II) as an instrumentality of the State, serves as 
a “State-related” university by a specific act of the 
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legislature of the State within which such college 
or university is located. 

(25) TAX-EXEMPT STATUS OF BONDS OF CERTAIN PUBLIC UTILI- 
(A) IN GENERAL.—Except as provided in subparagraph (B), 
a bond shall be treated as a —- bond for purposes of 
section 103 of the 1986 Code if such bond is issued after the 
date of the enactment of this Act with respect to a public 

utility facility if such facility is— 

(i) located at any non-federally owned dam (or on 
project waters or adjacent lands) located wholly or 
partially in 3 counties, 2 of which are contiguous to the 
third, where the rated capacity of the hydroelectric 
generating facilities at 5 of such dams on October 18, 

979, was more than 650 megawatts each, 

(ii) located at a dam (or on the project waters or 
adjacent lands) at which hydroelectric generating 
facilities were financed with the proceeds of tax-exempt 
obligations before December 31, 1968, 

(iii) owned and operated by a State, political subdivi- 
sion of a State, or any agency or instrumentality of any 
of the foregoing, and 

(iv) located at a dam (or on project waters or adjacent 
lands) where the general public has access for rec- 
reational purposes to such dam or to such project 
waters or adjacent lands. 

(B) SPECIAL RULES FOR SUBPARAGRAPH (A) .— 

(i) BonDS sUBJECT TO caP.—Section 146 of the 1986 
Code shall apply to any bond described in subpara- 
graph (A) which (without regard to subparagraph (A)) is 
a private activity bond. 

(ii) LIMITATION ON AMOUNT OF BONDS TO WHICH 
SUBPARAGRAPH (A) APPLIES.—The aggregate face 
amount of bonds to which subparagraph (A) applies 
shall not exceed $750,000,000, not more than 
—" of which may be issued before January 1, 
1 

(iii) LimITaTION ON PURPOSES.—Subparagraph (A) 
shall only apply to bonds issued as part of an issue 95 
percent or more of the net proceeds of which are used 
to provide 1 or more of the following: 

(ID) A fish by-pass facility or fisheries enhance- 
ment facility. 

(II) A recreational facility or other improvement 
which is required by Federal licensing terms and 
conditions or other Federal, State, or local law 
requirements. 

(III) A project of repair, maintenance, renewal, 
or ane and safety improvement. 

Any reconstruction, replacement, or 


improvement, includin < any safety improvement, 


which increases, or allows an increase in, the 
capacity, efficiency, or productivity of the existing 

generating equipment. 
(26) CONVENTION AND PARKING FACILITIES.—A bond shall not 
be treated as a private activity bond for purposes of section 103 
and part IV of subchapter B of chapter 1 of the 1986 Code if— 
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(A) such bond is issued to provide a sports or convention 
— described in section 103(b\(4) (B) or (C) of the 1954 


e, 

(B) such bond is not described in section 103 (bX2) or 
(oX2XA) of such Code, 

(C) legislation by a State legislature in connection with 
such facility was enacted on July 19, 1985, and was des- 
ignated Chapter 375 of the Laws of 1985, and 

(D) legislation by a State legislature in connection with 
the appropriation of funds to a State public benefit corpora- 
tion for loans in connection with the construction of such 
facility was enacted on April 17, 1985, and was designated 
Chapter 41 of the Laws of 1985. 

The aggregate face amount of bonds to which this subparagraph 
applies shall not exceed $35,000,000. 

(27) SMALL ISSUE TERMINATION.—Section 144(a\12) of the 1986 
Code shall not apply to any bond issued as part of an issue 95 
percent or more of the net proceeds of which are to be used to 
provide a facility descri in any of the following subpara- 


phs: 

(A) A facility is described in this subparagraph if— 

(i) the facility is a hotel and office facility located in a 
State capital, 

(ii) the economic development corporation of the city 
in which the facility is located adopted an initial 
inducement resolution on October 30, 1985, and 

(iii) a feasibility consultant was retained on Febru- 
ary 21, 1986, with respect to such facility. 

The aggregate face amount of bonds to which this subpara- 
graph — shall not exceed $10,000,000. 

(B) A facility is described in this anaes if such 
facility is financed by bonds issued by a State finance 
authority which was created in April 1985 by Act 1062 of 
the State General Assembly, and the Bond Guarantee Act 
(Act 505 of 1985) allowed such authority to pledge the 
interest from investment of the State’s general fund as a 
guarantee for bonds issued by such authority. The aggre- 
gate face amount of bonds to which this subparagraph 
applies shall not exceed $75,000,000. 

(C) A facility is described in this subparagraph if such 
facility is a downtown mall and parking project for Holland, 
Michigan, with respect to which an initial ment was 
formulated with the city in May 1985 and a formal memo- 
randum of understanding was executed on July 2, 1986. The 
aggregate face amount of bonds to which this subparagraph 
applies shall not exceed $18,200,000. 

(D) A facility is described in this subparagraph if such 
facility is a downtown mall and parking _— project for 
Traverse City, Michigan, with respect to which a final 
development agreement was signed in June 1986. The 
aggregate face amount of bonds to which this subparagraph 
applies shall not exceed $21,500,000. 

(E) A facility is described in this subparagraph if such 
facility is the rehabilitation of the Heritage Hotel in Mar- 
quette, Michigan. The aggregate face amount of bonds to 
which this subparagraph applies shall not exceed 
$5,000,000. 
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(F) A facility is described in this subparagraph if it is the 
Lakeland Center Hotel in Lakeland, Florida. The aggregate 
face amount of obligations to which this subparagraph 
applies shall not exceed $10,000,000. 

(G) A facility is described in this subparagraph if it is the 
Marble Arcade office building renovation project in Lake- 
land, Florida. The aggregate face amount of obligations to 
which this subparagraph applies shall not exceed 
$5,900,000. 

(H) A facility is described in this s ar peaerork if itis a 
medical office building in Bradenton, Florida, with respect 
to which— 

(i) a memorandum of agreement was entered into on 
October 17, 1985, and 
(ii) the city council held a public hearing and ap- 
proved issuance of the bonds on November 14, 1985. 
The aggregate face amount of obligations to which this 
subparagraph applies shall not ex $8,500,000. 

(I) A facility is described in this subparagraph if it con- 
sists of the rehabilitation of the Andover Town Hall in 
Andover, Massachusetts. The provisions of section 149(b) of 
the 1986 Code (relating to federally guaranteed obligations) 
shall not apply to obligations to finance such project solely 
as a result of the occupation of a portion of such building by 
a United States Post Office 

(J) A facility is described in this subparagraph if it ig the 
Central Bank Building renovation project in Grand Rapids, 
Michigan. The aggregate face amount of obligations to 
which this subparagraph applies shall not exceed 
$1,000,000. 

(28) CERTAIN PRIVATE LOANS NOT TAKEN INTO ACCOUNT.—For 
— of determining whether any bond is a private activity 

nd, an amount of loans (but not in excess of $75,000,000) 
provided from the proceeds of 1 or more issues shall not be 
— into account if such loans are provided in furtherance 
0 — 

(A) a city Emergency Conservation Plan as set forth in an 
ordinance adopted by the city council of such city on; Feb- 
ruary 17, 1983, or 

(Ba resolution adopted by the city council of such city on 
March 10, 1983, committing such city to a goal of reducing 
the peak load of such city’s electric generation and distribu- 
tion system by 553 megawatts in 15 years. 

(29) CERTAIN PRIVATE BUSINESS USE NOT TAKEN INTO 
ACCOUNT.— 

(A) The nonqualified amount of the proceeds of an issue 
shall not be taken into account under section 141(b\5) of 
the 1986 Code or in determining whether a bond described 
in subparagraph (B) (which is part of such issue) is a private 
activity bond for purposes of section 103 and part IV of 
subchapter B of chapter 1 of the 1986 Code. : 

(B) A bond is described in this subparagraph if— 

(i) such bond is issued before January 1, 1993, by a 
State admitted to the Union on June 14, 1776, and 
(ii) such bond is issued pursuant to a resolution of the 
— Bond Commission adopted before September 26, 
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(C) The nonqualified amount to which this paragraph 
applies shall not exceed $150,000,000. 

(D) For purposes of this paragraph, the term “non- 
qualified amount” has the meaning given such term by 
section 141(bX8) of the 1986 Code, except that such term 
shall include the amount of the net proceeds of an issue 
which is to be used (directly or indirectly) to make or 
finance loans (other than loans described in section 141(c\2) 
of the 1986 Code) to persons other than governmental units. 

(30) VOLUME CAP NOT TO APPLY TO CERTAIN FACILITIES.—For 
a of section 146 of the 1986 Code, any exempt facility 
nd for the following or shall not be taken into account: 
The facility is a facility for the furnishing of water which was 
authorized under Public Law 90-537 of the United States if— 
(A) construction of such facility began on May 6, 1973, 


and 

(B) forward funding will be provided for the remainder of 
the project pursuant to a negotiated agreement between 
State and local water users and the Secretary of the In- 
terior signed April 15, 1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $391,000,000. 

(31) CERTAIN HYDROELECTRIC GENERATING PROPERTY.—A bond 
shall be treated as described in paragraph (2) of section 1316(f) 
of this Act if— 

(A) such bond would be so described but for the substi- 
tution specified in such paragraph, 

(B) on January 7, 1983, an application for a preliminary 
permit was filed for the project for which such bond is 
issued and received docket no. 6986, and 

(C) on September 20, 1983, the Federal Energy Regulatory 
Commission issued an order granting the preliminary 
permit for the project. 

The aggregate face amount of bonds to which this paragraph 
applies shall not exceed $12,000,000. 

(32) VoLumE cap.—The State ceiling a oe under section 
146 of the 1986 Code for calendar year 19% 7 for the State which 
ratified the United States Constitution on — 29, 1790, shall be 
$150,000,000 higher than the State ceiling otherwise applicable 
under such section for such year. 

(33) APPLICATION OF $150,000,000 LIMITATION FOR CERTAIN 
QUALIFIED 501(CX3) BONDS.—Proceeds of an issue described in 
any of the following subparagraphs shall not be taken into 
account under section 145(b) of the 1986 Code. 

(A) Proceeds of an issue are described in this subpara- 
graph if— 

(i) such proceeds are used to provide medical ‘school 
facilities or medical research and clinical facilities for a 
university medical center; 

(ii) such proceeds are of— 

(I) a $21,550,000 issue on August 1, 1980, 

(II) a $84,400,000 issue on September 1, 1984, and 
- meg $48,500,000 issue (Series 1985 A and 1985 

), an 

(iii) the issuer of all such issues is the same. 

(B) Proceeds of an issue are described in this subpara- 
graph if such proceeds are for use by Yale University and— 
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(i) the bonds are issued after August 8, 1986, and 
before August 7, 1988, by the State of Connecticut 
Health and Educational Facilities Authority, or 

(ii) the bonds are the Ist or 2nd refundings (including 
advance refundings) of the bonds described in clause (i) 
or of original bonds issued before August 7, 1986, by 
such Authority. 

(C) Proceeds of an issue are described in this subpara- 
graph if— 

(i) such issue is issued on behalf of a university 
established by Charter granted by King George II of 
England on October 31, 1754, to accomplish a refunding 
(including an advance refunding) of bonds issued to 
finance 1 or more projects, and 

(ii) the application or other request for the issuance 
of the issue to the appropriate State issuer was made by 
or on behalf of such university before February 26, 
1986. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $250,000,000. 

(D) Proceeds of an issue are described in this subpara- 
graph if— 

(i) such proceeds are to be used for finance construc- 
tion of a new student recreation center, 

(ii) a contract for the development phase of the 
project was signed by the university on May 21, 1986, 
with a private company for 5 percent of the costs of the 
project, and 

(iii) a committee of the university board of adminis- 
trators approved the major program elements for the 
center on August 11, 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $25,000,000. 

(E) Proceeds of an issue are described in this subpara- 
graph if— 

(i) such proceeds are to be used in the construction of 
new life sciences facilities for a university for medical 
research and education, 

(ii) the president of the university authorized a fac- 
ulty/administration planning committee for such facili- 
ties on September 17, 1982, 

(iii) the trustees of such university authorized site 
and architect selection on October 30, 1984, and 

(iv) the university negotiated a $2,600,000 contract 
with the architect on August 9, 1985. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $47,500,000. 

(F) Proceeds of an issue are described in this subpara- 
graph if such proceeds are to be used to renovate under- 
graduate chemistry and engineering laboratories, and to 
rehabilitate other basic science facilities, for an institution 
of higher education in Philadelphia, Pennsylvania, char- 
tered by legislative Acts of the Commonwealth of Penn- 
sylvania, including an Act dated September 30, 1791. The 
aggregate face amount of bonds to which this subparagraph 
applies shall not exceed $6,500,000 
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(G) Proceeds of an issue are described in this subpara- 
graph if such proceeds are of bonds which are the first 
advance refunding of bonds issued during 1985 for the 
development of a computer network, and construction and 
renovation or rehabilitation of other facilities, for an 
institution of higher education described in subparagraph 
(H). The aggregate face amount of bonds to which this 
subparagraph applies shall not exceed $80,000,000. 

(H) Proceeds of an issue are described in this subpara- 
graph if— 

(i) the issue is issued on behalf of a university 
founded in 1789, and 

(ii) the request to issue bonds for items to be deter- 
mined by the issuer was transmitted to Congress on 
November 7, 1985. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $200,000,000. 

(I) Proceeds of an issue are described in this subpara- 
graph if the issue is issued on behalf of a university estab- 
lished on August 6, 1872, for a project approved by the 
trustees thereof on November 11, 1985. The aggregate face 
amount of bonds to which this subparagraph applies shall 
not exceed $100,000,000. 

(J) Proceeds of an issue are described in this subpara- 
graph if— 

(i) the issue is issued on behalf of a university for 
which the founding grant was signed on November 11, 
1885, and 

(ii) such bond is issued for the purpose of providing a 
Near West Campus Redevelopment Project and a 
Student Housing Project. 

The aggregate face amount of bonds to which this subpara- 
graph applies shall not exceed $105,000,000. 

(J) Proceeds of an issue are described in this subpara- 
graph if— 

(i) they are the proceeds of advance refunding obliga- 
tions issued on behalf of a university established on 
April 21, 1831, and 

(ii) the application or other request for the issuance 
of such obligations was made to the appropriate State 
issuer before July 12, 1986. 

The aggregate face amount of obligations to which this 
subparagraph applies shall not exceed $175,000,000. 

(K) Proceeds of an issue are described in this subpara- 
graph if— 

(i) the issue is for the purpose of financing or re- 
financing costs associated with university facilities 
including 900 units of housing for students, faculty, and 
staff in up to two buildings and an office building 
containing up to 2,000 square feet of space, and 

(ii) a bond act authorizing tke issuance of such bonds 
for such project was adopted on July 8, 1986, and such 
act under Federal law was required to be transmitted 
to Congress. 

The aggregate face amount of obligations to which this 
subparagraph applies shall not exceed $150,000,000. 
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(L) Proceeds of an issue are described in this subpara- 
graph if such issue is for Cornell ocean in an aggregate 
face amount of not more than $150,000,000. 

(M) Proceeds of an issue are described in this subpara- 
graph if— 

(i) such issue would not (if issued before August 16, 
1986) be an industrial development bond (as defined in 
section 103(bX2) of the 1954 Code), and 

(ii) such bonds were approved by city voters on Janu- 
ary 19, 1985, for an art museum and 2 theaters. 

The aggregate face amount of obligations to which this 
subparagraph applies shall not ex $2,300,000. 

(N) Proceeds of an issue are described in this subpara- 
graph if— 

(i) such issue is issued by a State dormitory authority 
on behalf of cne or more universities described in 
section 501(cX3) of the 1986 Code or a foundling hos- 
pital, and 

(ii) the spplication by the university - the issuance 
of such bond was made before October 27, 1 

The aggregate face amount of bonds to which this para- 
graph applies shall not exceed $150,000,000. In the case of 
bonds to which this paragraph a’ Pa the requirements of 
sections 148 and 149(d) of the 1986 Code shall be treated as 
included in section 103 of the 1954 Code and shall apply to 
such bonds. 

(O) Any bond to which section 145(b) of the 1986 Code 
does not apply by reason of this section shall be taken into 
account in determining whether such section applies to any 
later issue. 

(34) nag REBATE.—Section 148(f) of the 1986 Code shall 
not appl iy to any period before October 1, 1990, with respect to 
any bond the proceeds of which are to be used to provide a high- 
speed rail system for the State of Ohio. The aggregate face 
amount of bonds to which this paragraph applies shall not 
exceed $2,000,000,000. 

(35) EXTENSION OF CARRYFORWARD PERIOD.— 

(A) In the case of a carryforward under section 103(n\(10) 
of the 1954 Code of $170,000,000 of bond limit for calendar 
year 1984 for a project described in subparagraph (B), 
clause (i) of section 103(nX10XC) of the 1954 Code shall be 
applied rd oe “6 calendar years” for “3 calendar 
years”, and such carryforward may be used by any author- 
ity designated by the State in which the facility is located. 

(B) A project is described in this subparagraph if— 

(i) such project is a facility for local furnishing of 
electricity described in section 645 of the Tax Reform 
Act of 1984, and 

(ii) construction of such facility commenced within 
the 3-year period following the calendar year in which 
the carryforward arose. 

(36) PowER PURCHASE BONDS.—A bond issued to finance pur- 
chase of power from a power facility at a dam being renovated 
pursuant to P.L. 98-381 shall not be treated as a private activity 
bond if it would not be such under section 141(b) (1) and (2) of 
the 1986 Code if 25 percent were substituted for 10 percent and 
the provisions of section 141(b) (3), (4), and (5) of the 1986 Code 
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did not apply. The aggregate face amount of bonds to which this 
paragraph applies shall not exceed $80,000,000. 

(37) QUALIFIED MORTGAGE BONDS.—A bond issued as part of 
either of 2 issues no later than September 8, 1986, shall be 
treated as a qualified mortgage bond within the meaning of 
section 141(d\(1\(B) of the 1986 Code if it satisfies the require- 
ments of section 103A of the 1954 Code and if the issues are 
issued by the two most populous cities in the Tar Heel State. 
The aggregate face amount of bonds to which this paragraph 
applies shall not exceed $4,000,000. 

(38) EXEMPT FACILITY BONDS.—A bond shall be treated as an 
exempt facility bond within the meaning of section 142(a) of the 
1986 Code if it is issued to fund residential, office, retail, light 
industrial, recreational and parking development known as 
Tobacco Row. Such bond shall be subject to section 146 and 
sections 148 and 149 of the 1986 Code. The aggregate face 
amount of bonds to which this paragraph applies shall not 
exceed $100,000,000. : 

(39) CERTAIN WASTEWATER TREATMENT FACILITY.—A bond shall 
not be subject to the provisions of section 146 of the 1986 Code if 
it is issued to acquire and complete a wastewater treatment 
facility— 

(A) which was organized by an inter-local agreement 
dated October 17, 1978, 
(B) for which $78,143,557 has been spent as of July 31, 
1986, and 
(C) for which the first construction contract was let on 
February 27, 1981. 
The aggregate face amount of bonds to which this paragraph 
applies shall not exceed $100,000,000. 

(40) REFUNDING OF CERTAIN TAXABLE DEBT.—A bond issued to 
refinance taxable debt shall not be treated as a qualified 
501(cX3) bond within the meaning of section 141(d\(1\G) of the 
1986 Code if an authorizing resolution as adopted by the issuer 
on August 14, 1986, for St. Mary’s Hospital. The aggregate face 
amount of bonds to which this paragraph applies shall not 
exceed $22,314,000. 

(41) TIME TO MATURITY FOR CERTAIN  OBLIGATIONS.—The 
requirement of section 147(b) of the 1986 Code shall apply to 
current refunding bonds issued with respect to two power facili- 
ties on which construction has been suspended by measuring 
the economic life of the facilities from the date of the refunding 
bonds if the facilities have not been placed in service as of the 
date of issuance of the refunding bonds. The aggregate face 
amount of bonds to which this paragraph applies shall not 
exceed $2,000,000,000. 

(42) RESIDENTIAL RENTAL PROPERTY.—A bond issued to finance 
a residential rental project within the meaning of 103(b)\(4) of 
the 1954 Code shall be treated as an exempt facility bond within 
the meaning of section 142(aX7) of the 1986 Code if the county 
housing finance authority adopted an inducement resolution 
with respect to the project on May 8, 1985, and the project is 
located in Polk County, Florida. The aggregate face amount of 
se 10e pd which this paragraph applies shall not exceed 

,100,000. 
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(43) EXTENSION OF ADVANCE REFUNDING FOR CERTAIN FACILI- 
TIES.—Paragraph (4) of section 631(c) of the Tax Reform Act of 
1984 is amended— 

(A) by striking out the second sentence thereof, 

(B) by adding at the end thereof the following new sen- 
tence: “In the case of Gog ony so not exceeding 
$100,000,000 issued by the Ala a State Docks Depart- 
ment, the first sentence of this paragraph shall be applied 
a substituting ‘December 31, 1987’ for ‘December 31, 
1984’.” 

(44) Poot sonps.—The following amounts of pool bonds are 
exempt from the arbitrage rebate requirement of section 148(f) 
of the 1986 Code: 

Maximum Bond 

Pool 

Tennessee Utility Districts Pool 

New Mexico Hospitals Bond Pool 

Pennsylvania Local Government Investment Trust Pool...... 

Indiana Bond Bank Pool 

Hernando County, Florida Bond Pool 

Utah Municipal Finance Cooperative Pool 

North Carolina e of Municipalities Pool. 

Kentucky Municipal League Bond Pool 

Kentucky Association of Counties Bond Poo! 

Homewood Municipal Bond Pool 

Colorado Association of School Boards Pool 

Tennessee Municipal League Pooled Bonds 

Georgia Municipal Association Pool 

(45) CERTAIN CARRYFORWARD ELECTIONS.—Notwithstanding 
any other provision of this title— 

(A) In the case of a metropolitan service district created 

ursuant to State revised statutes, chapter 268, up to 
$10,000,000 unused 1985 bond authority may be carried 
forward to any year until 1989 (regardless of the date on 
— — carryforward election is made). 

(B) If— 

(i) official action was taken by an industrial develop- 
ment board on September 16, 1985, with respect to the 
issuance of not more than $98,500,000, of waste water 
treatment revenue bonds, and 

(ii) an executive order of the governor granted a 
carryforward of State bond authority for such project 
on December 30, 1985, 

such carryforward election shall be valid for any year 
through 1988. The aggregate face amount of obligations to 
which this subparagraph applies shall not exceed 
$98,500,000. 

(46) TREATMENT OF CERTAIN OBLIGATIONS TO FINANCE HYDRO- 
ELECTRIC GENERATING FACILITY.—If-- 

(A) obligations are issued in an amount not exceeding 
$5,000,000 to finance the construction of a hydroelectric 
generating facility located on the North Fork of Cache 
Creek in Lake County, California, which was the subject of 
a preliminary resolution of the issuer of the obligations on 
June 29, 1982, or are issued to refund any of such obliga- 
tions, 

(B) substantially all of the electrical power generated by 
such facility is to be sold to a nongovernmental person 
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pursuant to a long-term power sales agreement in accord 
ance with the Public Utility Regulatory Policies Act of 
1978, and 

(C) the initially issued obligations are issued on or before 
December 31, 1986, and any of such refunding obligations 
are issued on or before December 31, 1996, 

then the person referred to in subparagraph (B) shall not be 
treated as a principal user of such facilities by reason of such 
sales for purposes of subparagraphs (D) and (E) of section 
103(bX6) of the 1954 Code. 

(47) TREATMENT OF CERTAIN OBLIGATIONS TO FINANCE STEAM 
AND ELECTRIC COGENERATION FACILITY.—If— 

(A) obligations are issued on or before December 31, 1986, 
in an amount not exceeding $4,400,000 to finance a facility 
for the generation and transmission of steam and electricity 
having a maximum electrical capacity of a gee 5.3 
megawatts and located within the City of Jose, Califor- 
nia, or are issued to refund any of such obligations, 

(B) substantially all of the electrical power generated by 
such facility that is not sold to an institution of higher 
education created by statute of the State of California is to 
be sold to a nongovernmental person pursuant to a long- 
term power sales ment in accordance with the Public 
Utility Regulatory Policies Act of 1978, and 

(C) the initially issued obligations are issued on or before 
December 31, 1986, and any of such refunding obligations 
are issued on or before December 31, 1996, 

then the nongovernmental person referred to in ae 
(B) shall not be treated as a principal user of such facilities by 
reason of such sales for purposes of sub phs (D) and (E) of 
section 103(bX6) of the Internal Revenue Code of 1954. 

(48) TREATMENT OF CERTAIN OBLIGATIONS.—A bond which is 
not an industrial development bond under section 103(bX2) of 
the Internal Revenue Code of 1954 shall not be treated as a 
private activity bond for purposes of part IV of subchapter B of 
chapter 1 of the 1986 Code if 95 percent or more of the net 
proceeds of the issue of which such bond is a part are used to 
— facilities described in either of the following subpara- 
graphs: 

(A) A facility is described in this subparagraph if it is a 
iiss Caer aati — - rated State fair and expo- 
sition center with respect ich— 

(i) the 1985 session of the State legislature authorized 
revenue bonds to be issued in a maximum amount of 
$10,000,000, and 

(ii) a market feasibility study dated June 30, 1986, 
relating to a major capital ne program at 
the facility was prepared for the advisory board of the 
State fair and exposition center by a certified public 
accounting firm. 

The aggregate face amount of obligations to which this 
subparagraph applies shall not exceed $10,000,000. 

(B) A facility is described in this subparagraph if it is a 
convention, trade, or spectator facility which is to be lo- 
cated in the State with respect to which subpa ph (O) 
applies and with respect to which feasibility an _, 
nary design consultants were hired on May 1, 1985 and 
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October 31, 1985. The aggregate face amount of obligations 
to which this subparagraph applies shall not exceed 
$175,000,000. 

(49) TRANSITION RULE FOR REFUNDING CERTAIN HOUSING 
BONDS.—Sections 146 and 149(d) of the 1986 Code shall not apply 
to the refunding of any bond issued under section 11(b) of the 
Housing Act of 1937 before December 31, 1983, if— 

(A) the bond has an original term to maturity of at least 
40 years, 

(B) the maturity date of the refunding bonds does not 
exceed the maturity date of the refunded bonds, 

(C) the amount of the refunding bonds does not exceed the 
outstanding amount of the refunded bonds, 

(D) the interest rate on the refunding bonds is lower than 
the interest rate of the refunded bonds, and 

(E) the refunded bond is required to be redeemed not 
later than the earliest date on which such bond could be 
redeemed at par. 

(50) TRANSITION BONDS SUBJECT TO CERTAIN RULES.—In the 
- _of any bond to which any provision of this subsection 
applies— 

(A) MINIMUM TAX TREATMENT.—Any bond which, without 
regard to this section, would be a private activity bond (as 
defined in section 141(a) of the 1986 Code) shall be so 
treated for purposes of section 55 of such Code unless such 
bond would not be described in section 103 (bX2) or (o(2) of 
er Code were such bond issued before August 16, 
1986. 

(B) CERTAIN RESTRICTIONS APPLY.—Except as otherwise 
expressly provided, sections 103 and 103A of the 1954 Code 
shall be applied as if the requirements of section 148 and 
subsections (d) and (g) of section 149 of the 1986 Code were 
included in each such section. 

(51) CERTAIN ADDITIONAL PROJECTS.—Section 141(a) of the 1986 
Code shall be applied by substituting “25” for “10” each place it 
appears and by not applying sections 141(aX3) and 141(cX1\B) to 
bonds substantially all of the proceeds are used for— 

(A) A project is described in this subparagraph if it 
consists of a capital improvements program for a metropoli- 
tan sewer district, with respect to which a proposition was 
submitted to voters on August 7, 1984. The aggregate face 
amount of eee | to which this subparagraph applies 
shall not exceed $60,000,000. 

(B) Facilities described in this subparagraph if it consists 
of additions, extensions, and improvements to the 
wastewater system for Lakeland, Florida. The aggregate 
face amount of ad to which this subparagraph 
applies shall not exceed $20,000 

(C) A project is described in this subparagraph if it is the 
Central Valley Water Reclamation Project in Utah. The 
aggregate face amount of obligations to which this subpara- 
graph applies shall not exceed $100,000,000. 

(D) A project is described in this subparagraph if it is a 
project to construct approximately 26 miles of toll express- 
ways, with respect to which any appeal to validation was 
filed July 11, 1986. The aggregate face amount of obliga- 
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tions to which this subparagraph applies shall not exceed 
$450,000,000. 
(52) TERMINATION.—This section shall not apply to any bond 
issued after December 31, 1990. 


SEC. 1318. DEFINITIONS, ETC., RELATING TO EFFECTIVE DATES AND 
TRANSITIONAL RULES. 


For purposes of this subtitle— 

(1) 1954 copg.—The term “1954 Code” means the Internal 
Revenue Code of 1954 as in effect on the day before the date of 
the enactment of this Act. 

(2) 1986 copE.—The term ‘1986 Code” means the Internal 
Revenue Code of 1986 as amended by this Act. 

(3) Bonp.—The term “bond” includes any obligation. 

(4) ADVANCE REFUND.—A bond shall be treated as issued to 
advance refund another bond if it is issued more than 90 days 
before the redemption of the refunded bond. 

(5) Net procEEDS.—The term “net proceeds” has the meaning 
given such term by section 150(a) of the 1986 Code. 

(6) CONTINUED APPLICATION OF THE 1954 CopE.—Nothing in 
this subtitle shall be construed to exempt any bond from any 
provision of the 1954 Code by reason of a delay in (or exemption 
from) the application of any amendment made by subtitle A. 

(7) TREATMENT AS EXEMPT FACILITY.—Any bond which is 
treated as an exempt facility bond by section 1316 or 1317 shall 
not fail to be so treated by reason of subsection (b) of section 142 
of the 1986 Code. 


TITLE XIV—TRUSTS AND ESTATES; UN- 
EARNED INCOME OF CERTAIN MINOR 
CHILDREN; GIFT AND ESTATE TAXES; 
GENERATION-SKIPPING TRANSFER TAX 


Subtitle A—Income Taxation of Trusts and 
Estates 


SEC. 1401. GRANTOR TREATED AS HOLDING ANY POWER OR INTEREST OF 
GRANTOR’S SPOUSE. 


(a) In GENERAL.—Section 672 (relating to definitions and rules) is 
amended by adding at the end thereof the following new subsection: 

“(e) GRANTOR TREATED AS HoLtpING ANY POWER OR INTEREST OF 
Grantor's Spouse.—For purposes of this subpart, if a grantor’s 
spouse is living with the grantor at the time of the creation of any 
power or interest held by such spouse, the grantor shall be treated 
as holding such power or interest.” 

(b) ErrectivE Date.—The amendment made by this section shall 
apply with respect to transfers in trust made after March 1, 1986. 


SEC. 1402. LIMITATIONS TO REVERSIONARY INTEREST RULE EXCEP- 
TIONS. 


(a) IN GENERAL.—Section 673 (relating to reversionary interest) is 
amended to read as follows: 
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“SEC. 673. REVERSIONARY INTERESTS. 


“(a) GENERAL RULE.—The grantor shall be treated as the owner of 
any portion of a trust in which he has a reversionary interest in 
either the corpus or the income therefrom, if, as of the inception of 
that portion of the trust, the value of such interest exceeds 5 percent 
of the value of such portion. 

“(b) REVERSIONARY INTEREST TAKING EFFECT AT DEATH OF MINOR 
LINEAL DESCENDANT BENEFICIARY.—In the case of any beneficiary 
who— 

“(1) is a lineal descendant of the grantor, and 

“(2) holds all of the present interests in any portion of a trust, 
the grantor shall not be treated under subsection (a) as the owner of 
such portion solely by reason of a reversionary interest in such 
portion which takes effect upon the death of such beneficiary before 
such beneficiary attains age 21.” 

(b) CONFORMING AMENDMENTS.— 

(1) Paragraph (2) of section 674(b) (relating to exceptions for 
certain powers) is amended— 
(A) by striking out “the expiration of a period” and 
inserting in lieu thereof “the occurrence of an event”, 
(B) by striking out “the expiration of the period” and 
inserting in lieu thereof “the occurrence of the event”, and 
(C) by striking out “EXPIRATION OF 10-YEAR PERIOD” in the 
heading thereof and inserting in lieu thereof ‘“occuRRENCE 
OF EVENT’. 
(2) Subsection (b) of section 676 (relating to power to revoke) is 
amended— 
(A) by striking out “the expiration of a period” and 
inserting in lieu thereof “the occurrence of an event”, 
(B) by striking out “the expiration of such period” and 
inserting in lieu thereof “the occurrence of such event”, 


and 

(C) by striking out “ExprraTion or 10-YEAR PERIOD” in 
the heading thereof and inserting in lieu thereof “Occur- 
RENCE OF ee 

(3) Subsection (a) of section 677 (relating to income for benefit 
of grantor) is amended— 

(A) by striking out “the expiration of a period” and 
inserting in lieu thereof “the occurrence of an event”, and 
(B) by striking out “the expiration of the period” and 
inserting in lieu thereof “the occurrence of the event”. 

(c) ErrectivE DaTe.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall apply with respect to 
transfers in trust made after March 1, 1986. 

(2) TRANSFERS PURSUANT TO PROPERTY SETTLEMENT AGREE- 
MENT.—The amendments made by this section shall not apply 
to any transfer in trust made after March 1, 1986, pursuant to a 
binding property settlement agreement entered into on or 
before March 1, 1986, which required the taxpayer to establish a 
grantor trust and for the transfer of a specified sum of money or 
property to the trust by the taxpayer. This paragraph shall 
apply only to the extent of the amount required to be trans- 
ferred under the agreement described in the preceding sen- 
tence. 
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SEC. 1403. TAXABLE YEAR OF TRUSTS TO BE CALENDAR YEAR. 


(a) In GENERAL.—Subpart A of part I of subchapter J of chapter 1 
(relating to general rules for taxation of estates and trusts) is 
amended by adding at the end thereof the following new section: 


“SEC. 645. TAXABLE YEAR OF TRUSTS. 


“(a) IN GENERAL.—For purposes of this subtitle, the taxable year 
of any trust shall be the calendar year. 

“(b) ExcEPTION FOR TRUSTS Exempt From Tax AND CHARITABLE 
Trusts.—Subsection (a) shall not apply to a trust exempt from 
taxation under section 501(a) or to a trust described in section 
4947(a\1).” 

(b) CLERICAL AMENDMENT.—The table of sections of subpart A of 
part I of subchapter J of chapter 1 is amended by adding at the end 
thereof the following new item: 


“Sec. 645. Taxable year of trusts.” 
(c) EFFECTIVE DATE; TRANSITION RULE.— 

(1) EFFECTIVE DATE.—The amendments made by this section 
shall apply to taxable years beginning after December 31, 1986. 

(2) TRANSITION RULE.—With respect to any trust beneficiary 
who is required to include in gross income amounts under 
sections 652(a) or 662(a) of the Internal Revenue Code of 1986 in 
the lst taxable year of the beneficiary beginning after Decem- 
ber 31, 1986, by reason of any short taxable year of the trust 
required by the amendments made by this section, such income 
shall be ratably included in the income of the trust beneficiary 
over the 4-taxable year period beginning with such taxable year. 


SEC. 1404. TRUSTS AND CERTAIN ESTATES TO MAKE ESTIMATED PAY- 
MENTS OF INCOME TAXES. 


(a) In GENERAL.—Subsection (k) of section 6654 (relating to failure 
——- to pay estimated income tax) is amended to read as 
ollows: 
“(k) Trusts AND CERTAIN Estates.—This section shall apply to— 
“(1) any trust, and 
“(2) any estate with respect to any taxable year ending 2 or 
more years after the date of the death of the decedent’s death.” 
(b) CERTAIN PAYMENTS OF EsTIMATED TAX BY A TRust.—Section 
643 is amended by adding at the end thereof the following new 
subsection: 
“(g) CERTAIN PAYMENTS OF ESTIMATED TAX TREATED AS PAID BY 
BENEFICIARY.— 
“(1) IN GENERAL.—In the case of a trust— 

“(A) the trustee may elect to treat any portion of a 
payment of estimated tax made by such trust for any 
taxable year of the trust as a payment made by a bene- 
ficiary of such trust, 

“(B) any amount so treated shall be treated as paid or 
credited to the beneficiary on the last day of such taxable 
year, and 

“(C) for purposes of subtitle F, the amount so treated— 

“(i) shall not be treated as a payment of estimated 
tax made by the trust, but 

“(ii) shall be treated as a payment of estimated tax 
made by such beneficiary on January 15 following the 
taxable year. 
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The preceding sentence shall apply only to the extent the 
payments of estimated tax made by the trust for the taxable 
year exceed the tax imposed by this chapter shown on its return 
for the taxable year. 

“(2) TIME FOR MAKING ELECTION.—An election under para- 
graph (1) may be made— 

“(A) only on the trust’s return of the tax imposed by this 
chapter for the taxable year, and 
“(B) only if such return is filed on or before the 65th day 
after the close of the taxable year.” 
(c) CONFORMING AMENDMENTS.— 

(1) Section 6152 (relating to installment payments) is re- 
pealed. 

(2) Section 6215(b) (relating to cross references) is amended by 
striking out paragraph (7) and redesignating paragraph (8) as 
paragraph (7). 

(3) Paragraph (2) of section 6601 (relating to last date pre- 
scribed for payment) is amended— 

(A) by striking out “6152(a), 6156(a), or 6158(a)” and 
inserting in lieu thereof “6156(a) or 6158(a)”, and 

(B) by striking out “6152(b), 6156(b), or 6158(a)” in 
a (A) and inserting in lieu thereof “6156(b) or 
6158(a)”. 

(4) The table of sections for subchapter A of chapter 62 is 
amended by striking out the item relating to section 6152. 

(d) Errective Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


Subtitle B—Unearned Income of Certain 
Minor Children 


SEC. 1411. UNEARNED INCOME OF CERTAIN MINOR CHILDREN. 


(a) GENERAL RuLe.—Section 1, as amended by section 101, is 
amended by inserting after subsection (h) the following new subsec- 
tion: 

“(i) CERTAIN UNEARNED INCOME OF MINOR CHILDREN TAXED AS IF 
PARENT'S INCOME.— 

“(1) IN GENERAL.—In the case of any child to whom this 
subsection applies, the tax imposed by this section shall be 
equal to the greater of— 

“(A) the tax imposed by this section without regard to 
this subsection, or 
“(B) the sum of— 
“(i) the tax which would be imposed by this section if 
the taxable income of such child for the taxable year 
were reduced by the net unearned income of such child, 


plus 
“(ii) such child’s share of the allocable parental tax. 
“(2) CHILD TO WHOM SUBSECTION APPLIES.—This subsection 
shall apply to any child for any taxable year if— 
“(A) such child has not attained age 14 before the close of 
the taxable year, and 
“(B) either parent of such child is alive at the close of the 
taxable year. 
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“(3) ALLOCABLE PARENTAL TAX.—For purposes of this subsec- 
tion— 

“(A) IN GENERAL.—The term ‘allocable parental tax’ 
means the excess of— 

“(i) the tax which would be imposed by this section 
on the parent’s taxable income if such income included 
the net unearned income of all children of the parent to 
whom this subsection applies, over 

“(ii) the tax Seesedt by this section on the parent 
without regard to this subsection. 

For purposes of clause (i), net unearned income of all 
children of the parent shall not be taken into account in 
computing any deduction or credit of the parent. 

“(B) Cuitp’s sHARE.—A child’s share of any allocable 
parental tax of a parent shall be equal to an amount which 
bears the same ratio to the total allocable parental tax as 
the child’s net unearned income bears to the aggregate net 
unearned income of all children of such parent to whom 
this subsection applies. 

“(4) NET UNEARNED INCOME.—For purposes of this subsec- 
tion— 

“(A) IN GENERAL.—The term ‘net unearned income’ 
means the excess of— 

“(i) the portion of the gross income for the taxable 
year which is not earned income (as defined in section 
911(d\(2)), over 

“(ii) the sum of — 

“(I) the amount in effect for the taxable year 
under section 63(c\5\A) (relating to limitation on 
standard deduction in the case of certain depend- 
ents), plus 

“(ID the greater of the amount described in 
subclause (I) or, if the child itemizes his deduction 
for the taxable year, the amount of the deductions 
allowed by this chapter for the taxable year which 
are directly connected with the production of the 
portion of gross income refe to in clause (i). 

“(B) LIMITATION BASED ON TAXABLE INCOME.—The amount 
of the net unearned income for any taxable year shall not 
exceed the individual’s taxable income for such taxable 
year. 

“(5) SPECIAL RULES FOR DETERMINING PARENT TO WHOM SUBSEC- 
TION APPLIES.—F or purposes of this subsection, the parent whose 
taxable income shall be taken into account shall be— 

“(A) in the case of parents who are not married (within 
the meaning of section 7703), the custodial parent of the 
child, and 

“(B) in the case of married individuals filing separately, 
the individual with the greater taxable income. 

“(6) PROVIDING OF PARENT'S TIN.—The parent of any child to 
whom this subsection applies for any taxable year shall provide 
the TIN of such parent to such child and such child shall 
include such TIN on the child’s return of tax imposed by this 
section for such taxable year.” 

(b) DiscLosuRE OF INFORMATION.—Subparagraph (A) of section 
6103(e\(1) (relating to disclosure to persons having material interest) 
is amended by striking out “or” at the end of clause (ii), by inserting 
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“or” at the end of clause (iii), and by adding at the end thereof the 
following new clause: 
“(iv) the child of that individual (or such child’s legal 
representative) to the extent necessary to comply with 
the provisions of section 1(j);”. 
(c) ErrectivE Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


Subtitle C—Gift and Estate Taxes 


SEC. 1421. INFORMATION NECESSARY FOR VALID SPECIAL USE VALU- 
ATION ELECTION. 


(a) In GENERAL.—In the case of any decedent dying before Janu- 
ary 1, 1986, if the executor— 

(1) made an election under section 2032A of the Internal 
Revenue Code of 1954 on the return of tax imposed by section 
2001 of such Code within the time prescribed for filing such 
return (including extensions thereof), and 

(2) provided substantially all the information with respect to 
such election required on such return of tax, 

such election shall be a valid election for purposes of section 2032A 
of such Code. 

(b) Executor Must Provipe INFoRMATION.—An election described 
in subsection (a) shall not be valid if the Secretary of the Treasury 
or his delegate after the date of the enactment of this Act requests 
information from the executor with respect to such election and the 
executor does not provide such information within 90 days of receipt 
of such request. 

(c) ErrectivE Date.—The provisions of this section shall not apply 
to the estate of any decedent if before the date of the enactment of 
this Act the statute of limitations has expired with respect to— 

(1) the return of tax imposed by section 2001 of the Internal 
Revenue Code of 1954, and 

(2) the period during which a claim for credit or refund may 
be timely filed. 

(d) SpectAL RULE For CERTAIN Estate.—Notwithstanding subsec- 
tion (a\(2), the provisions of this section shall apply to the estate of 
a — who died on January 30, 1984, and with respect to 
which— 

(1) a Federal estate tax return was filed on October 30, 1984, 
electing current use valuation, and 

(2) the agreement required under section 2032A was filed on 
November 9, 1984. 


SEC. 1422. GIFT AND ESTATE TAX DEDUCTIONS FOR CERTAIN CONSERVA- 
TION EASEMENT DONATIONS. 


(a) Estate Tax.—Section 2055 (relating to transfers for public, 
charitable, and religious uses) is amended— 
(1) by redesignating subsection (f) as subsection (g), and 
(2) by inserting after subsection (e) the following new subsec- 
tion: 

“(f) SPECIAL RULE FOR IRREVOCABLE TRANSFERS OF EASEMENTS IN 
Rea Property.—A deduction shall be allowed under subsection (a) 
in respect of any transfer of a qualified real property interest (as 
defined in section 170(h\2\C)) which meets the requirements of 
section 170(h) (without regard to paragraph (4)(A) thereof).” 
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(b) Girt Tax.—Section 2522 (relating to charitable and similar 
gifts) is amended by redesignating subsection (d) as subsection (e) 
and by inserting after subsection (c) the following new subsection: 

“(d) SpeciAL RULE FOR IRREVOCABLE TRANSFERS OF EASEMENTS IN 
REAL Property.—A deduction shall be allowed under subsection (a) 
in respect of any transfer of a qualified real property interest (as 
defined in section 170(h\2XC)) which meets the requirements of 
section 170(h) (without regard to paragraph (4A) thereof).” 

(c) CONFORMING AMENDMENT. —Subparagraph (FX ii) of section 
2106(a\(2) is amended by striking out “section 2055(f)” and inserting 
in lieu thereof ‘“‘section 2055(g)’’. 

(d) SpeciaL Donations.—If the Secretary of the Interior acquires 
by donation after December 31, 1986, a conservation easement 
(within the meaning of section 2(h) of S. 720, 99th Congress, 1st 
Session, as in effect on August 16, 1986), such donation shall qualify 
for treatment under section 2055(f) or 2522(d) of the Internal Reve- 
nue Code of 1954, as added by this section. 

(e) ErrectivE Date.—The amendments made by this section shall 
apply to transfers and contributions made after ember 31, 1986. 


SEC. 1423. CONVEYANCE OF CERTAIN REAL AND PERSONAL PROPERTY 
OF DECEDENT TO CHARITABLE FOUNDATION TREATED AS 
CHARITABLE CONTRIBUTION. 


Notwithstanding any other law or any rule of law (including res 
judicata, laches, or lapse of time), in the case of —_ real property or 
personal property located in Bangkok, Thailand, which— 

(1) was owned by James H.W. Thompson at the time of his 
death, and 
(2) has been transferred to the Jim Thompson Foundation 
(also known as the J.H.W. Thompson Foundation), a charitable 
foundation established in Thailand for the purpose of operating 
a museum consisting of such real and personal property, 
such property shall be treated, for purposes of section 2055 of the 
Internal Revenue Code of 1954 (relating to deductions for transfers 
for public, charitable, and religious uses), as having been transferred 
as a bequest or a devise directly from the estate of James H.W. 
Thompson to the Jim Thompson Foundation and the value of such 
property included in the gross estate shall be deducted from the 
gross estate of James H.W. Thompson for purposes of the tax 
imposed by section 2001 of such Code. 


Subtitle D—Generation-Skipping Transfers 


SEC. 1431. NEW TAX ON GENERATION-SKIPPING TRANSFERS. 


(a) GENERAL RuLE.—Chapter 13 (relating to tax on certain genera- 
tion-skipping transfers) is amended to read as follows: 


“CHAPTER 13—TAX ON GENERATION-SKIPPING 
TRANSFERS 


“Subchapter A. Tax imposed. 

“Subchapter B. Generation-skipping transfers. 
“Subchapter C. Taxable amount. 

“Subchapter D. GST exemption. 

“Subchapter E. Applicable rate; inclusion ratio. 
“Subchapter F. Other definitions and special rules. 
“Subchapter G. Administration. 
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“Subchapter A—Tax Imposed 


“Sec. 2601. Tax imposed. 

“Sec. 2602. Amount of tax. 

“Sec. 2603. Liability for tax. 

“Sec. 2604. Credit for certain State taxes. 


“SEC. 2601. TAX IMPOSED. 


“A tax is hereby imposed on every generation-skipping transfer 
(within the meaning of subchapter B). 


“SEC. 2602. AMOUNT OF TAX. 


“The amount of the tax imposed by section 2601 is— 
“(1) the taxable amount (determined under subchapter C), 
multiplied by 
“(2) the applicable rate (determined under subchapter E). 


“SEC. 2603. LIABILITY FOR TAX. 


“(a) PERSONAL LIABILITY.— 

“(1) TAXABLE DISTRIBUTIONS.—In the case of a taxable dis- 
tribution, the tax imposed by section 2601 shall be paid by the 
transferee. 

“(2) TAXABLE TERMINATION.—In the case of a taxable termi- 
nation or a direct skip from a trust, the tax shall be paid by the 
trustee. 

“(3) Direct skip.—In the case of a direct skip (other than a 
direct skip from a trust), the tax shall be paid by the transferor. 

“(b) Source or Tax.—Unless otherwise directed pursuant to the 
governing instrument by specific reference to the tax imposed by 
this chapter, the tax imposed by this chapter on a generation- 
skipping transfer shall be charged to the property constituting such 
transfer. 

“(c) Cross REFERENCE.— 


“For provisions making estate and gift tax provisions with respect to 
transferee liability, liens, and related matters applicable to the tax 
imposed by section 2601, see section 2661. 


“SEC. 2604. CREDIT FOR CERTAIN STATE TAXES. 


“(a) GENERAL RuLE.—If a generation-skipping transfer (other than 
a direct skip) occurs at the same time as and as a result of the death 
of an individual, a credit against the tax imposed by section 2601 
shall be allowed in an amount equal to the generation-skipping 
transfer tax actually paid to any State in respect to any property 
included in the generation-skipping transfer. 

“(b) Limrration.—The aggregate amount allowed as a credit 
under this section with respect to any transfer shall not exceed 5 
po of the amount of the tax imposed by section 2601 on such 
transfer. 


“Subchapter B—Generation-Skipping Transfers 


“Sec. 2611. Generation-skipping transfer defined. 
“Sec. 2612. Taxable termination; taxable distribution; direct skip. 
“Sec. 2613. Skip person and non-skip person defined. 


“SEC. 2611. GENERATION-SKIPPING TRANSFER DEFINED. 


“(a) In GENERAL.—For purposes of this chapter, the term ‘genera- 
tion-skipping transfers’ mean— 
“(1) a taxable distribution, 
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“(2) a taxable termination, and 

“(3) a direct skip. 

“(b) CerTAIN TRANSFERS ExCLUDED.—The term ‘generation-skip- 
ping transfer’ does not include— 

“(1) any transfer (other than a direct skip) from a trust, to the 
extent such transfer is subject to a tax imposed by chapter 11 or 
12 with respect to a person in the Ist generation below that of 
the grantor, and 

“(2) any transfer which, if made inter vivos by an individual, 
would not be treated as a taxable gift by reason of section 
2503(e) (relating to exclusion of certain transfers for educational 
or medical expenses), and 

“(3) any transfer to the extent— 

“(A) the property transferred was subject to a prior tax 
imposed under this chapter, 

“(B) the transferee in the prior transfer was assigned to 
the same generation as (or a lower generation than) the 
— assignment of the transferee in this transfer, 
an 

“(C) such transfers do not have the effect of avoiding tax 
under this chapter with respect to any transfer. 


“SEC. 2612. TAXABLE TERMINATION; TAXABLE DISTRIBUTION; DIRECT 
SKIP. 


“(a) TAXABLE TERMINATION.— 
“(1) GENERAL RULE.—For purposes of this chapter, the term 
‘taxable termination’ means the termination (by death, lapse of 
time, release of power, or otherwise) of an interest in property 


held in a trust unless— 
“(A) immediately after such termination, a non-skip 
person has an interest in such property, or 
“(B) at no time after such termination may a distribution 
(including distributions on termination) be made from such 
trust to a skip person. 

“(2) CERTAIN PARTIAL TERMINATIONS TREATED AS TAXABLE.—If, 
upon the termination of an interest in property held in a trust, 
a specified portion of the trust assets are distributed to skip 
persons who are lineal descendants of the holder of such in- 
terest (or to 1 or more trusts for the exclusive benefit of such 
persons), such termination shall constitute a taxable termi- 
nation with respect to such portion of the trust property. 

“(b) TAXABLE DistrRIBUTION.—For purposes of this chapter, the 
term ‘taxable distribution’ means any distribution from a trust to a 
skip person (other than a taxable termination or a direct skip). 

“(c) Direct Sxip.—For purposes of this chapter— 

“(1) IN GENERAL.—The term ‘direct skip’ means a transfer 
subject to a tax imposed by chapter 11 or 12 of an interest in 
property to a skip person. 

‘“(2) SPECIAL RULE FOR TRANSFERS TO GRANDCHILDREN.—For 
— of determining whether any transfer is a direct skip, 
1 — 

“(A) an individual is a grandchild of the transferor (or the 
transferor’s spouse or former spouse), and 

“(B) as of the time of the transfer, the parent of such 
individual who is a lineal descendant of the transferor (or 
the transferor’s spouse or former spouse) is dead, 
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such individual shall be treated as if such individual were a 
child of the transferor and all of that grandchild’s children shall 
be treated as if they were grandchildren of the transferor. In 
the case of lineal descendants below a grandchild, the preceding 
sentence may be reapplied. 


“SEC. 2613. SKIP PERSON AND NON-SKIP PERSON DEFINED. 


“(a) Skip Person.—For purposes of this chapter, the term ‘skip 
person’ means— 

“(1) a person assigned to a generation which is 2 or more 

generations below the generation assignment of the transferor, 


r 
“(2) a trust— 
“(A) if all interests in such trust are held by skip persons, 


or 
“(B) if— 
“(ij) there is no person holding an interest in such 
trust, and 
“(ii) at no time after such transfer may a distribution 
(including distributions on termination) be made from 
such trust to a nonskip person. 
“(b) Non-Sxip Person.—For purposes of this chapter, the term 
‘non-skip person’ means any person who is not a skip person. 


“Subchapter C—Taxable Amount 


“Sec. 2621. Taxable amount in case of taxable distribution. 
“Sec. 2622. Taxable amount in case of taxable termination. 
“Sec. 2623. Taxable amount in case of direct skip. 

“Sec. 2624. Valuation. 


“SEC. 2621. TAXABLE AMOUNT IN CASE OF TAXABLE DISTRIBUTION. 


“(a) IN GENERAL.—For purposes of this chapter, the taxable 
amount in the case of any taxable distribution shall be— 
“(1) the value of the property received by the transferee, 
reduced by 
“(2) any expense incurred by the transferee in connection 
with the determination, collection, or refund of the tax imposed 
by this chapter with respect to such distribution. 
“(b) PayMENtT or GST Tax TREATED AS TAXABLE DisTRIBUTION.— 
For purposes of this chapter, if any of the tax imposed by this 
chapter with respect to any taxable distribution is paid out of the 


trust, an amount equal to the portion so paid shall be treated as a 
taxable distribution. 


“SEC. 2622. TAXABLE AMOUNT IN CASE OF TAXABLE TERMINATION. 


“(a) IN GENERAL.—For purposes of this chapter, the taxable 
amount in the case of a taxable termination shall be— 

“(1) the value of all property with respect to which the 
taxable termination has occurred, reduced by 
“(2) any deduction allowed under subsection (b). 

“(b) DEDUCTION For CERTAIN ExpENsEs.—For purposes of subsec- 
tion (a), there shall be allowed a deduction similar to the deduction 
allowed by section 2053 (relating to expenses, indebtedness, and 
taxes) for amounts attributable to the property with respect to 
which the taxable termination has occurred. 
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“SEC. 2623. TAXABLE AMOUNT IN CASE OF DIRECT SKIP. 


“For purposes of this chapter, the taxable amount in the case of a 
direct skip shall be the value of the property received by the 
transferee. 


“SEC. 2624. VALUATION. 


“(a) GENERAL RuLe.—Except as otherwise provided in this chap- 
ter, property shall be valued as of the time of the generation- 
skipping transfer. 

“(b) ALTERNATE VALUATION AND SPECIAL USE VALUATION ELEC- 
TIONS AppLy To CERTAIN Direct Skips.—In the case of any direct 
skip of property which is included in the transferor’s gross estate, 
the value of such property for purposes of this chapter shall be the 
same as its value for purposes of chapter 11 (determined with regard 
to sections 2032 and 2032A). 

“(c) ALTERNATE VALUATION ELECTION PERMITTED IN THE CASE OF 
TAXABLE TERMINATIONS OCCURRING AT DEATH.—If 1 or more taxable 
terminations with respect to the same trust occur at the same time 
as and as a result of the death of an individual, an election may be 
made to value all of the property included in such terminations in 
accordance with section 2032. 

“(d) REDUCTION FOR CONSIDERATION PROVIDED BY TRANSFEREE.— 
For purposes of this chapter, the value of the property transferred 
shall pe reduced by the amount of any consideration provided by the 
transferee. 


“Subchapter D—GST Exemption 


“Sec. 2631. GST exemption. 
“Sec. 2632. Special rules for allocation of GST exemption. 


“SEC. 2631. GST EXEMPTION. 


“(a) GENERAL RuULE.—For purposes of determining the inclusion 
ratio, every individual shall be allowed a GST exemption of 
$1,000,000 which may be allocated by such individual (or his execu- 
tor) to any property with respect to which such individual is the 
transferor. 

“(b) ALLOCATIONS IRREVOCABLE.—Any allocation under subsection 
(a), once made, shall be irrevocable. 


“SEC. 2632. SPECIAL RULES FOR ALLOCATION OF GST EXEMPTION. 


“(a) TIME AND MANNER OF ALLOCATION.— 

“(1) Tiwe.—Any allocation by an individual of his GST exemp- 
tion under section 2631(a) may be made at any time on or before 
the date prescribed for filing the estate tax return for such 
individual’s estate (determined with regard to extensions), 
regardless of whether such a return is required to be filed. 

“(2) MANNER.—The Secretary shall prescribe by forms or 
regulations the manner in which any allocation referred to in 
paragraph (1) is to be made. 

“(b) DEEMED ALLOCATION TO CERTAIN LiFeTIME Direct Skips.— 

“(1) IN GENERAL.—If any individual makes a direct ski 
during his lifetime, any unused portion of such individual’s G 
exemption shall be allocated to the property transferred to the 
extent necessary to make the inclusion ratio for such property 
zero. If the amount of the direct skip exceeds such unused 
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portion, the entire unused portion shall be allocated to the 
property transferred. 

“(2) UNUSED PORTION.—For pu of paragraph (1), the 
unused portion of an individual’s GST exemption is that portion 
of such exemption which has not previously been allocated by 
such individual (or treated as allocated under paragraph (1)) 
with respect to a prior direct skip. 

“(3) SUBSECTION NOT TO APPLY IN CERTAIN CASES.—An individ- 
ual may elect to have this subsection not apply to a transfer. 

“(c) ALLOCATION OF UNusED GST ExEMPTION.— 

“(1) IN GENERAL.—Any portion of an individual’s GST exemp- 
tion which has not been allocated within the time prescribed by 
subsection (a) shall be deemed to be allocated as follows— 

“(A) first, to property which is the subject of a direct skip 
occurring at such individual’s death, and 

“(B) second, to trusts with respect to which such individ- 
ual is the transferor and from which a taxable distribution 
or a taxable termination might occur at or after such 
individual’s death. 

“(2) ALLOCATION WITHIN CATEGORIES.— 

“(A) IN GENERAL.—The allocation under paragraph (1) 
shall be made among the properties described in subpara- 
graph (A) thereof and the trusts described in subparagraph 
(B) thereof, as the case may be, in proportion to the respec- 
tive amounts (at the time of allocation) of the nonexempt 
portions of such properties or trusts. 

“(B) NONEXEMPT PORTION.—For purposes of subparagraph 
(A), the term ‘nonexempt portion’ means the value (at the 
time of allocation) of the property or trust, multiplied by 


the inclusion ratio with respect to such property or trust. 
“Subchapter E—Applicable Rate; Inclusion Ratio 


“Sec. 2641. Applicable rate. 
“Sec. 2642. Inclusion ratio. 


“SEC. 2641. APPLICABLE RATE. 


“(a) GENERAL RuLE.—For purposes of this chapter, the term ‘ap- 
plicable rate’ means, with respect to any generation-skipping trans- 
fer, the product of— 

“(1) the maximum Federal estate tax rate, and 
“(2) the inclusion ratio with res to the transfer. 

“(b) Maximum Feperat Estate Tax Rate.—For purposes of 
subsection (a), the term ‘maximum Federal estate tax rate’ means 
the maximum rate imposed by section 2001 on the estates of de- 
cedents dying at the time of the taxable distribution, taxable termi- 
nation, or direct skip, as the case may be. 


“SEC. 2642. INCLUSION RATIO. 


“(a) INcLusiIon Ratio Derinep.—For purposes of this chapter— 
“(1) IN GENERAL.—Except as otherwise provided in this 
section, the inclusion ratio with respect to any property trans- 
ferred in a generation-skipping transfer shall be the excess (if 
any) of 1 over— 
“(A) except as provided in subparagraph (B), the ap- 
plicable fraction determined for the trust from which suck 
transfer is made, or 
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“(B) in the case of a direct skip, the applicable fraction 
determined for such skip. 

“(2) APPLICABLE FRACTION.—For purposes of paragraph (1), the 
applicable fraction is a fraction— 

“(A) the numerator of which is the amount of the GST 
exemption allocated to the trust (or in the case of a direct 
skip, allocated to the property transferred in such skip), and 

(B) the denominator of which is— 
“(i) the value of the pro operty transferred to the trust 
(or involved in the direct skip), reduced by 
“(ii) the sum of— 

“(I any Federal estate tax or State death tax 
actually ee from the trust attributable to 
such eer 

“(ID any c i Seahle deduction allowed under sec- 
tion 2055 or 2522 with respect to such property. 

Except as provided in paragraphs (3) and (4) of subsection (b), the 

value determined under subparagraph (B\i) shall be of the property 

as of the time of the transfer to the trust (or the direct skip). 
“(b) VALUATION RuLEs, Etc.— 

“(1) Girts FOR WHICH GIFT TAX RETURN FILED OR DEEMED 
ALLOCATION MADE.—If the allocation of the GST exemption to 
any property is made on a timely filed gift tax return required 
by section 6019 or is deemed to be made under section 
2632(bX1)— 

“(A) the value of such property for purposes of subsection 
(a) shall be its value for —— of chapter 12, and 

“(B) such allocation shall be effective on and after the 
date of such transfer. 

“(2) TRANSFERS AND ALLOCATIONS AT OR AFTER DEATH.— 

“(A) TRANSFERS AT DEATH.—If property is transferred as a 
result of the death of the transferor, the value of such 
property for pavers of subsection (a) shall be its value for 
purposes of chapter 11. 

“(B) ALLOCATIONS AT OR AFTER DEATH OF TRANSFEROR.— 
Any allocation at or after the death of the transferor shall 
be effective on and after the date of the death of the 
transferor. 

“(3) INTER VIVOS ALLOCATIONS NOT MADE ON TIMELY FILED GIFT 
TAX RETURN.—If any allocation of the GST exemption to any 
property is made during the life of the transferor but is not 
made on a timely filed gift tax return required by section 6019 
and is not deemed to be made under section 2632(bX1)— 

“(A) the value of such property for pu of subsection 
(a) shall be determined as of the time such allocation is filed 
with the Secretary, an 

“(B) such allocation shall be effective on and after the 
date on which such allocation is filed with the Secretary. 

“(4) QTIP trusts.—If the value of property is included in the 
estate of a spouse by virtue of section 2044, and if such spouse is 
treated as the transferor of such property under section 2652(a), 
the value of such property for purposes of subsection (a) shall be 
its value for purposes of chapter 11 in the estate of such spouse. 

“(c) TREATMENT OF CERTAIN NONTAXABLE GIFTS.— 

“(1) Direct skips.—In the case of any direct skip which is a 
nontaxable gift, the inclusion ratio shall be zero. 

“(2) TREATMENT OF NONTAXABLE GIFTS MADE TO TRUSTS.— 
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“(A) IN GENERAL.—Except as provided in subparagraph 
(B), any nontaxable gift which is not a direct skip and which 
is made to a trust shall not be taken into account under 
subsection (aX(2)(B). 

“(B) DETERMINATION OF 1ST TRANSFER TO TRUST.—In the 
case of any nontaxable gift referred to in subparagraph (A) 
which is the Ist transfer to the trust, the inclusion ratio for 
such trust shall be zero. 

“(3) NONTAXABLE GiFt.—For purposes of this section, the term 
‘nontaxable gift’ means any transfer of property to the extent 
such transfer is not treated as a taxable gift by reason of— 

“(A) section 2503(b) (taking into account the application 
of section 2513), or 

“(B) section 2503(e). 

“(d) SpeciaL RuLEs WHERE More THAN 1 TRANSFER MADE To 
TRusT.— 

“(1) IN GENERAL.—If a transfer of property (other than a 
nontaxable gift) is made to a trust in existence before such 
transfer, the applicable fraction for such trust shall be recom- 
puted as of the time of such transfer in the manner provided in 
paragraph (2). 

“(2) APPLICABLE FRACTION.—In the case of any such transfer, 
the recomputed applicable fraction is a fraction— 

“(A) the numerator of which is the sum of— 

“(i) the amount of the GST exemption allocated to 
property involved in such transfer, plus 

“(ii) the nontax portion of such trust immediately 
before such transfer, and 

“(B) the denominator of which is the sum of— 

“(i) the value of the property involved in such trans- 
fer, reduced by any charitable deduction allowed under 
section 2055 or 2522 with respect to such property, and 

“(ii) the value of all of the property in the trust 
(immediately before such transfer). 

“(3) NONTAX PORTION.—For purposes of paragraph (2), the 
term ‘nontax portion’ means the product of— 

“(A) the value of all of the property in the trust, and 

“(B) the applicable fraction in effect for such trust. 

“(4) SIMILAR RECOMPUTATION IN CASE OF CERTAIN LATE ALLOCA- 
TIONS.—lf— 

“(A) any allocation of the GST exemption to property 
transferred to a trust is not made on a timely filed gift tax 
return required by section 6019, and 

“(B) there was a previous allocation with respect to prop- 
erty transferred to such trust, 

the applicable fraction for such trust shall be recomputed as of 
the time of such allocation under rules similar to the rules of 
paragraph (2). 


“Subchapter F—Other Definitions and Special Rules 


“Sec. 2651. Generation assignment. 
“Sec. 2652. Other definitions. 

“Sec. 2653. Taxation of multiple skips. 
“Sec. 2654. Special rules. 
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“SEC. 2651. GENERATION ASSIGNMENT. 


“(a) In GENERAL.—For purposes of this chapter, the generation to 
which any person (other than the transferor) belongs shall be deter- 
mined in accordance with the rules set forth in this section. 

“(b) LINEAL DESCENDANTS.— 

“(1) IN GENERAL.—An individual who is a lineal descendant of 
a grandparent of the transferor shall be assigned to that genera- 
tion which results from comparing the number of generations 
between the grandparent and such individual with the number 
of generations between the grandparent and the transferor. 

“(2) ON SPOUSE’S sIDE.—An individual who is a lineal descend- 
ant of a grandparent of a spouse of the transferor (other than 
such spouse) shall be assigned to that generation which results 
from comparing the number of generations between such grand- 
parent and such individual with the number of generations 
between such grandparent and such spouse. 

“(3) TREATMENT OF LEGAL ADOPTIONS, ETC.—For purposes of 
this subsection— 

“(A) LEGAL ADopTIONS.—A relationship by legal adoption 
shall be treated as a relationship by blood. 

“(B) RELATIONSHIPS BY HALF-BLOOD.—A relationship by 
the half-blood shall be treated as a relationship of the 
whole-blood. 

“(c) MARITAL RELATIONSHIP.— 

“(1) MARRIAGE TO TRANSFEROR.—An individual who has been 
married at any time to the transferor shall be assigned to the 
transferor’s generation. 

“(2) MARRIAGE TO OTHER LINEAL DESCENDANTS.—An individual 
who has been married at any time to an individual described in 
subsection (b) shall be assigned to the generation of the individ- 
ual so described. 

“(d) Persons Wuo Are Nor LingaL DesceNDANTS.—An individual 
who is not assigned to a generation by reason of the foregoing 
provisions of this section shall be assigned to a generation on the 
basis of the date of such individual’s birth with— 

“(1) an individual born not more than 12% years after the 
date of the birth of the transferor assigned to the transferor’s 
generation, 

“(2) an individual born more than 12% years but not more 
than 37% years after the date of the birth of the transferor 
—— to the first generation younger than the transferor, 
an 

“(3) similar rules for a new generation every 25 years. 

“(e) OTHER SPECIAL RULES.— 

“(1) INDIVIDUALS ASSIGNED TO MORE THAN 1 GENERATION.— 
Except as provided in regulations, an individual who, but for 
this subsection, would be assigned to more than 1 generation 
shall be assigned to the youngest such generation. 

“(2) INTERESTS THROUGH ENTITIES.—Except as provided in 
paragraph (3), if an estate, trust, partnership, corporation, or 
other entity has an interest in property, each individual having 
a beneficial interest in such entity shall be treated as having an 
interest in such property and shall be assigned to a generation 
under the foregoing provisions of this subsection. 

(3) TREATMENT OF CERTAIN CHARITABLE ORGANIZATIONS.—Any 
organization described in section 511(aX2) and any charitable 
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trust described in section 511(b\(2) shall be assigned to the 
transferor’s generation. 


“SEC. 2652. OTHER DEFINITIONS. 


“(a) TRANSFEROR.—For purposes of this chapter— 

“(1) IN GENERAL.—Except as provided in this subsection or 
section 2653(a), the term ‘transferor’ means— 

“(A) in the case of a transfer of a kind subject to the tax 
imposed by chapter 11, the decedent, and 

“(B) in the case of a transfer of a kind subject to the tax 
imposed by chapter 12, the donor. 

“(2) GIFT-SPLITTING BY MARRIED COUPLES.—If, under section 
2518, one-half of a gift is treated as made by an individual and 
one-half of such gift is treated as made by the spouse of such 
individual, such gift shall be so treated for purposes of this 
chapter. 

“(3) SPECIAL ELECTION FOR QUALIFIED TERMINABLE INTEREST 
PROPERTY.—In the case of— 

“(A) any property with respect to which a deduction is 
allowed to the decedent under section 2056 by reason of 
subsection (bX(7) thereof, and 

“(B) any property with respect to which a deduction to 
the donor spouse is allowed under section 2523 by reason of 
subsection (f) thereof, 

the estate of the decedent or the donor spouse, as the case may 
be, may elect to treat such property for purposes of this chapter 
as if the election to be treated as qualified terminable interest 
property had not been made. 

“(b) TRUST AND TRUSTEE.— 

“(1) Trust.—The term ‘trust’ includes any arrangement 
(other than an estate) which, although not a trust, has substan- 
tially the same effect as a trust. 

“(2) TrusTEE.—In the case of an arrangement which is not a 
trust but which is treated as a trust under this subsection, the 
term ‘trustee’ shall mean the person in actual or constructive 
possession of the property subject to such arrangement. 

“(3) EXAMPLES.—Arrangements to which this subsection ap- 
plies include arrangements involving life estates and remain- 
ders, estates for years, and insurance and annuity contracts. 

“(c) INTEREST.— 

“(1) IN GENERAL.—A person has an interest in property held 
in trust if (at the time the determination is made) such person— 

“(A) has a right (other than a future right) to receive 
income or corpus from the trust, 

“(B) is a permissible current recipient of income or corpus 
from the trust and is not described in section 2055(a), or 

“(C) is described in section 2055(a) and the trust is— 

“(i) a charitable remainder annuity trust, 

“(ii) a charitable remainder unitrust within the 
meaning of section 664, or 

“(iii) a pooled income fund within the meaning of 
section 642(c\(5). 

“(2) CERTAIN NOMINAL INTERESTS DISREGARDED.—For purposes 
of paragraph (1), an interest which is used primarily to postpone 
or avoid the tax imposed by this chapter shall be disregarded. 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2727 


“SEC. 2653. TAXATION OF MULTIPLE SKIPS. 


“(a) GENERAL RuULE.—For purposes of this chapter, if— 
“(1) there is a generation-skipping transfer of any property, 


and 

“(2) immediately after such transfer such property is held in 

trust, 

for purposes of applying this chapter (other than section 2651) to 
subsequent transfers from the portion of such trust attributable to 
such property, the trust will be treated as if the transferor of such 
property were assigned to the first generation above the highest 
generation of any person who has an interest in such trust imme- 
diately after the transfer. 

“(b) Trust Retains INc.usion Ratio.— 

“(1) IN GENERAL.—Except as provided in paragraph (2), the 
provisions of subsection (a) shall not affect the inclusion ratio 
determined with respect to any trust. Under regulations pre- 
scribed by the Secretary, notwithstanding the preceding sen- 
tence, proper adjustment shall be made to the inclusion ratio 
with respect to such trust to take into account any tax under 
this chapter borne by such trust which is imposed by this 
chapter on the transfer described in subsection (a). 

“(2) SPECIAL RULE FOR POUR-OVER TRUST.— 

“(A) IN GENERAL.—If the generation-skipping transfer 
referred to in subsection (a) involves the transfer of prop- 
erty from 1 trust to another trust (hereinafter in this 
paragraph referred to as the ‘pour-over trust’), the inclusion 
ratio for the pour-over trust shall be determined by treating 
the nontax portion of such distribution as if it were a part 
of a GST exemption allocated to such trust. 

“(B) NONTAX PORTION.—For purposes of subparagraph 
(A), the nontax portion of any distribution is the amount of 
such distribution multiplied by the applicable fraction 
which applies to such distribution. 


“SEC. 2654. SPECIAL RULES. 


“(a) Basis ADJUSTMENT.— 

“(1) IN GENERAL.—Except as provided in paragraph (2), if 
property is transferred in a generation-skipping transfer, the 
basis of such property shall be increased (but not above the fair 
market value of such property) by an amount equal to that 
portion of the tax imposed by section 2601 (computed without 
regard to section 2604) with respect to the transfer which is 
attributable to the excess of the fair market value of such 
property over its adjusted basis immediately before the transfer. 

“(2) CERTAIN TRANSFERS AT DEATH.—If property is transferred 
in a taxable termination which occurs at the same time as and 
as a result of the death of an individual, the basis of such 
property shall be adjusted in a manner similar to the manner 
provided under section 1014(a); except that, if the inclusion ratio 
with respect to such property is less than 1, any increase in 
basis shall be limited by multiplying such increase by the 
inclusion ratio. 

“(b) SEPARATE SHARES TREATED AS SEPARATE TRuSTS.—Substan- 
tially separate and independent shares of different beneficiaries in a 
trust shall be treated as separate trusts. 

“(c) DISCLAIMERS.— 
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“For provisions relating to the effect of a qualified disclaimer for pur- 

poses of this chapter, see section 2518. 

“(d) LIMITATION ON PERSONAL LIABILITY OF TRUSTEE.—A trustee 
shall not be personally liable for any increase in the tax imposed by 
section 2601 which is attributable to the fact that— 

“(1) section 2642(c) (relating to exemption of certain non- 
taxable gifts) does not apply to a transfer to the trust which was 
made during the life of the transferor and for which a gift tax 
return was not filed, or 

“(2) the inclusion ratio with respect to the trust is greater 
than the amount of such ratio as computed on the basis of the 
return on which was made (or was deemed made) an allocation 
of the GST exemption to property transferred to such trust. 

The preceding sentence shall not apply if the trustee has knowledge 
of facts sufficient reasonably to conclude that a gift tax return was 
required to be filed or that the inclusion ratio was erroneous. 


“Subchapter G—Administration 


“Sec. 2661. Administration. 
“Sec. 2662. Return requirements. 
“Sec. 2663. Regulations. 


“SEC. 2661. ADMINISTRATION. 


“Insofar as applicable and not inconsistent with the provisions of 
this chapter— 

“(1) except as provided in paragraph (2), all provisions of 
subtitle F (including penalties) applicable to the gift tax, to 
chapter 12, or to section 2501, are hereby made applicable in 
respect of the generation-skipping transfer tax, this chapter, or 
section 2601, as the case may be, and 

“(2) in the case of a generation-skipping transfer occurring at 
the same time as and as a result of the death of an individual, 
all provisions of subtitle F (including penalties) applicable to the 
estate tax, to chapter 11, or to section 2001 are hereby made 
applicable in respect of the generation-skipping transfer tax, 
this chapter, or section 2601 (as the case may be). 


“SEC. 2662. RETURN REQUIREMENTS. 


“(a) In GeneraL.—The Secretary shall prescribe by regulations 
the person who is required to make the return with respect to the 
tax imposed by this chapter and the time by which any such return 
must be filed. To the extent practicable, such regulations shall 
provide that— 

“(1) the person who is required to make such return shall be 
_ person liable under section 2603(a) for payment of such tax, 
an 


“(2) the return shall be filed— 

“(A) in the case of a direct skip (other than from a trust), 
on or before the date on which an estate or gift tax return is 
required to be filed with respect to the transfer, and 

“(B) in all other cases, on or before the 15th day of the 4th 
month after the close of the taxable year of the person 
required to make such return in which such transfer 
occurs. 
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‘(b) INFORMATION ReTuRNS.—The Secretary may by regulations 
require a return to be filed containing such information as he 
determines to be necessary for purposes of this chapter. 


“SEC. 2663. REGULATIONS. 


“The Secretary shall prescribe such regulations as may be nec- 
essary or appropriate to carry out the purposes of this chapter, 
including— 

“(1) such regulations as may be necessary to coordinate the 
provisions of this chapter with the recapture tax imposed under 
section 2032A(c), and 

“(2) regulations (consistent with the principles of chapters 11 
and 12) providing for the application of t his chapter in the case 
g transferors who are nonresidents not citizens of the United 

tates.” 

(b) CLERICAL AMENDMENT.—The table of chapters for subtitle B is 
amended by striking out the item relating to chapter 13 and insert- 
ing in lieu thereof the following: 

“CHAPTER 13. Tax on generation-skipping transfers.” 


SEC. 1432. RELATED AMENDMENTS. 


. (a) IncomME Tax DEDUCTION FOR GENERATION-SKIPPING TRANSFER 
‘AX.— 

(1) IN GENERAL.—Subsection (a) of section 164 (relating to 
deduction for certain taxes), as amended by section 134, is 
arate inserting after paragraph (4) the following new 
paragra 

“8 t 5) the GST tax imposed on income distributions.” 


(2) DEFINITIONS.—Subsection (b) of section 164, as so amended, 
is amended by adding at the end thereof the following new 
paragraph 

“(4) SPECIAL RULES FOR GST TAX.— 

“(A) IN GENERAL.—The GST tax imposed on income dis- 
tributions is— 

“(i) the tax imposed by section 2601, and 

“(ii) any State tax described in section 2604, 
but only to the extent such tax is imposed on a transfer 
which is included in the gross income of the distributee and 
to which section 666 does not apply. 

“(B) SPECIAL RULE FOR TAX PAID BEFORE DUE DATE.—Any 
tax referred to in subparagraph (A) imposed with respect to 
a transfer occurring during the taxable year of the distribu- 
tee (or, in the case of a taxable termination, the trust) 
which is paid not later than the time prescribed by law 
(including extensions) for filing the return with respect to 
such transfer shall be treated as having been paid on the 
a day of the taxable year in which the transfer was 
made. 

(3) DEDUCTION FOR TAX IN CASE OF TAXABLE TERMINATIONS.— 
Paragraph (3) of section 691(c) (relating to deduction for estate 
tax) is amended to read as follows: 

“(3) SPECIAL RULE FOR GENERATION-SKIPPING TRANSFERS.—In 
the case of any tax imposed by chapter 13 on a taxable termi- 
nation or a direct skip occurring as a result of the death of the 
transferor, there shall be allowed a deduction (under principles 
similar to the principles of this subsection) for the portion of 
such tax attributable to items of gross income of the trust which 
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were not properly includible in the gross income of the trust for 
periods before the date of such termination.” 

(b) DistRIBUTIONS IN REDEMPTION OF Stock To Pay GENERATION- 
SKIPPING TRANSFER TAXES.—Subsection (d) of section 303 is amended 
to read as follows: 

“(d) SPECIAL RULES FOR GENERATION-SKIPPING TRANSFERS.— Where 
stock in a corporation is the subject of a generation-skipping trans- 
fer (within the meaning of section 2611(a)) occurring at the same 
time as and as a result of the death of an individual— 

“(1) the stock shall be deemed to be included in the gross 
estate of such individual; 

“(2) taxes of the kind referred to in subsection (a1) which are 
imposed because of the generation-skipping transfer shall be 
treated as imposed because of such individual’s death (and for 
this purpose the tax imposed by section 2601 shall be treated as 
an estate tax); 

“(3) the period of distribution shall be measured from the date 
of the generation-skipping transfer; and 

“(4) the relationship of stock to the decedent’s estate shall be 
measured with reference solely to the amount of the generation- 
skipping transfer.” 

(c) AVAILABILITY OF ALTERNATE VALUATION ELECTION.— 

(1) IN GENERAL.—Paragraph (2) of section 2032(c) (relating to 
election must decrease gross estate and estate tax) is amended 
to read as follows: 

“(2) the sum of the tax imposed by this chapter and the tax 
imposed by chapter 13 with respect to property includible in the 
decedent’s gross estate (reduced by credits allowable against 
such taxes).” 

(2) CONFORMING AMENDMENT.—Subsection (g) of section 2013 
is hereby repealed. 

(d) GENERATION-SKIPPING TAX TREATED AS TAXABLE GIFT.— 

(1) IN GENERAL.—Subchapter B of chapter 12 is amended by 
inserting after section 2514 the following new section: 


“SEC. 2515. TREATMENT OF GENERATION-SKIPPING TRANSFER TAX. 


“In the case of any taxable gift which is a direct skip (within the 
meaning of chapter 13), the amount of such gift shall be increased by 
the amount of any tax imposed on the transferor under chapter 13 
with respect to such gift.” 

(2) CLERICAL AMENDMENT.—The table of sections for sub- 
chapter B of chapter 12 is amended by inserting after the item 
relating to section 2514 the following new item: 


“Sec. 2515. Treatment of generation-skipping transfer tax.” 


(e) EXTENSION OF TIME FOR PAYMENT OF TAX ON CERTAIN DIRECT 
Sxrps.—Section 6166 is amended by redesignating subsections (i) and 
(j) as subsections (j) and (k), respectively, and by inserting after 
subsection (h) the following new subsection: 

“() Spectat Rute ror Certain Direct Sxips.—To the extent that 
an interest in a closely held business is the subject of a direct skip 
(within the meaning of section 2612(c)) occurring at the same time as 
and as a result of the decedent’s death, then for purposes of this 
section any tax imposed by section 2601 on the transfer of such 
interest ae be treated as if it were additional tax imposed by 
section I 
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SEC. 1433. EFFECTIVE DATES. 


(a) GENERAL Rute.—Except as provided in subsection (b), the 
amendments made by this part shall apply to any generation- 
skipping transfer (within the meaning of section 2611 of the Internal 
we Code of 1986) made after the date of the enactment of this 

ct. 

(b) Spectat RuLEs.— 

(1) TREATMENT OF CERTAIN INTER VIVOS TRANSFERS MADE AFTER 
SEPTEMBER 25, 1985.—For purposes of subsection (a) (and chapter 
13 of the Internal Revenue Code of 1986 as amended by this 
part), any inter vivos transfer after September 25, 1985, and on 
or before the date of the enactment of this Act shall be treated 
as if it were made on the Ist day after the date of enactment of 
this Act. 

(2) Exceptions.—The amendments made by this part shall 
not apply to— 

(A) any generation-skipping transfer under a trust which 
was irrevocable on September 25, 1985, but only to the 
extent that such transfer is not made out of corpus added to 
the trust after September 25, 1985, 

(B) any generation-skipping transfer under a will exe- 
cuted before the date of the enactment of this Act if the 
decedent dies before January 1, 1987, and 

(C) any generation-skipping transfer— 

(i) under a trust to the extent such trust consists of 
property included in the gross estate of a decedent 
(other than property transferred by the decedent 
during his life after the date of the enactment of this 
Act), or reinvestments thereof, or 

(ii) which is a direct skip which occurs by reason of 
the death of any decedent; 

but only if such decedent was, on the date of the enactment 
of this Act, under a mental disability to change the disposi- 
tion of his property and did not regain his competence to 
dispose of such property before the date of his death. 

(3) TREATMENT OF CERTAIN TRANSFERS TO GRANDCHILDREN.— 
For purposes of chapter 13 of the Internal Revenue Code of 
1986, the term “direct skip” shall not include any transfer 
before January 1, 1990, from a transferor to a grandchild of the 
transferor to the extent that the aggregate transfers from such 
transferor to such grandchild do not exceed $2,000,000 

(c) REPEAL OF ExIsTING TAX ON GENERATION-SKIPPING TRANS- 
FERS.— 

(1) IN GENERAL.—In the case of any tax imposed by chapter 13 
of the Internal Revenue Code of 1954 (as in effect on the day 
before the date of the enactment of this Act), such tax (including 
interest, additions to tax, and additional amounts) shall not be 
assessed and if assessed, the assessment shall be abated, and if 
collected, shall be credited or refunded (with interest) as an 
overpayment. 

(2) WAIVER OF STATUTE OF LIMITATIONS.—If on the date of the 
enactment of this Act (or at any time within 1 year after such 
date of enactment) refund or credit of any overpayment of tax 
resulting from the application of paragraph (1) is barred by an 
law or rule of law, refund or credit of such overpayment shall, 
nevertheless, be made or allowed if claim therefore is filed 
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before the date 1 year after the date of the enactment of this 
A 


ct. 
(d) ELECTION FOR CERTAIN TRANSFERS BENEFITING GRANDCHILD.— 
(1) IN GENERAL.—For purposes of chapter 13 of the Internal 
Revenue Code of 1986 (as amended by this Act) and subsection 
(b) of this section, any transfer in trust for the benefit of a 
grandchild of a transferor shall be treated as a direct skip if— 

(A) the transfer occurs before the date of enactment of 
this Act, 

(B) the transfer would be a direct skip except for the fact 
that the trust instrument provides that, if the grandchild 
dies before vesting of the interest transferred, the interest 
is transferred to the grandchild’s heir (rather than the 
grandchild’s estate), and 

(C) an election under this subsection applies to such 
transfer. 

Any transfer treated as a direct skip by reason of the preceding 
sentence shall be subject to Federal estate tax on the grand- 
child’s death in the same manner as if the contingent gift over 
had been to the grandchild’s estate. 

(2) ELEcTIoN.—An election under paragraph (1) shall be made 
at such time and in such manner as the Secretary of the 
Treasury or his delegate may prescribe. 


TITLE XV—COMPLIANCE AND TAX 
ADMINISTRATION 


Subtitle A—Revision of Certain Penalties, Etc. 


SEC. 1501. PENALTY FOR FAILURE TO FILE INFORMATION RETURNS OR 
STATEMENTS. 


(a) GENERAL Rute.—Subchapter B of chapter 68 (relating to 
assessable penalties) is amended by adding at the end thereof the 
following new part: 


“PART II—FAILURE TO FILE CERTAIN INFORMATION 
RETURNS OR STATEMENTS 


“Sec. 6721. Failure to file certain information returns. 
“Sec. 6722. Failure to furnish certain payee statements. 
“Sec. 6723. Failure to include correct information. 
“Sec. 6724. Waiver; definitions and special rules. 


“SEC. 6721. FAILURE TO FILE CERTAIN INFORMATION RETURNS. 


“(a) GENERAL RULE.—In the case of each failure to file an informa- 
tion return with the Secretary on the date prescribed therefor 
(determined with regard to any extension of time for filing), the 
person failing to so file such return shall pay $50 for each such 
failure, but the total amount imposed on such person for all such 
failures during any calendar year shall not exceed $100,000. 

“(b) PENALTY IN CasE OF INTENTIONAL DisrEGARD.—If 1 or more 
failures to which subsection (a) applies are due to intentional dis- 
ae of the filing requirement, then, with respect to each such 
ailure— 

“(1) the penalty imposed under subsection (a) shall be $100, or, 
if greater— 
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“(A) in the case of a return other than a return required 
under section 6045(a), 6041A(b), 6050H, 6050J, 6050K, or 
6050L, 10 percent of the aggregate amount of the items 
required to be reported, or 

“(B) in the case of a return required to be filed by section 
6045(a), 6050K, or 6050L, 5 percent of the aggregate amount 
of the items required to be reported, and 

“(2) in the case of any penalty determined under paragraph 
(1)— 

“(A) the $100,000 limitation under subsection (a) shall not 
apply, and 

“(B) such penalty shall not be taken into account in 
applying the $100,000 limitation to penalties not deter- 
mined under paragraph (1). 


“SEC. 6722. FAILURE TO FURNISH CERTAIN PAYEE STATEMENTS. 


“(a) GENERAL RuLE.—In the case of each failure to furnish a payee 
statement on the date prescribed therefor to the person to whom 
such statement is required to be furnished, the person failing to so 
furnish such statement shall pay $50 for each such failure, but the 
total amount imposed on such person for all such failures during 
any calendar year shall not exceed $100,000. 

“(b) Farture To Notiry PARTNERSHIP OF EXCHANGE OF PARTNER- 
SHIP INTEREST.—In the case of any person who fails to furnish the 
notice required by section 6050K(c\(1) on the date prescribed there- 
for, such person shall pay a penalty of $50 for each such failure. 


“SEC. 6723. FAILURE TO INCLUDE CORRECT INFORMATION. 


“(a) GENERAL RuLE.—If— 
“(1) any person files an information return or furnishes a 
payee statement, and 
“(2) such person does not include all of the information 
required to be shown on such return or statement or includes 
incorrect information, 
such person shall pay $5 for each return or statement with respect 
to which such failure occurs, but the total amount imposed on such 
person for all such failures during any calendar year shall not 
exceed $20,000. 

“(b) PENALTY IN CASE OF INTENTIONAL DisrREGARD.—If 1 or more 
failures to which subsection (a) applies are due to intentional dis- 
regard of the correct information reporting requirement, then, with 
respect to each such failure— 

“(1) the penalty imposed under subsection (a) shall be $100, or, 
if greater— 

“(A) in the case of a return other than a return required 
under section 6045(a), 6041A(b), 6050H, 6050J, 6050K, or 
6050L, 10 percent of the aggregate amount of the items 
required to be reported correctly, or 

“(B) in the case of a return required to be filed by section 
6045(a), 6050K, or 6050L, 5 percent of the aggregate amount 
of the items required to be reported correctly, and 

“(2) in the case of any penalty determined under paragraph 
1 


‘(A) the $20,000 limitation under subsection (a) shall not 
apply, and 
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“(B) such penalty shall not be taken into account in 
applying the $20,000 limitation to penalties not determined 
under paragraph (1). 

“(c) CooRDINATION WitTH Section 6676.—No penalty shall be 
imposed under subsection (a) or (b) with respect to any return or 
statement if a penalty is imposed under section 6676 (relating to 
failure to supply identifying number) with respect to such return or 
statement. 


“SEC. 6724. WAIVER; DEFINITIONS AND SPECIAL RULES. 


“(a) REASONABLE CAUSE WAIvER.—No penalty shall be imposed 
under this part with respect to any failure if it is shown that such 
failure is due to reasonable cause and not to willful neglect. 

“(b) PAYMENT OF PENALTY.—Any penalty imposed by this part 
shall be paid on notice and demand by the Secretary and in the 
same manner as tax. 

“(c) SpectaL Ruues FoR Faiture To Fite INTEREST AND DIVIDEND 
RETURNS OR STATEMENTS.— 

“(1) HIGHER STANDARDS FOR WAIVER.—In the case of any 
interest or dividend return or statement— 

“(A) subsection (a) shall not apply, but 

“(B) no penalty shall be imposed under this part if it is 
shown that the person otherwise liable for such penalty 
exercised due diligence in attempting to satisfy the require- 
ment with respect to such return or statement. 

“(2) LIMITATIONS NOT TO APPLY.—In the case of any interest or 
dividend return or statement— 

“(A) the $100,000 limitations of sections 6721(a) and 
6722(a) and the $20,000 limitation of section 6723(a) shall 
not apply (and any penalty imposed on any failure involv- 
ing such a return or statement shall not be taken into 
= in applying such limitations to other penalties), 
an 

“(B) penalties imposed with respect to such returns or 
statements shall not be taken into account for purposes of 
applying such limitations with respect to other returns or 
statements. 

“(3) SELF ASSESSMENT.—Any penalty imposed under this part 
on any person with respect to an interest or dividend return or 
statement— 

“(A) shall be assessed and collected in the same manner 
as an excise tax imposed by subtitle D, and 

“(B) shall be due and payable on April 1 of the calendar 
year following the calendar year for which such return or 
statement is required. 

“(4) DEFICIENCY PROCEDURES NOT TO APPLY.—Subchapter B of 
chapter 63 (relating to deficiency procedures for income, estate, 
gift, and certain excise taxes) shall not apply in respect of the 
assessment or collection of any penalty imposed under this part 
with respect to an interest or dividend return or statement. 

“(5) INTEREST OR DIVIDEND RETURN OR STATEMENT.—For pur- 
poses of this subsection, the term ‘interest or dividend return or 
statement’ means— 

“(A) any return required by section 6042(a\1), 6044(aX1), 
or 6049(a), and 

‘(B) any statement required under section 6042(c), 
6044(e), or 6049(c). 
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“(d) DeFIniT1IONS.—For purposes of this part— 
“(1) INFORMATION RETURN.—The term ‘information return’ 
means— 
“(A) any statement of the amount of payments to another 
person required by— 
“(i) section 6041 (a) or (b) (relating to certain informa- 
tion at source), 
“(ii) section 6042(aX1) (relating to payments of 
dividends), 
“(iii) section 6044(aX1) (relating to payments of 
patronage dividends), 
““(iv) section 6049(a) (relating to payments of interest), 
“(v) section 6050A(a) (relating to reporting require- 
ments of certain fishing boat operators), 
ie section 6050M(a) (relating to payments of royal- 
ties), or 
“(vii) section 6051(d) (relating to information returns 
with respect to income tax withheld), and 
“(B) any return required by— 
“(i) section 4997(a) (relating to information with re- 
spect to windfall profit tax on crude oil), 
“(ii) section 6041A (a) or (b) (relating to returns of 
direct sellers), 
“(iii) section 6045 (a) or (d) (relating to returns of 
brokers), 
“(iv) section 6050H(a) (relating to mortgage interest 
received in trade or business from individuals), 
“(v) section 6050I(a) (relating to cash received in 
trade or business), 
“(vi) section 6050J(a) (relating to foreclosures and 
abandonments of security), 
“(vii) section 6050K(a) (relating to exchanges of cer- 
tain partnership interests), 
“(viii) section 6050L{a) (relating to returns relating to 
certain dispositions of donated property), 
“(ix) section 6052(a) (relating to reporting payment of 
wages in the form of group-term life insurance), or 
“(x) section 6053(cX1) (relating to reporting with 
respect to certain tips). 
“(2) PAYEE STATEMENT.—The term ‘payee statement’ means 
any statement required to be furnished under— 
“(A) section 4997(a) (relating to records and information; 
regulations), 
‘(B) section 6031(b), 6034A, or 6037(b) (relating to state- 
ments furnished by certain pass-thru entities), 
“(C) section 6039%a) (relating to information required in 
connection with certain options), 
“(D) section 6041(d) (relating to information at source), 
“(E) section 6041A(e) (relating to returns regarding pay- 
ments of remuneration for services and direct sales), 
“(F) section 6042(c) (relating to returns regarding - 
ments of dividends and corporate earnings and profits), 
“(G) section 6044(e) (relating to returns regarding pay- 
ments of patronage dividends), 
“(H) section 6045 (b) or (d) (relating to returns of brokers), 
“(I) section 6049(c) (relating to returns regarding pay- 
ments of interest), 
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“(J) section 6050A(b) (relating to reporting requirements 
of certain fishing boat operators), 

“(K) section 6050C (relating to information regarding 
windfall profit tax on domestic crude oil), 

“(L) section 6050H(d) (relating to returns relating to 
mortgage interest received in trade or business from 
individuals), 

“(M) section 6050I(e) (relating to returns relating to cash 
received in trade or business), 

“(N) section 6050J(e) (relating to returns relating to fore- 
closures and abandonments of security), 

“(O) section 6050K(b) (relating to returns relating to 
exchanges of certain partnership interests), 

“(P) section 6050L(c) (relating to returns relating to cer- 
tain dispositions of donated property), 

“(Q) section 6050N(b) (relating to returns regarding pay- 
ments of royalties), 

“(R) section 6051 (relating to receipts for employees), 

“(S) section 6052(b) (relating to returns regarding pay- 
ment of wages in the form of group-term life insurance), or 

“(T) section 6053 (b) or (c) (relating to reports of tips).” 

(b) INcREASE tN MAXIMUM PENALTY FOR FaILuRE To Suppty 
IDENTIFYING NuMBERS.—Subsection (a) of section 6676 (relating to 
failure to supply identifying numbers) is amended by striking out 
“$50,000” and inserting in lieu thereof “$100,000”. 

(c) CLARIFICATION OF PENALTY FOR FAILURE To FuRNISH PAYEE 
STATEMENTS.— 

(1) Subsection (d) of section 6041 is amended to read as follows: 

“(d) StaTEMENTs To BE FURNISHED TO PERSONS WiTH RESPECT TO 
Wuom INFoRMATION Is REQUIRED.—Every person required to make a 
return under subsection (a) shall furnish to each person with respect 
to whom such a return is required a written statement showing— 

“(1) the name and address of the person required to make 
such return, and 
“(2) the aggregate amount of payments to the person required 
to be shown on the return. 
The written statement required under the preceding sentence shall 
be furnished to the person on or before January 31 of the year 
following the calendar year for which the return under subsection 
(a) was required to be made. To the extent provided in regulations 
prescribed by the Secretary, this subsection shall also apply to 
persons required to make returns under subsection (b).” 
(2) Subsection (c) of section 6042 is amended to read as follows: 

“(c) STATEMENTS To BE FuRNISHED TO Persons WITH RESPECT TO 
Wuoom InFrorMaATION Is REQuIRED.—Every person required to make a 
return under subsection (a) shall furnish to each person whose name 
: required to be set forth in such return a written statement 
showing— 

“(1) the name and address of the person required to make 
such return, and 
“(2) the aggregate amount of payments to the person required 

to be shown on the return. 
The written statement required under the preceding sentence shall 
be furnished (either in person or in a statement mailing by first- 
class mail which includes adequate notice that the statement is 
enclosed) to the person on or before January 31 of the year following 
the calendar year for which the return under subsection (a) was 
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required to be made and shall be in such form as the Secretary may 
prescribe by regulations.” 

(3) Subsection (e) of section 6044 is amended to read as follows: 

“(e) STATEMENTS To Be FuRNISHED TO PERSONS WITH RESPECT TO 
Wom INFORMATION Is REQuIRED.—Every cooperative required to 
make a return under subsection (a) shall furnish to each person 
whose name is required to be set forth in such return a written 
statement showing— 

“(1) the name and address of the cooperative required to make 
such return, and 

“(2) the aggregate amount of payments to the person required 
to be shown on the return. 

The written statement required under the preceding sentence shall 
be furnished (either in person or in a statement mailing by first- 
class mail which includes adequate notice that the statement is 
enclosed) to the person on or before January 31 of the year following 
the calendar year for which the return under subsection (a) was 
required to be made and shall be in such form as the Secretary may 
prescribe by regulations.” 

(4) Subsection (b) of section 6045 is amended to read as follows: 

“(b) StaTEMENTS To BE FuRNISHED TO CuSTOMERS.—Every persen 
required to make a return under subsection (a) shall furnish to each 
customer whose name is required to be set forth in such return a 
written statement showing— 

“(1) the name and address of the person required to make 
such return, and 

“(2) the information required to be shown on such return with 
respect to such customer. 

The written statement required under the preceding sentence shall 
be furnished to the customer on or before January 31 of the year 
following the calendar year for which the return under subsection 
(a) was required to be made.” 

(5) Subsection (c) of section 6049 is amended to read as follows: 

“(c) StaTeMENTs To Be FURNISHED TO Persons WitH Respect To 
WuHom INFORMATION Is REQUIRED.— 

“(1) IN GENERAL.—Every person required to make a return 
under subsection (a) shall furnish to each person whose name is 
—— to be set forth in such return a written statement 
showing— 

“(A) the name and address of the person required to make 
such return, and 
“(B) the aggregate amount of payments to, or the aggre- 
gate amount includible in the gross income ‘of, the person 
uired to be shown on the return. 
“(2) TIME AND FORM OF STATEMENT.—The written statement 
under ae ph (1)— 

A) shall be furnished (either in person or in a statement 
alae by first-class mail which includes adequate notice 
that the statement is enclosed) to the person on or before 
January 31 of the year following the calendar year for 
which the return under subsection (a) was required to be 
made, an 

“(B) shall be in such form as the Secretary may prescribe 
by regulations.” 
; “ Subsection (b) of section 6050A is amended to read as 
ollows: 
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“(b) WritTtEN STATEMENT.—Every person required to make a 
return under subsection (a) shall furnish to each person whose name 
is required to be set forth in such return a written statement 
showing the information relating to such person required to be 
contained in such return. The written statement required under the 
preceding sentence shall be furnished to the person on or before 
January 31 of the year following the calendar year for which the 
return under subsection (a) was required to be made.” 

(7) Subsection (b) of section 6050B is amended to read as 
follows: 

“(b) STATEMENTS To BE FURNISHED TO INDIVIDUALS WITH RESPECT 
To WxHoM INFORMATION Is REQUIRED.—Every person required to 
make a return under subsection (a) shall furnish to each individual 
whose name is required to be set forth in such return a written 
statement showing— 

“(1) the name and address of the person required to make 
such return, and 
“(2) the aggregate amount of payments to the individual 
required to be shown on such return. 
The written statement required under the preceding sentence shall 
be furnished to the individual on or before January 31 of the year 
following the calendar year for which the return under subsection 
(a) was required to be made.” 
‘ = Subsection (b) of section 6050E is amended to read as 
ollows: 

“(b) StaTEMENTS To BE FuRNISHED TO INDIVIDUALS WITH RESPECT 
To Wuom INFORMATION Is REQUIRED.—Every person required to 
make a return under subsection (a) shall furnish to each individual 
whose name is required to be set forth in such return a written 
statement showing— 

“(1) the name of the State or political subdivision thereof, and 
“(2) the information required to be shown on the return with 
respect to refunds, credits, and offsets to the individual. 
The written statement required under the preceding sentence shall 
be furnished to the individual during January of the calendar year 
following the calendar year for which the return under subsection 
(a) was required to be made. No statement shall be required under 
this subsection with respect to any individual if it is determined (in 
the manner provided by regulations) that such individual did not 
claim itemized deductions under chapter 1 for the taxable year 
giving rise to the refund, credit, or offset.” 
; = Subsection (b) of section 6050F is amended to read as 
ollows: 

“(b) StaTEMENTS To BE FURNISHED TO Persons WitH Respect To 
Wuom INFORMATION Is REQUIRED.—Every person required to make a 
return under subsection (a) shall furnish to each individual whose 
name is required to be set forth in such return a written statement 
showing— 

“(1) the name of the agency making the payments, and 
“(2) the aggregate amount of payments, of repayments, and of 
reductions, with respect to the individual required to be shown 
on such return. 
The written statement required under the preceding sentence shall 
be furnished to the individual on or before January 31 of the year 
following the calendar year for which the return under subsection 
(a) was required to be made.” 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2739 


, * Subsection (b) of section 6050G is amended to ‘read as 
ollows: 

“(b) SraTEMENTS To Be FurRNISHED TO Persons WirH Respect To 
Wnuom InrorMarTION Is REQquIRED.—The Railroad Retirement Board 
shall furnish to each individual whose name is required to be set 
forth in the return under subsection (a) a written statement show- 

“(1) the aggregate amount of payments to such individual, 
and of employee contributions with respect thereto, required to 
be shown on the return, and 

“(2) such other information as the Secretary may require. 

The written statement required under the preceding sentence shall 
be furnished to the individual on or before January 31 of the year 
following the calendar year for which the return under subsection 
(a) was required to be made.” 
' a Subsection (d) of section 6050H is amended to read as 
ollows: 

“(d) StaTEMENTS To BE FURNISHED TO INDIVIDUALS WITH RESPECT 
To Wom INFORMATION Is REQquIRED.—Every person required to 
make a return under subsection (a) shall furnish to each individual 
whose name is required to be set forth in such return a written 
statement showing— 

“(1) the name and address of the person required to make 
such return, and 

“(2) the aggregate amount of interest described in subsection 
(aX2) received by the person required to make such return from 
the individual to whom the statement is required to be 
furnished. 

The written statement required under the preceding sentence shall 
be furnished on or before January 31 of the year following the 
calendar year for which the return under subsection (a) was 
required to be made.” 
‘ os Subsection (e) of section 6050I is amended to read as 
ollows: 

“(e) StaTEMENTS To BE FURNISHED TO Persons WitH Respect To 
Whom INnForMATION Is REQUIRED.—Every person required to make a 
return under subsection (a) shall furnish to each person whose name 
= required to be set forth in such return a written statement 
showing— 

“(1) the name and address of the person required to make 
such return, and 

“(2) the aggregate amount of cash described in subsection (a) 
received by the person required to make such return. 

The written statement required under the preceding sentence shall 
be furnished to the person on or before January 31 of the year 
following the calendar year for which the return under subsection 
(a) was required to be made.” 
. en Subsection (b) of section 6050K is amended to read as 
ollows: 

“(b) SraTEMENTS To BE FURNISHED TO TRANSFEROR AND TRANS- 
FEREE.—Every partnership required to make a return under subsec- 
tion (a) shall furnish to each person whose name is required to be set 
forth in such return a written statement showing— 

“(1) the name and address of the partnership required to 
make such return, and 

“(2) the information required to be shown on the return with 
respect to such person. 
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The written statement required under the preceding sentence shall 
be furnished to the person on or before January 31 of the year 
following the calendar year for which the return under subsection 
(a) was required to be made.” 
(14) Subsection (b) of section 6052 is amended to read as 
follows: 

“(b) STATEMENTS To BE FURNISHED TO EMPLOYEES WITH RESPECT 
To WHoM INFORMATION Is REQUIRED.—Every employer required to 
make a return under subsection (a) shall furnish to each employee 
whose name is required to be set forth in such return a written 
statement showing the cost of the group-term life insurance shown 
on such return. The written statement required under the preceding 
sentence shall be furnished to the employee on or before January 31 
of the year following the calendar year for which the return under 
subsection (a) was required to be made.” 

(15) Subsection (a) of section 6034A is amended— 

(A) by striking out “making the return required to be 
filed” and inserting in lieu thereof “required to file a 
return”, 

(B) by striking out “was filed” and inserting in lieu 
thereof “was required to be filed”, and 

(C) by striking out “shown on such return” and insertin 
in lieu thereof “required to be shown on such return”. 

(16) Subsection (b) of section 6031 (relating to return of part- 
nership income) is amended— 

(A) by striking out “was filed” and inserting in lieu 
thereof “‘was required to be filed”, and 

(B) by striking out “shown on such return” and insertin 
in lieu thereof “required to be shown on such return”. 

(d) CONFORMING AMENDMENTS.— 

(1A) Section 6652 is amended— 

(i) by striking out subsection (a) and by redesignating 
subsections (b) through (k) as subsections (a) through (j), 
respectively, and 

(ii) by striking out “OrHer Returns” in the heading of 
subsection (a) (as so redesignated) and inserting in lieu 
thereof “Returns WitH REsPEcT TO CERTAIN PAYMENTS 
AGGREGATING Less THAN $10”. 

(B) Subsection (g) of section 219 is amended by striking out 
“section 6652(h)” and inserting in lieu thereof “section 6652(g)’. 

(C) Sections 6033(e), 6034(c), and 6043(c) are each amended by 
striking out “section 6652(d)” and inserting in lieu thereof 
“section 6652(c)”. 

(D) Sections 6047(e1) and 6058(f) are each amended by strik- 
7 “section 6652(f)” and inserting in lieu thereof “section 

( e py 

(E) Paragraph (1) of section 6050C(d) is amended by striking 
a 6652(b)” and inserting in lieu thereof “section 

(F) Subsection (g) of section 6057 is amended by striking out 
“section 6652(e)” and inserting in lieu thereof “section 6652(d)”’. 

(2) Section 6678 is hereby repealed. 

(3) Subchapter B of chapter 68 is amended by inserting after 
the subchapter heading the following: 


“Part I. General provisions. 
“Part II. Failure to file certain information returns or statements. 
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“PART I—GENERAL PROVISIONS”. 


(4) The table of sections for subchapter B of chapter 68 (as 1n 
effect before the amendment made by paragraph (3)) is amended 
by striking out the item relating to section 6678. 

(e) EFFEcTIVE DaTe.—The amendments made by this section shall 
apply to returns the due date for which (determined without regard 
to extensions) is after December 31, 1986, except that the amend- 
ments made by subsections (c)(2), (cX3), and (cX5) shall apply to 
returns the due for which (determined without regard to extensions) 
is after the date of the enactment of this Act. 


SEC. 1502. INCREASE IN PENALTY FOR FAILURE TO PAY TAX. 


(a) GENERAL RuLeE.—Section 6651 (relating to failure to file tax 
return or to pay tax) is amended by redesignating subsection (d) as 
subsection (e) and by inserting after subsection (c) the following new 
subsection: 

“(d) INCREASE IN PENALTY FOR FaILurE To Pay Tax IN CERTAIN 

“(1) IN GENERAL.—In the case of each month (or fraction 
thereof) beginning after the day described in paragraph (2) of 
this subsection, paragraphs (2) and (3) of subsection (a) shall be 
applied by substituting ‘1 percent’ for ‘0.5 percent’ each place it 


ppears. 
“(2) Description.—For purposes of paragraph (1), the day 
described in this paragraph is the earlier of— 
“(A) the day 10 days after the date on which notice is 
given under section 6331(d), or 
“(B) the day on which notice and demand for immediate 
epee is given under the last sentence of section 
a). 
(b) REPEAL OF CERTAIN REDUCTION IN FaiLurE To Pay PENALTY.— 
Paragraph (1) of section 6651(c) is amended to read as follows: 
“(1) ADDITIONS UNDER MORE THAN ONE PARAGRAPH.—With 
respect to any return, the amount of the addition under para- 
graph (1) of subsection (a) shall be reduced by the amount of the 
addition under paragraph (2) of subsection (a) for any month (or 
fraction thereof) to which an addition to tax applies under both 
paragraphs (1) and (2). In any case described in the last sentence 
of subsection (a), the amount of the addition under paragraph 
(1) of subsection (a) shall not be reduced under the preceding 
sentence below the amount provided in such last sentence. 
(c) ErFective DatTEes.— 
(1) SUBSECTION (a).—The amendments made by subsection (a) 
shall apply— 
(A) to failures to pay which begin after December 31, 
1986, and 
(B) to failures to pay which begin on or before December 
31, 1986, if after December 31, 1986— 
(i) notice (or renotice) under section 6331(d) of the 
Internal Revenue Code of 1954 is given with respect to 
such failure, or 
(ii) notice and demand for immediate payment of the 
underpayment is made under the last sentence of sec- 
tion 6 sila) of such Code. 
In the case of a failure to pay described in subparagra . 2 
paragraph (2) of section 6651(d) of such Code (as added 
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subsection (a)) shall be applied by taking into account the first 
notice (or renotice) after December 31, 1986. 

(2) SUBSECTION (b).—The amendment made by subsection (b) 
shall apply to amounts assessed after December 31, 1986, with 
respect to failures to pay which begin before, on, or after such 
date. 


SEC. 1503. AMENDMENTS TO PENALTY FOR NEGLIGENCE AND FRAUD. 


(a) GENERAL RuLE.—Section 6653 (relating to failure to pay tax) is 
amended by striking out subsections (a) and (b) and inserting in lieu 
thereof the following: 

“(a) NEGLIGENCE.— 

“(1) IN GENERAL.—If any part of any underpayment (as de- 
fined in subsection (c)) is due to negligence or disregard of rules 
or regulations, there shall be added to the tax an amount equal 
to the sum of— 

“(A) 5 percent of the underpayment, and 

“(B) an amount equal to 50 percent of the interest pay- 
able under section 6601 with respect to the portion of such 
underpayment which is attributable to negligence for the 
period beginning on the last date prescribed by law for 
payment of such underpayment (determined without 
regard to any extension) and ending on the date of the 
assessment of the tax (or, if earlier, the date of the payment 
of the tax). 

“(2) UNDERPAYMENT TAKEN INTO ACCOUNT REDUCED BY POR- 
TION ATTRIBUTABLE TO FRAUD.—There shall not be taken into 
account under this subsection any portion of an underpayment 
attributable to fraud with respect to which a penalty is imposed 
under subsection (b). 

“(3) NEGLIGENCE.—For purposes of this subsection, the term 
‘negligence’ includes any failure to make a reasonable attempt 
to comply with the provisions of this title, and the term ‘dis- 
regard’ includes any careless, reckless, or intentional disregard. 

“(b) Fraup.— 

“(1) IN GENERAL.—If any part of any underpayment (as de- 
fined in subsection (c)) of tax required to be shown on a return is 
due to fraud, there shall be added to the tax an amount equal to 
the sum of— 

“(A) 75 percent of the portion of the underpayment which 
is attributable to fraud, and 

“(B) an amount equal to 50 percent of the interest pay- 
able under section 6601 with respect to such portion for the 
period beginning on the last day prescribed by law for 
payment of such underpayment (determined without 
regard to any extension) and ending on the date of the 
assessment of the tax or, if earlier, the date of the payment 
of the tax. 

“(2) DETERMINATION OF PORTION ATTRIBUTABLE TO FRAUD.—If 
the Secretary establishes that any portion of an underpayment 
is attributable to fraud, the entire underpayment shall be 
treated as attributable to fraud, except with respect to any 
portion of the underpayment which the taxpayer establishes is 
not attributable to fraud. 

“(3) SPECIAL RULE FOR JOINT RETURNS.—In the case of a joint 
return, this subsection shall not apply with respect to a spouse 
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unless some part of the underpayment is due to the fraud of 
such spouse.” 

(b) SpectaL RULE For INTEREST OR DIVIDEND PAYMENTS EXTENDED 
To OTHER AMOUNTS SHOWN ON INFORMATION RETURNS.—Subsection 
(g) of section 6653 (relating to special rule in the case of interest or 
dividend payments) is amended to read as follows: 

“(g) SpeciaL RuLE FoR AMOUNTS SHOWN ON INFORMATION 
Returns.—If— 

“(1) any amount is shown on— 

“(A) an information return (as defined in section 
6724(dX1)), or 

‘(B) a return filed under section 6031, section 6037, sec- 
tion 6012(a) by an estate or trust, section 6050B, or section 
6050E, and 

“(2) the payee (or other person with respect to whom the 
return is made) fails to properly show such amount on his 
return, 

any portion of an underpayment attributable to such failure shall be 
treated, for purposes of subsection (a), as due to negligence in the 
absence of clear and convincing evidence to the contrary.” 

(c) CONFORMING AMENDMENTS.— 

(1) Subsection (d) of section 6222 is amended by striking out 
“intentional or negligent”. 

(2) Subsection (d) of section 6653 is amended by striking out 
“same underpayment” and inserting in lieu thereof “portion of 
the underpayment which is attributable to fraud”. 

(3) Subsection (f) of section 6653 is amended by striking out 
“or intentional disregard of rules and regulations (but without 
intent to defraud)’. 

(d) CHANGE IN SEcTION HEADING.— 

(1) The heading for section 6653 (relating to failure to pay tax) 
is amended to read as follows: 


“SEC. 6653. ADDITIONS TO TAX FOR NEGLIGENCE AND FRAUD.” 


(2) The item relating to section 6653 in the table of sections 
for subpart A of chapter 68 is amended to read as follows: 


“Sec. 6653. Additions to tax for negligence and fraud.” 


(e) ErrectivE Date.—The amendments made by this section shall 
apply to returns the due date for which (determined without regerd 
to extensions) is after December 31, 1986. 


SEC. 1504. INCREASE IN PENALTY FOR SUBSTANTIAL UNDERSTATEMENT 
OF LIABILITY. 


(a) IN GeNnERAL.—Subsection (a) of section 6661 (relating to 
substantial understatement of liability) is amended by striking out 
“10 percent” and inserting in lieu thereof “20 percent’”’. 

(b) ErrectivE Date.—The amendment made by this section shall 
apply to returns the due date for which (determined without regard 
to extensions) is after December 31, 1986. 
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Subtitle B—Interest Provisions 


SEC. 1511. DIFFERENTIAL INTEREST RATE. 


(a) GENERAL Ru.te.—Section 6621 (relating to determination of 
rate of interest) is amended by striking out subsections (a), (b), and 
(c) and inserting in lieu thereof the following: 

“(a) GENERAL RULE.— 

“(1) OVERPAYMENT RATE.—The overpayment rate established 
under this section shall be the sum of— 

“(A) the short-term Federal rate determined under 
subsection (b), plus 

“(B) 2 percentage points. 

‘“(2) UNDERPAYMENT RATE.—The underpayment rate estab- 
lished under this section shall be the sum of— 

“(A) the short-term Federal rate determined under 
subsection (b), plus 

“(B) 3 percentage points. 

“(b) SHoRT-TERM FEDERAL Rate.—For purposes of this section— 

“(1) GENERAL RULE.—The Secretary shall determine the short- 
term Federal rate for the first month in each calendar quarter. 
“(2) PERIOD DURING WHICH RATE APPLIES.— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), the Federal short-term rate determined under para- 
graph (1) for any month shall apply during the first cal- 
endar quarter beginning after such month. 

“(B) SPECIAL RULE FOR INDIVIDUAL ESTIMATED TAX.—In 
determining the addition to tax under section 6654 for 
failure to pay estimated tax for any taxable year, the 
Federal short-term rate which applies during the 3rd 
month following such taxable year shall also apply during 
the first 15 days of the 4th month following such taxable 


year. 

“(3) FEDERAL SHORT-TERM RATE.—The Federal short-term rate 
for any month shall be the Federal short-term rate determined 
during such month by the Secretary in accordance with section 
1274(d). Any such rate shall be rounded to the nearest full 
percent (or, if a multiple of % of 1 percent, such rate shall be 
increased to the next highest full percent).” 

(b) CooRDINATION BY REGULATION.—The Secretary of the Treasury 
or his delegate may issue regulations to coordinate section 6621 of 
the Internal Revenue Code of 1954 (as amended by this section) with 
section 6601(f) of such Code. Such regulations shall not apply to any 
— after the date 3 years after the date of the enactment of this 

a 

(c) TECHNICAL AMENDMENTS.— 

(1) Section 6621 is amended— 

(A) by redesignating subsection (d) as subsection (c), and 

(B) by striking out “the adjusted rate established under 
subsection (b)’” in subsection (c)(1) (as so redesignated) and 
inserting in lieu thereof “the underpayment rate estab- 
lished under this section’’, and 

(C) by striking out “annual” in subsection (c)(1) (as so 
redesignated). 

(2) Subparagraph (G) of section 47(d\(3) is amended by striking 
out “determined under section 6621” and inserting in lieu 
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thereof “determined at the underpayment rate established 
under section 6621”. 

(3) The last sentence of section 48(d)(6\C\ii) (defining at risk 
percentage) is amended by striking out “the rate” and inserting 
in lieu thereof “the underpayment rate’’. 

(4) Subparagraph (B) of section 167(q\2) is amended by strik- 
ing out “at the rate determined under section 6621” and insert- 
ing in lieu thereof “at the underpayment rate established under 
section 6621”. 

(5) Subparagraph (B) of section 644(a\(2) is amended by strik- 
ing out “the annual rate established under section 6621” and 
inserting in lieu thereof “the underpayment rate established 
under section 6621”. 

(6) Subparagraph (A) of section 852(e3) is amended by strik- 
ing out “the annual rate established under section 6621” and 
inserting in lieu thereof “the underpayment rate established 
under section 6621”. 

(7) Paragraph (2) of section 4497(c) is amended by striking out 
“at rates determined under section 6621” and inserting in lieu 
pg “at the underpayment rate established under section 

(8) Subsection (e) of section 6214 is amended by striking out 
“section 6621(d\4)” and inserting in lieu thereof “section 
6621(c)\(4)”’. 

(9) Paragraph (1) of section 6332(c) is amended by striking out 
“an annual rate established under section 6621” and inserting 
in lieu thereof “the underpayment rate established under 
section 6621”. 

(10) Subsection (c) of section 6343 is amended by striking out 
“an annual rate established under section 6621” and inserting 
i a thereof “the overpayment rate established under section 

(11) Subsection (a) of section 6601 is amended by striking out 
“an annual rate established under section 6621” and inserting 
in lieu thereof “the underpayment rate established under sec- 
tion 6621”. 

(12) Section 6602 is amended by striking out “an annual rate 
established under section 6621” and inserting in lieu thereof 
“the underpayment rate established under section 6621”. 

(13) Subsection (a) of section 6611 is amended by striking out 
“an annual rate established under section 6621” and inserting 
= a thereof “the overpayment rate established under section 


(14) Paragraph (1) of section 6654(a) is amended by striking 
out “the applicable annual rate established under section 6621 
and inserting in lieu thereof “the underpayment rate estab- 
lished under section 6621”. 

(15) Paragraph (1) of section 6655(a) is amended by striking 
out “the rate established under section 6621” and inserting in 
a= thereof “the underpayment rate established under section 

(16) Subsection (g) of section 7426 is amended by striking out 
“an annual rate established under section 6621” and inserting 
in lieu thereof “the overpayment rate established under section 


(17) Section 1961(cX1) of title 28, United States Code, is 
amended by striking out ‘“‘a rate established under section 6621” 
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and inserting in lieu thereof “the underpayment rate or over- 
payment rate (whichever is appropriate) established under 
section 6621”. 
(18) Section 2411 of title 28, United States Code, is amended 
by striking out “an annual rate established under section 6621” 
and inserting in lieu thereof “the overpayment rate established 
under section 6621”. 
(d) Errective Date.—The amendments made by this section shall 
apply = — of determining interest for periods after Decem- 
r 31, ' 


SEC. 1512. INTEREST ON ACCUMULATED EARNINGS TAX TO ACCRUE 
BEGINNING ON DATE RETURN IS DUE. 


(a) In GENERAL.—Subsection (b) of section 6601 (relating to last 
date prescribed for payment) is amended by redesignating para- 
graph (4) as paragraph (5) and by inserting after paragraph (3) the 
following new paragraph: 

“(4) ACCUMULATED EARNINGS TAX.—In the case of the tax 
imposed by section 531 for any taxable year, the last date 
prescribed for payment shall be deemed to be the due date 
(without regard to extensions) for the return of tax imposed by 
subtitle A for such taxable year.” 

(b) ErrectivE Date.—The amendments made by this section shall 
apply to returns the due date for which (determined without regard 
to extensions) is after December 31, 1985. 


Subtitle C—Information Reporting Provisions 


SEC. 1521. REQUIREMENT OF REPORTING FOR REAL ESTATE TRANS- 
ACTIONS. 


(a) GENERAL RuLeE.—Section 6045 (relating to returns of brokers) is 
amended by adding at the end thereof the following new subsection: 
“(e) RETURN REQUIRED IN THE CASE OF REAL ESTATE TRANS- 
ACTIONS.— 
“(1) IN GENERAL.—In the case of a real estate transaction, the 
real estate broker shall file a return under subsection (a) and a 
statement under subsection (b) with respect to such transaction. 
“(2) REAL ESTATE BROKER.—For purposes of this subsection, 
the term ‘real estate broker’ means any of the following persons 
involved in a real estate transaction in the following order: 
“(A) the person (including any attorney or title company) 
responsible for closing the transaction, 
“(B) the mortgage lender, 
“(C) the seller’s broker, 
“(D) the buyer’s broker, or 
“(E) such other person designated in regulations pre- 
scribed by the Secretary. 
Any person treated as a real estate broker under the preceding 
rs ap shall be treated as a broker for purposes of subsection 
cX(1). 

(b) Backup WITHHOLDING REQUIREMENTS.—Paragraph (5) of sec- 
tion 3406(h) (relating to other definitions and special rules) is 
amended by adding at the end thereof the following new sub- 
paragraph: 

“(D) REAL ESTATE BROKER NOT TREATED AS A BROKER.— 
Except as provided by regulations, such term shall not 
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include any real estate broker (as defined in section 
6045(eX2))”. 

(c) EFFECTIVE DaTE.—The amendments made by this section shall 

apply to real estate transactions closing after December 31, 1986. 


SEC. 1522. INFORMATION REPORTING ON PERSONS RECEIVING CON- 
TRACTS FROM CERTAIN FEDERAL AGENCIES. 


(a) IN GENERAL.—Subpart B of part III of subchapter A of chapter 
61 (relating to information concerning transactions with other per- 
sons) is amended by adding at the end thereof the following new 
section: 


“SEC. 6050M. RETURNS RELATING TO PERSONS RECEIVING CONTRACTS 
FROM FEDERAL EXECUTIVE AGENCIES. 


“(a) REQUIREMENT OF REPORTING.—The head of every Federal 
executive agency which enters into any contract shall make a 
return (at such time and in such form as the Secretary may by 
regulations prescribe) setting forth— 

“(1) the name, address, and TIN of each person with which 
_— agency entered into a contract during the calendar year, 
an 

“(2) such other information as the Secretary may require. 

“(b) FepERAL Executive AGENcy.—For purposes of this section, 
the term ‘Federal executive agency’ means— 

“(1) any Executive agency (as defined in section 105 of title 5, 
United States Code) other than the General Accounting Office, 

“(2) any military department (as defined in section 102 of such 
title), and 

“(3) the United States Postal Service and the Postal Rate 
Commission. 

“(c) AuTHoRITY To ExTEND REPORTING TO LICENSES AND SuB- 
CONTRACTS.—To the extent provided in regulations, this section also 
shall apply to— 

“(1) licenses granted by Federal executive agencies, and 

“(2) subcontracts under contracts to which subsection (a) 
applies. 

“(d) AuTHorITy To PrescrisE Minimum Amounts.—This section 
shall not apply to contracts or licenses in any class which are below 
a minimum amount or value which may be prescribed by the 
Secretary by regulations for such class.” 

(b) CLERICAL AMENDMENT.—The table of sections for such subpart 
B is amended by adding at the end thereof the following new item: 


“Sec. 6050M. Returns relating to persons receiving contracts from Federal 
executive agencies.” 


(c) Errective Date.—The amendments made by this section shall 
apply to contracts (and subcontracts) entered into, and licenses 
granted, before, on, or after January 1, 1987. 


SEC. 1523. RETURNS REGARDING PAYMENTS OF ROYALTIES. 


(a) In GENERAL.—Subpart B of part III of subchapter A of chapter 
61 (relating to information concerning transactions with other per- 
sons) is amended by adding at the end thereof the following new 
section: 

“SEC. 6050N. RETURNS REGARDING PAYMENTS OF ROYALTIES. 

“(a) REQUIREMENT OF REPORTING.—Every person— 
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“(1) who makes payments of royalties (or similar amounts) 
aggregating $10 or more to any other person during any cal- 
endar year, or 

“(2) who receives payments of royalties (or similar amounts) 
as a nominee and who makes payments aggregating $10 or more 
during any calendar year to any other person with respect to 
the royalties (or similar amounts) so received, 

shall make a return according to the forms or regulations prescribed 
by the Secretary, setting forth the aggregate amount of such pay- 
ments and the name and address of the person to whom paid. 

“(b) STATEMENTS To BE FURNISHED TO PERSONS WITH REsPEcT To 
WuomM INFORMATION Is FURNISHED.—Every person required to make 
a return under subsection (a) shall furnish to each person whose 
name is required to be set forth in such return a written statement 
showing— 

“(1) the name and address of the person required to make 
such return, and 

“(2) the aggregate amount of payments to the person required 
to be shown on such return. 

The written statement required under the preceding sentence shall 
be furnished (either in person or in a statement mailing by first- 
class mail which includes adequate notice that the statement is 
enclosed) to the person on or before January 31 of the year following 
the calendar year for which the return under subsection (a) was 
made and shall be in such form as the Secretary may prescribe by 
regulations. 

“(c) EXCEPTION FOR PAYMENTS TO CERTAIN PERSONS.—Except to 
the extent otherwise provided in regulations, this section shall not 
apply to any amount paid to a person described in subparagraph (A), 
(B), (C), (D), (E), or (F) of section 6049(b)(4).” 

(b) CONFORMING AMENDMENTS.— 

(1) Paragraph (3) of section 3406(b) (relating to backup 
withholding) is amended— 

(A) by striking out “or” at the end of subparagraph (C), 

(B) by striking out the period at the end of subparagraph 
(D) and inserting in lieu thereof “, or’, and 

(C) by adding at the end thereof the following new 
subparagraph: 

“(E) section 6050N (relating to payments of royalties).” 

(2) Subsection (a) of section 6041 (relating to information at 
source) is amended by striking out “or 6049(a)” and inserting in 
lieu thereof “6049(a), or 6050N(a)”. 

(3) Section 6676 (relating to failure to supply identifying 
numbers) is amended— 

(A) by striking out “or 6049” in subsection (a3) and 
inserting in lieu thereof ‘6049, or 6050N”, 

(B) by striking out “or 6049” in subsection (bX1A) and 
inserting in lieu thereof “6049, or 6050N”, and 

(C) by striking out ‘“ANp DivipEND” in the heading for 
subsection (b) and inserting in lieu thereof “, DirvipENpDs, 
AND ROYALTIES”. 

(c) CLERICAL AMENDMENT.—The table of sections of subpart B of 
part III of subchapter A of chapter 61 is amended by adding at the 
end thereof the following new item: 


“Sec. 6050N. Returns regarding payments of royalties.” 
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(d) ErrectivE Date.—The amendments made by this section shall 
apply with respect to payments made after December 31, 1986. 


SEC. 1524. TINS REQUIRED FOR DEPENDENTS CLAIMED ON TAX RETURNS. 


(a) GENERAL RuLE.—Section 6109 (relating to identifying numbers) 
is amended by adding at the end thereof the following new 
subsection: 

“(e) FURNISHING NUMBER FOR CERTAIN DEPENDENTS.—If— 

“(1) any taxpayer claims an exemption under section 151 for 
any dependent on a return for any taxable year, and 

(2) such dependent has attained the age of 5 years before the 
close of such taxable year, 

such taxpayer shall include on such return the identifying number 
(for purposes of this title) of such dependent.” 

(b) PENALTY For FatLure To Suppty TIN.—Section 6676 (relating 
to failure to supply identifying numbers) is amended by adding at 
the end thereof the following new subsection: 

“(e) PENALTY FOR FaILurE To Suppty TIN or DEPENDENT.— 

“(1) IN GENERAL.—If any person required under section 
6109(e) to include the TIN of any dependent on his return fails 
to include such number on such return (or includes an incorrect 
number), such person shall, unless it is shown that such failure 
is due to reasonable cause and not willful neglect, pay a penalty 
of $5 for each such failure. 

“(2) SUBSECTION (a) NOT TO APPLY.—Subsection (a) shall not 
apply to any failure described in paragraph (1) of this 
subsection.” 

(c) ErrectivE Date.—The amendments made by this section shall 
apply to returns the due date for which (determined without regard 
to extensions) is after December 31, 1987. 


SEC. 1525. TAX-EXEMPT INTEREST REQUIRED TO BE SHOWN ON RETURN. 


(a) IN GENERAL.—Section 6012 (relating to persons required to 
make returns of income) is amended by redesignating subsection (d) 
as subsection (e) by inserting after subsection (c) the following new 
subsection: 

“(d) Tax-Exempt INTEREST REQUIRED To BE SHOWN ON RETURN.— 
Every person required to file a return under this section for the 
taxable year shall include on such return the amount of interest 
received or accrued during the taxable year which is exempt from 
the tax imposed by chapter 1.” 

(b) ErrectivE Date.—The amendment made by subsection (a) 
shall apply to taxable years beginning after December 31, 1986. 


Subtitle D—Provisions Relating to Tax 
Shelters 


SEC. 1531. MODIFICATION OF TAX SHELTER RATIO TEST FOR REGISTRA- 
TION OF TAX SHELTERS. 


(a) IN GENERAL.—Subparagraph (A) of section 6111(cX2) (defining 
tax shelter ratio) is amended by striking out “200 percent” and 
inserting in lieu thereof “350 percent”. 

(b) ErrectivE Date.—The amendment made by this section shall 
apply to any tax shelter (within the meaning of section 6111 of the 
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Internal Revenue Code of 1986 as amended by this section) interests 
in which are first offered for sale after December 31, 1986. 


SEC. 1532. INCREASED PENALTY FOR FAILURE TO REGISTER TAX 
SHELTERS. 


(a) IN GENERAL.—Paragraph (2) of section 6707(a) (relating to 
penalty for failure to register tax shelters) is amended to read as 
follows: 

“(2) AMOUNT OF PENALTY.—The penalty imposed under para- 
graph (1) with respect to any tax shelter shall be an amount 
equal to the greater of— 

“(A) 1 percent of the aggregate amount invested in such 
tax shelter, or 
“(B) $500.” 

(b) Errective Date.—The amendment made by this section shall 
apply to failures with respect to tax shelters interests in which are 
first offered for sale after the date of the enactment of this Act. 


SEC. 1533. PENALTY FOR FAILURE TO INCLUDE TAX SHELTER IDENTI- 
FICATION NUMBER ON RETURN INCREASED TO $250. 


(a) In GENERAL.—Paragraph (2) of section 6707(b) (relating to 
penalty for failure to furnish tax shelter identification number) is 
amended by striking out “$50” and inserting in lieu thereof “$250”. 

(b) ErrectrvE Date.—The amendment made by this section shall 
apply to returns filed after the date of the enactment of this Act. 


SEC. 1534. INCREASED PENALTY FOR FAILURE TO MAINTAIN LISTS OF 
INVESTORS IN POTENTIALLY ABUSIVE TAX SHELTERS. 


(a) In GENERAL.—Subsection (a) of section 6708 (relating to failure 
to maintain lists of investors in potentially abusive tax shelters) is 
5100000 by striking out “$50,000” and inserting in lieu thereof 

(b) Errective Date.—The amendments made by this section shall 
apply to failures occurring or continuing after the date of the 
enactment of this Act. 


SEC. 1535. CLARIFICATION OF TREATMENT OF SHAM OR FRAUDULENT 
TRANSACTIONS UNDER SECTION 6621(c). 


(a) CLARIFICATION OF TREATMENT OF SHAM OR FRAUDULENT TRANS- 
ACTIONS.—Subparagraph (A) of section 6621(c\(8) (as so redesignated) 
is amended by striking out “and” at the end of clause (iii), by 
striking out the period at the end of clause (iv) and inserting in lieu 
pecan “, and”, and by adding at the end thereof the following new 
clause: 

“(v) any sham or fraudulent transaction.” 

(b) ErrecttveE Date.—The amendment made by subsection (a) 
shall apply to interest accruing after December 31, 1984; except that 
such amendment shall not apply in the case of any underpayment 
with respect to which there was a final court decision before the 
date of the enactment of this Act. 
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Subtitle E—Estimated Tax Provisions 


SEC. 1541. CURRENT YEAR LIABILITY TEST INCREASED FROM 80 TO 90 
PERCENT FOR ESTIMATED TAX PAYMENTS BY INDIVIDUALS. 


(a) In GeNERAL.—Clause (i) of section 6654(d\1\B) (defining 
required annual payment) is amended by striking out “80 percent’ 
each place it appears and inserting in lieu thereof “90 percent”. 

(b) Pectntacae: MENDMENTS.— 

(1) The table contained in clause (ii) of section 6654(d\2XC) 
(defining applicable percentage) is amended— 
~ striking out “20” and inserting in lieu thereof 


(B) by striking out “40” and inserting in lieu thereof “45”, 
(C) by striking out “60” and inserting in lieu thereof 
“67.5”, and 
og by striking out “80” and inserting in lieu thereof 


(2) Subparagraph (C) of section 6654(iX1) (relating to special 
rules for armers and fishermen) is amended by striking out “80 
percent” and inserting in lieu thereof “90 percent”. 

(3) The table contained in subparagraph (B) of section 
6654(jX3) (relating to special rules for nonresident aliens) is 
amended— 

ee by striking out “40” and inserting in lieu thereof 


(B) by striking out “60” and inserting in lieu thereof 
“67.5”, and 
(C) by striking out “80” and inserting in lieu thereof “90”. 
(c) ErrectivE Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


SEC. 1542. CERTAIN TAX-EXEMPT ORGANIZATIONS SUBJECT TO COR- 
PORATE ESTIMATED TAX RULES. 


(a) GENERAL RuLe.—Section 6154 (relating to installment pay- 
ments of estimated income tax by corporations) is amended by 
adding at the end thereof the following new subsection: 

“(h) CerTaIN Tax-Exempt ORGANIZATIONS.—For purposes of this 
section and section 6655— 

“(1) any organization subject to the tax imposed by section 
511, and any private foundation subject to the tax imposed by 
section 4940, shall be treated as a corporation subject to tax 
under section 11, 

“(2) any tax imposed by section 511 or 4940 shall be treated as 
a tax imposed by section 11, and 

“(3) any reference to taxable income shall be treated as 
including a reference to unrelated business taxable income or 
net investment income (as the case may be).” 

(b) ErrectivE Date.—The amendment made by subsection (a) 
shall apply to taxable years beginning after December 31, 1986. 


SEC. 1543. WAIVER OF ESTIMATED PENALTIES FOR 1986 UNDERPAY- 
MENTS ATTRIBUTABLE TO THIS ACT. 

No addition to tax shall be made under section 6654 or 6655 of the 
Internal Revenue Code of 1986 (relating to failure to pay estimated 
tax) for any period before April 16, 1987 (March 16, 1987, in the case 
of a taxpayer subject to section 6655 of such Code), with respect to 
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any underpayment, to the extent such underpayment was created or 
increased by any provision of this Act. 


Subtitle F—Provisions Regarding Judicial 
Proceedings 


SEC. 1551. LIMITATIONS ON AWARDING OF COURT COSTS AND CERTAIN 
FEES MODIFIED. 


(a) Maximum Do.iar LimitaTION REMOVED.—Subsection (b) of 
section 7430 (relating to awarding of court costs and certain fees) is 
amended by striking out paragraph (1) and redesignating para- 
graphs (2), (3), and (4) as paragraphs (1), (2), and (3), respectively. 

(b) AwaRDING oF Court Costs AND CERTAIN FEES DENIED IF 
PREVAILING PARTY PROTRACTS PROCEEDINGS.—Section 7430(b) (relat- 
ing to limitations to awarding of court costs and certain fees) is 
amended by adding at the end thereof the following new paragraph: 

“(4) CosTS DENIED WHERE PARTY PREVAILING PROTRACTS 
PROCEEDINGS.—No award for reasonable litigation costs may be 
made under subsection (a) with respect to any portion of the 
civil proceeding during which the prevailing party has 
unreasonably protracted such proceeding.” 

(c) ADDITIONAL LIMITATIONS ON FEES OF EXPERT WITNESSES AND 
ATTORNEYS.—Subparagraph (A) of section 7430(c\(1) (defining reason- 
able litigation costs) is amended to read as follows: 

“(A) IN GENERAL.—The term ‘reasonable litigation costs’ 
includes— 
“(i) reasonable court costs, and 
“(ii) based upon prevailing market rates for the kind 
or quality of services furnished— 

“(I) the reasonable expenses of expert witnesses 
in connection with the civil proceeding, except that 
no expert witness shall be compensated at a rate in 
excess of the highest rate of compensation for 
expert witnesses paid by the United States, 

“(II the reasonable cost of any study, analysis, 
engineering report, test, or project which is found 
by the court to be necessary for the preparation of 
the party’s case, and 

“(III) reasonable fees paid or incurred for the 
services of attorneys in connection with the civil 
proceeding, except that such fees shall not be in 
excess of $75 per hour unless the court determines 
that an increase in the cost of living or a special 
factor, such as the limited availability of qualified 
attorneys for such proceeding, justifies a higher 
rate.” 

(d) DEFINITION OF PREVAILING Party.—Subparagraph (A) of sec- 
tion 7430(c\(2) (defining prevailing party) is amended— 

(1) by striking out “was unreasonable” in clause (i) and 
inserting in lieu thereof “was not substantially justified”, and 

(2) by striking out “and” at the end of clause (i), by striking 
out the period at the end of clause (ii) and inserting in lieu 
thereof “, and”, and by adding at the end thereof the following 
new clause: 
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(iii) meets the requirements of section 504(b\(1)(B) of 
title 5, United States Code (as in effect on the date of 
the enactment of the Tax Reform Act of 1986 and 
applied by taking into account the commencement of 
the proceeding described in subsection (a) in lieu of the 
initiation of the adjudication referred to in such 
section).” 

(e) Postrion or Unitep Srates INCLUDES ADMINISTRATIVE 
Action.—Section 7430(c) (relating to definitiqns) is amended by 
adding at the end thereof the following new paragraph: 

‘“(4) POSITION OF UNITED STATES.—The term ‘position of the 
United States’ includes— 

“(A) the position taken by the United States in the civil 
proceeding, and 

“(B) any administrative action or inaction by the District 
Counsel of the Internal Revenue Service (and all subse- 
quent administrative action or inaction) upon which such 
proceeding is based.” 

(f) TECHNICAL AMENDMENT.—Subsection (a) of section 7430 is 
amended by inserting ‘(payable in the case of the Tax Court in the 
same manner as such an award by a district court)” after “a 
judgment”. 

(g) Provisions MADE PERMANENT.—Section 7430 is amended by 
striking out subsection (f). 

(h) Errective Dates.— 

(1) GENERAL RULE.—Except as provided in paragraph (2), the 
amendments made by this section shall apply to amounts paid 
after September 30, 1986, in civil actions or proceedings, com- 
menced after December 31, 1985. 

(2) SUBSECTION (f).—The amendment made by subsection (f) 
shall take effect as if included in the amendments made by 
— 292 of the Tax Equity and Fiscal Responsibility Act of 

(3) APPLICABILITY OF AMENDMENTS TO CERTAIN PRIOR CASES.— 
The amendments made by this section shall apply to any case 
commenced after December 31, 1985, and finally disposed of 
before the date of the enactment of this Act, except that in any 
such case, the 30-day period referred to in section 2412(d)(1\B) of 
title 28, United States Code, or Rule 231 of the Tax Court, as the 
case may be, shall be deemed to commence on the date of the 
enactment of this Act. 


SEC. 1552. FAILURE TO PURSUE ADMINISTRATIVE REMEDIES. 


(a) GENERAL RuLe.—Section 6673 (relating to damages assessable 
for instituting proceedings before the Tax Court primarily for delay, 
etc.) is amended by striking out “or that the taxpayer’s position in 
such proceedings is frivolous or groundless” and inserting in lieu 
thereof “, that the taxpayer’s position in such proceeding is frivolous 
or groundless, or that the taxpayer unreasonably failed to pursue 
available administrative remedies’. 

(b) ErrectivE Date.—The amendment made by subsection (a) 
shall apply to proceedings commenced after the date of the enact- 
ment of this Act. 

(c) Report.—The Secretary of the Treasury or his delegate and the 
Tax Court shall each prepare a report for 1987 and for each 2- 
calendar year period thereafter on the inventory of cases in the Tax 
Court and the measures to close cases more efficiently. Such reports 
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shall be submitted to the Committee on Ways and Means of the 
House of Representatives and the Committee on Finance of the 
Senate. 


SEC. 1553. TAX COURT PRACTICE FEE. 


(a) In GENERAL.—Part III of Subchapter C of chapter 76 (relating 
to miscellaneous provisions) is amended by adding at the end thereof 
the following new section: 


“SEC. 7475. PRACTICE FEE. 


“(a) In GENERAL.—The Tax Court is authorized to impose a peri- 
odic registration fee on practitioners admitted to practice before 
such Court. The frequency and amount of such fee shall be deter- 
mined by the Tax Court, except that such amount may not exceed 
$30 per year. 

“(b) Use or Fees.—The fees described in subsection (a) shall be 
available to the Tax Court to employ independent counsel to pursue 
disciplinary matters.” 

(b) CONFORMING AMENDMENTS.— 

(1) The second sentence of section 7472 (relating to expendi- 
tures) is amended by striking out “All” and inserting in lieu 
thereof “Except as provided in section 7475, all”. 

(2) Section 7473 (relating to disposition of fees) is amended by 
striking out “All” and inserting in lieu thereof “Except as 
provided in section 7475, all’. 

(c) ErFectivE Date.—The amendments made by this section shall 
take effect on January 1, 1987. 


SEC. 1554. CLARIFICATION OF JURISDICTION OVER ADDITION TO TAX 
FOR FAILURE TO PAY AMOUNT OF TAX SHOWN ON RETURN. 


(a) IN GENERAL.—Subsection (a) of section 6214 (relating to deter- 
minations by Tax Court) is amended by:striking out “addition to the 
tax” and inserting in lieu thereof “any addition to the tax”. 

(b) ErrectiveE Date.—The amendment made by subsection (a) 
shall apply to any action or proceeding in the Tax Court with 
respect to which a decision has not become final (as determined 
under section 7481 of the Internal Revenue Code of 1954) before the 
date of the enactment of this Act. 


SEC. 1555. AUTHORITY TO REQUIRE ATTENDANCE OF UNITED STATES 
MARSHALS AT TAX COURT SESSIONS. 


(a) IN GENERAL.—Subsection (e) of section 7456 (relating to 
incidental powers) is amended by adding at the end thereof the 
following new sentence: “The United States marshal for any district 
in which the Tax Court is sitting shall, when requested by the chief 
i of the Tax Court, attend any session of the Tax Court in such 

istrict.” 

(b) ErrectiveE Date.—The amendment made by this section shall 
take effect on the date of the enactment of this Act. 


SEC. 1556. CHANGES IN CERTAIN PROVISIONS RELATING TO SPECIAL 
TRIAL JUDGES. 


(a) In GENERAL.—Part I of subchapter C of chapter 76 (relating to 
judicial proceedings) is amended by inserting after section 7443 the 
following new section: 
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“SEC. 7443A. SPECIAL TRIAL JUDGES. 


“(a) APPOINTMENT.—The chief judge may, from time to time, 
appoint special trial judges who shall proceed under such rules and 
regulations as may be promulgated by the Tax Court. 

“(b) ProceepiIncGs WuHicH May Be AssIGNED TO SPECIAL TRIAL 
JupGEs.—The chief judge may assign— 

“(1) any declaratory judgment proceeding, 

“(2) any proceeding under section 7463, 

“(3) any proceeding where neither the amount of the defi- 
ciency placed in dispute (within the meaning of section 7463) 
— the amount of any claimed overpayment exceeds $10,000, 
an 

“(4) any other proceeding which the chief judge may 
designate, 

to be heard by the special trial judges of the court. 

“(c) AutHoriry To Make Court Decision.—The court may 
authorize a special trial judge to make the decision of the court with 
respect to any proceeding described in paragraph (1), (2), or (3) of 
subsection (b), subject to such conditions and review as the court 
may provide. 

“(d) Satary.—Each special trial judge shall receive salary— 

“(1) at a rate equal to 90 percent of the rate for judges of the 
Tax Court, and 

“(2) in the same installments as such judges. 

“(e) EXPENSES FOR TRAVEL AND SUBSISTENCE.—Subsection (d) of 
section 7443 shall apply to special trial judges subject to such rules 
and regulations as may be promulgated by the Tax Court.” 

(b) TECHNICAL AMENDMENTS.— 

(1) Section 7456 (relating to administration of oaths and 
prccurement of testimony) is amended by striking out subsec- 
tions (c) and (d) and by redesignating subsection (e) as subsection 
(c). 

(2) Subsection (c) of section 7471 is amended by striking out 
“section 7456(c)”’ and inserting in lieu thereof ‘“‘subsections (d) 
and (e) of section 7443A”. 

(3) The table of sections for part I of subchapter C of chapter 
76 is amended by inserting after the item relating to section 
7443 the following new item: 


“Sec. 7443A. Special trial judges.” 


(c) EFFecTivE DATEs.— 

(1) IN GENERAL.—Except as provided in paragraph (2), the 
amendments made by this section shall take effect on the date 
of the enactment of this Act. 

(2) SaLary.—Subsection (d) of section 7443A of the Internal 
Revenue Code of 1954 (as added by this section) shall take effect 
on the Ist day of the lst month beginning after the date of the 
enactment of this Act. 

(3) NEW APPOINTMENTS NOT REQUIRED.—Nothing in the 
amendments made by this section shall be construed to require 
the reappointment of any individual serving as a special trial 
judge of the Tax Court on the day before the date of the 
enactment of this Act. 
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SEC. 1557. EFFECT ON RETIRED PAY BY ELECTION TO PRACTICE LAW, 
ETC., AFTER RETIREMENT. 


(a) CHANGE IN AGE AND SERVICE REQUIREMENTS FOR RETIRE- 
MENT.—Paragraph (2) of section 7447(b) (relating to retirement) is 
amended to read as follows: 

“(2) Any judge who meets the age and service requirements 
set forth in the following table may retire: 


And the years 

of service as 

“The judge has a judge are 

attained age: at least: 
65 15 


(b) Errect ON RetTIRED Pay or Practicinc Law, Etc., AFTER 
RETIREMENT.—Subsection (f) of section 7447 (relating to individuals 
—— retired pay to be available for recall) is amended to read as 
ollows: 

“(f) ReTrRED Pay AFFECTED IN CERTAIN CasEs.—In the case of an 
individual for whom an election to receive retired pay under subsec- 
tion (d) is in effect— 

“(1) 1-YEAR FORFEITURE FOR FAILURE TO PERFORM JUDICIAL 
puTIES.—If such individual during any calendar year fails to 
perform judicial duties required of him by subsection (c), such 
individual shall forfeit all rights to retired pay under subsection 
(d) for the 1-year period which begins on the 1st day on which he 
so fails to perform such duties. 

“(2) PERMANENT FORFEITURE OF RETIRED PAY WHERE CERTAIN 
NON-GOVERNMENT SERVICES PERFORMED.—If such individual per- 
forms (or supervises or directs the performance of) legal or 
accounting services in the field of Federal taxation for his 
client, his employer, or any of his employer’s clients, such 
individual shall forfeit all rights to retired pay under subsection 
(d) for all periods beginning on or after the lst day on which he 
engages in any such activity. The ene sentence shall not 
apply to any civil office or employment under the Government 
of the United States. 

“(3) SUSPENSION OF RETIRED PAY DURING PERIOD OF COM- 
PENSATED GOVERNMENT SERVICE.—If such individual accepts 
compensation for civil office or employment under the Govern- 
ment of the United States (other than the performance of 
judicial duties pursuant to subsection (c)), such individual shall 
forfeit all rights to retired pay under subsection (d) for the 
period for which such compensation is received. 

“(4) FORFEITURES OF RETIRED PAY UNDER PARAGRAPHS (1) AND 
(2) NOT TO APPLY WHERE INDIVIDUAL ELECTS TO FREEZE AMOUNT 
OF RETIRED PAY.— 

“(A) IN GENERAL.—If any individual makes an election 
under this paragraph— 

“(i) paragraphs (1) and (2) (and subsection (c)) shall 
not apply to such individual beginning on the date such 
election takes effect, and 

“(ii) the retired pay under subsection (d) payable to 
such individual for periods beginning on or after the 
date such election takes effect shall be equal to the 
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retired pay to which such individual would be entitled 
without regard to this clause at the time of such 
election. 

“(B) Etection.—An election under this paragraph— 

“(j) may be made by an individual only if such 
individual meets the age and service requirements for 
retirement under paragraph (2) of subsection (b), 

“(ii) may be made only during the period during 
which the individual may make an election to receive 
retired pay or while the individual is receiving retired 
pay, an 

‘iii) shall be made in the same manner as the 

election to receive retired pay. 

Such an election, once it takes effect, shall be irrevocable. 

“(C) WHEN ELECTION TAKES EFFECT.—Any election under 

this paragraph shall take effect on the 1st day of the lst 

month following the month in which the election is made.” 

(c) High 3 Years or Satary Must Be Durinc Periop WHEN 

E.ection To Recetve Retirep Pay Is Nor In Errect.—Subsection 

(m) of section 7448 (relating to computation of annuities) is amended 

by adding at the end thereof the following new sentence: “In deter- 

mining the period of 3 consecutive years referred to in the preceding 

sentence, there may not be taken into account any period for which 
an election under section 7447(f(4) is in effect.” 

(d) CLERICAL AMENDMENTS.— 

(1) Subsection (a) of section 7447 (relating to definitions) is 
amended by striking out paragraph (2) and by redesignating 
paragraphs (3) and (5) as paragraphs (2) and (3), respectively. 

(2) Subsection (e) of section 7447 is amended by striking out 
“Civil Service Commission” each place it appears and inserting 
in lieu thereof “Office of Personnel Management”. 

(3) Subparagraph (C) of section 7447(g\2) (relating to coordina- 
tion with civil service retirement) is amended by striking out 
“Civil Service Commission” and inserting in lieu thereof “Office 
of Personnel Management”. 

(e) EFrectivE DaTE.— 

(1) IN GENERAL.—The amendments made by this section shall 
take effect on the date of the enactment of this Act. 

(2) FORFEITURE OF RETIRED PAY.—The amendments made by 
this section shall not apply to any individual who, before the 
date of the enactment of this Act, forfeited his rights to retired 
pay under section 7447(d) of the Internal Revenue Code of 1954 
by reason of the Ist sentence of section 7447(f) of such Code (as 
in effect on the day before such date). 


SEC. 1558. AUTHORIZATION FOR APPEALS FROM INTERLOCUTORY 
ORDERS OF THE TAX COURT. 


(a) IN GENERAL.—Subsection (a) of section 7482 (relating to courts 
of review) is amended by adding at the end thereof the following 
new paragraph: 

“(2) INTERLOCUTORY ORDERS.— 

“(A) IN GENERAL.—When any judge of the Tax Court 
includes in an interlocutory order a statement that a 
controlling question of law is involved with respect to which 
there is a substantial ground for difference of opinion and 
that an immediate appeal from that order may materially 
advance the ultimate termination of the litigation, the 
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United States Court of Appeals may, in its discretion, 
permit an appeal to be taken from such order, if application 
is made to it within 10 days after the entry of such order. 
Neither the application for nor the granting of an appeal 
under this paragraph shall stay proceedings in the Tax 
Court, unless a stay is ordered by a judge of the Tax Court 
or by the United States Court of Appeals which has jurisdic- 
tion of the appeal or a judge of that court. 

“(B) ORDER TREATED AS TAX COURT DECISION.—For pur- 
poses of subsections (b) and (c), an order described in this 
paragraph shall be treated as a decision of the Tax Court. 

“(C) VENUE FOR REVIEW OF SUBSEQUENT PROCEEDINGS.—If 
a United States Court of Appeals permits an appeal to be 
taken from an order described in subparagraph (A), except 
as provided in subsection (b\2), any subsequent review of 
the decision of the Tax Court in the proceeding shall be 
made by such Court of Appeals.” 

(b) CLERICAL AMENDMENTS.—The text of subsection (a) of section 
7482 (as in effect before the amendment made by subsection (a)) is 
moved below the subsection heading and 2 ems to the right (so that 
the left margin of such text is aligned with the left margin of the 
paragraph (2) added by subsection (a)) and amended by inserting 
before such text “(1) IN GENERAL.— 

(c) EFFECTIVE DaTte.—The amendments made by this section shall 
apply to any order of the Tax Court entered after the date of the 
enactment of this Act. 


SEC. 1559. CHANGES RELATING TO ANNUITIES FOR SURVIVING SPOUSES 
AND DEPENDENT CHILDREN OF TAX COURT JUDGES. 


(a) INCREASES IN SALARY DEDUCTIONS, AND AUTHORIZATIONS OF 
nn FoR Tax Court JupGEes Survivors ANNUITY 
UND.— 
(1) INCREASES IN SALARY DEDUCTIONS.— 

(A) Subsection (c) of section 7448 (relating to salary deduc- 
tions) is amended by striking out “3 percent” and inserting 
in lieu thereof “3.5 percent”. 

(B) Subsection (d) of section 7448 (relating to deposits in 
survivors annuity fund) is amended by striking out “3 
percent” the second place it appears and inserting in lieu 
thereof “8.5 percent”. 

(2) AUTHORIZATION OF APPROPRIATIONS.— 

(A) IN GENERAL.—Subsection (c) of section 7448 is 

amended— 
(i) by striking out “(c) SaLarY DepucTions.—There” 
and inserting in lieu thereof the following: 
“(c) Survivors ANNUITY FunD.— 
“(1) SALARY DEDUCTIONS.—There’”’, 

(ii) by moving the text of such subsection 2 ems to the 
right, and 

(iii) by adding at the end thereof the following new 
paragraph: 

“(2) APPROPRIATIONS WHERE UNFUNDED LIABILITY.— 

“(A) IN GENERAL.—Not later than the close of each fiscal 
year, there shall be deposited in the Treasury of the United 
States to the credit of the survivors annuity fund, in accord- 
ance with such procedures as may be prescribed by the 
Comptroller General of the United States, amounts re- 
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quired to reduce to zero the unfunded liability (if any) of 
such fund. Subject to appropriation Acts, such deposits 
shall be taken from sums available for such fiscal year for 
the payment of amounts described in subsection (a\(4), and 
shall immediately become an integrated part of such fund. 

“(B) ExcepTtion.—The amount required by subparagraph 
(A) to be deposited in any fiscal year shall not exceed an 
amount equal to 11 percent of the aggregate amounts de- 
scribed in subsection (a4) paid during such fiscal year. 

“(C) UNFUNDED LIABILITY DEFINED.—For purposes of 
subparagraph (A), the term ‘unfunded liability’ means the 
amount estimated by the Secretary to be equal to the excess 
(as of the close of the fiscal year involved) of— 

“(i) the present value of all benefits payable from the 
survivors annuity fund (determined on an annual basis 
in actordance with section 9503 of title 31, United 

. State Code), over 

“(ii the sum of— 

“(I) the present values of future deductions 
under subsection (c) and future deposits under 
subsection (d), plus 

“(II) the balance in such fund as of the close of 
such fiscal year. 

“(D) AMOUNTS NOT CREDITED TO INDIVIDUAL ACCOUNTS.— 
Amounts appropriated pursuant to this paragraph shall not 
be credited to the account of any individual for purposes of 
subsection, (g).”’ 

(B) CONFORMING AMENDMENT.—Subsection (h) of section 
7448 is amended by striking out “subsection (c)”’ and insert- 
ing in lieu thereof “subsection (c)(1)’. 

. (b) INCREASES IN ANNUITIES PAYABLE From Survivors ANNUITY 
UND.— ’ 
(1) ANNUITIES FOR SURVIVING SPOUSES.— 

(A) INCREASE IN ANNUITY.—Subsection (m) of section 7448 
(relating to computation of annuities) is amended— 

(i) by striking out “1% percent” and inserting in lieu 
thereof “1.5 percent”, and 

(ii) by striking out “but such annuity shall not” and 

“ all that follows down through the end thereof and 

inserting in lieu thereof “except that such annuity 

' shall not exceed an amount equal to 50 percent of such 

average annual salary, nor be less than an amount 
equal to 25 percent of such average annual salary, and 
shall be further reduced in accordance with subsection 
(d) (if applicable).” 

(B) ANNUITY TO TERMINATE ON REMARRIAGE ONLY IF 
SPQUSE NOT 55.—The second sentence of section 7448(h) is 
amended by striking out “or remarriage” and inserting in 
lieu thereof “or such surviving spouse’s remarriage before 
attaining age 55”. 

(2) ANNUITIES FOR SURVIVING DEPENDENT CHILDREN.— 

(A) ANNUITY WHERE SURVIVING SPOUSE.—Paragraph (2) of 
section 7448(h) (relating to entitlement to annuity) is 
amended by striking out all that follows “equal to” and 
inserting in lieu thereof the following: 

“the lesser of— 
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“(A) 10 percent of the average annual salary of such 
judge (determined in accordance with subsection (m)), or 

“(B) 20 percent of such average annual salary, divided by 
the number of such children; or’. 

(B) ANNUITY WHERE NO SURVIVING SPOUSE.—Paragraph 
(3) of section 7448(h) is amended by striking out all that 
follows “equal to” and inserting in lieu thereof the 
following: 

“the lesser of— 

“(A) 20 percent of the average annual salary of such 
judge (determined in accordance with subsection (m)), or 

“(B) 40 percent of such average annual salary, divided by 
the number of such children.” 

(c) AUTHORITY To ELECT TERMINATION OF PARTICIPATION IN SURVI- 
vor ANNUITY PROGRAM.— 

(1) IN GENERAL.—Subsection (g) of section 7448 is amended by 
inserting “or if any judge ceases to be married after making the 
election under subsection (b) and revokes (in a writing filed as 
provided in subsection (b)) such election” after “1939”. 

(2) CONFORMING AMENDMENT.—The subsection heading for 
such subsection (g) is amended by striking out “or SERVICE”. 

(d) EFFEcTIVE DateE.-- 

(1) SALARY DEDUCTIONS.— 

(A) The amendment made by subsection (a(1A) shall 
apply to amounts paid after November 1, 1986. 

(B) The amendment made by subsection (a)(1)B) shall 
apply to service after November 1, 1986. 

(2) APPROPRIATIONS.—The amendments made by subsection 
(a2) shall apply to fiscal years beginning after 1986. 

(3) COMPUTATION OF ANNUITIES.—The amendments made by 
subsection (b) shall apply to annuities the starting date of which 
is after November 1, 1986. 

(4) OPPORTUNITY TO REVOKE SURVIVOR ANNUITY ELECTION.— 

(A) IN GENERAL.—Any individual who before November 1, 
1986, made an election under subsection (b) of section 7448 
of the Internal Revenue Code of 1954 may revoke such 
election. Such a revocation shall constitute a complete with- 
drawal from the survivor annuity program provided for in 
such section and shall be filed as provided for elections 
under such subsection. 

(B) EFFECT OF REVOCATION.—Any revocation under 
subparagraph (A) shall have the same effect as if there 
were a termination to which section 7448(g) of such Code 
applies on the date such revocation is filed. 

(C) PERIOD REVOCATION PERMITTED.—Any revocation 
under subparagraph (A) may be made only during the 180- 
day period beginning on the date of the enactment of this 
Act. 

(5) OPPORTUNITY TO ELECT SURVIVOR ANNUITY WHERE PRIOR 
REVOCATION.—Any individual who under paragraph (4) revoked 
an election under subsection (b) of section 7448 of such Code 
may thereafter make such an election only if such individual 
deposits to the credit of the survivors annuity fund under 
subsection (c) of such section the entire amount paid to such 
individual under paragraph (4), together with interest computed 
as provided in subsection (d) of such section. 
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Subtitle G—Tax Administration Provisions 


SEC. 1561. SUSPENSION OF STATUTE OF LIMITATIONS IF THIRD-PARTY 
RECORDS NOT PRODUCED WITHIN 6 MONTHS AFTER SERV- 
ICE OF SUMMONS. 


(a) IN GENERAL.—Subsection (e) of section 7609 (relating to special 
procedures for third-party summonses) is amended to read as 
follows: 

“(e) SUSPENSION OF STATUTE OF LIMITATIONS.— 

“(1) SUBSECTION (b) ACTION.—If any person takes any action 
as provided in subsection (b) and such person is the person with 
respect to whose liability the summons is issued (or is the agent, 
nominee, or other person acting under the direction or control 
of such person), then the running of any period of limitations 
under section 6501 (relating to the assessment and collection of 
tax) or under section 6531 (relating to criminal prosecutions) 
with respect to such person shall be suspended for the period 
during which a proceeding, and appeals therein, with respect to 
the enforcement of such summons is pending. 

“(2) SUSPENSION AFTER 6 MONTHS OF SERVICE OF SUMMONS.—In 
the absence of the resolution of the third-party recordkeeper’s 
response to the summons described in subsection (c), the run- 
ning of any period of limitations under section 6501 or under 
section 6531 with respect to any person with respect to whose 
liability the summons is issued other (other than a person 
taking action as provided in subsection (b)) shall be suspended 
for the period— 

“(A) beginning on the date which is 6 months after the 
service of such summons, and 
“(B) ending with the final resolution of such response.” 

(b) Notice or SUSPENSION IN THE CASE OF A JOHN DoE SUMMONS.— 
Section 7609(i) (relating to duty of third-party recordkeeper) is 
amended by adding at the end thereof the following new paragraph: 

“(4) NOTICE OF SUSPENSION OF STATUTE OF LIMITATIONS IN THE 
CASE OF A JOHN DOE SUMMONS.—In the case of a summons 
described in subsection (f) with respect to which any period of 
limitations has been suspended under subsection (eX2), the 
third-party recordkeeper shall provide notice of such suspension 
to any person described in subsection (f).” 

(c) ErrectivE Date.—The amendments made by this section shall 
take effect on the date of the enactment of this Act. 


SEC. 1562. AUTHORITY TO RESCIND NOTICE OF DEFICIENCY WITH 
TAXPAYER'S CONSENT. 


(a) In GENERAL.—Section 6212 (relating to notice of deficiency) is 
amended by adding at the end thereof the following new subsection: 

“(d) AutHority To Rescinp Notice or Dericrency WitH Tax- 
PAYER’S CONSENT.—The Secretary may, with the consent of the 
taxpayer, rescind any notice of deficiency mailed to the taxpayer. 
Any notice so rescinded shall not be treated as a notice of deficiency 
for purposes of subsection (c)\(1) (relating to further deficiency letters 
restricted), section 6213(a) (relating to restrictions applicable to 
deficiencies; petition to Tax Court), and section 6512(a) (relating to 
limitations in case of petition to Tax Court), and the taxpayer shall 
have no right to file a petition with the Tax Court based on such 
notice.” 
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(b) ErrectivE Date.—The amendment made by this section shall 
apply to notices of deficiency issued on or after January 1, 1986. 


SEC. 1563. AUTHORITY TO ABATE INTEREST DUE TO ERRORS OR DELAYS 
BY THE INTERNAL REVENUE SERVICE. 


(a) IN GENERAL.—Section 6404 (relating to abatements) is 
amended by adding at the end thereof the following new subsection: 

“(e) ASSESSMENTS OF INTEREST ATTRIBUTABLE TO ERRORS AND 
De.ays BY INTERNAL REVENUE SERVICE.— 

“(1) IN GENERAL.—In the case of any assessment of interest 
on— 

“(A) any deficiency attributable in whole or in part to any 
error or delay by an officer or employee of the Internal 
Revenue Service (acting in his official capacity) in perform- 
ing a ministerial act, or 

“(B) any payment of any tax described in section 6212(a) 
to the extent that any delay in such payment is attributable 
to such an officer or employee being dilatory in performing 
a ministerial act, 

the Secretary may abate the assessment of all or any part of 
such interest for any period. For purposes of the preceding 
sentence, an error or delay shall be taken into account only if 
no significant aspect of such error or delay can be attributed to 
the taxpayer involved, and after the Internal Revenue Service 
has contacted the taxpayer in writing with respect to such 
deficiency or payment. 

“(2) INTEREST ABATED WITH RESPECT TO ERRONEOUS REFUND 
CHECK.—The Secretary shall abate the assessment of all interest 
on any erroneous refund under section 6602 until the date 
demand for repayment is made, unless— 

“(A) the taxpayer (or a related party) has in any way 
caused such erroneous refund, or 

“(B) such erroneous refund exceeds $50,000.” 

(b) Errective Date.— 

(1) IN GENERAL.—The amendment made by subsection (a) 
shall apply to interest accruing with respect to deficiencies or 
payments for taxable years beginning after December 31, 1978. 

(2) STATUTE OF LIMITATIONS.—If refund or credit of any 
amount resulting from the application of the amendment made 
by subsection (a) is prevented at any time before the close of the 
date which is 1 year after the date of the enactment of this Act 
by the operation of any law or rule of law (including res 
judicata), refund or credit of such amount (to the extent attrib- 
utable to the application of the amendment made by subsection 
(a)) may, nevertheless, be made or allowed if claim therefore is 
filed before the close of such 1-year period. 


SEC. 1564. SUSPENSION OF COMPOUNDING WHERE INTEREST ON 
DEFICIENCY SUSPENDED. 


(a) In GENERAL.—Subsection (c) of section 6601 (relating to suspen- 
sion of interest in certain income, estate, gift, and certain excise 
taxes cases) is amended by inserting before the period at the end 
thereof “and interest shall not be imposed during such period on 
any interest with respect to such deficiency for any prior period”. 

(b) ErrectivE DatE.— 

(1) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to interest accruing after December 31, 1982. 
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(2) STATUTE OF LIMITATIONS.—If refund or credit of any 
amount resulting from the application of the amendment made 
by subsection (a) is prevented at any time before the close of the 
date which is 1 year after the date of the enactment of this Act 
by the operation of any law or rule of law (including res 
judicata), refund or credit of such amount (to the extent attrib- 
utable to the application of the amendment made by subsection 
(a)) may, nevertheless, be made or allowed if claim therefore is 
filed before the close of such 1-year period. 


SEC. 1565. CERTAIN SERVICE-CONNECTED DISABILITY PAYMENTS 
EXEMPT FROM LEVY. 


(a) ExEMPTION From Levy.—Subsection (a) of section 6334 (relat- 
ing to the enumeration of property exempt from levy) is amended by 
adding at the end thereof the following new paragraph: 

“(10) CERTAIN SERVICE-CONNECTED DISABILITY PAYMENTS.—Any 
amount payable to an individual as a service-connected (within 
the meaning of section 101(16) of title 38, United States Code) 
disability benefit under— 

“(A) subchapter II, IV, or VI of chapter 11 of such title 38, 
a'r subchapter I, II, or III of chapter 19 of such title 

, or 

“(C) chapter 21, 31, 32, 34, 35, 37, or 39 of such title 38.” 

(b) ErrectivE Date.—The amendment made by this section shall 
apply to amounts payable after December 31, 1986. 


SEC. 1566. INCREASE IN VALUE OF PERSONAL PROPERTY SUBJECT TO 
CERTAIN LISTING AND NOTICE PROCEDURES. 


(a) IN GeNERAL.—Section 7325 (relating to personal property 
valued at $2,500 or less) is amended by striking out “$2,500” each 
place it appears (including the section heading) and inserting in lieu 
thereof “$100,000”. 

(b) INCREASE IN AMOUNT OF BonD By CLAIMANT.—Paragraph (3) of 
section 7325 is amended by striking out “$250” and inserting in lieu 
thereof “$2,500”. 

(c) TECHNICAL AMENDMENT.—Paragraph (4) of section 7103(b) is 
amended by striking out “$1,000” and inserting in lieu thereof 
“$100,000”. 

(d) CLERICAL AMENDMENT.—The item relating to section 7325 in 
the table of sections for part II of subchapter C of chapter 75 is 
amended by striking out “$2,500” and inserting in lieu thereof 
“$100,000”. 

(e) ErrectivE Date.—The amendments made by this section shall 
take effect on the date of the enactment of this Act. 


SEC. 1567. CERTAIN RECORDKEEPING REQUIREMENTS. 


(a) IN GENERAL.—For purposes of sections 132 and 274 of the 
Internal Revenue Code of 1954, use of an automobile by a special 
agent of the Internal Revenue Service shall be treated in the same 
manner as use of an automobile by an officer of any other law 
enforcement agency. 

(b) Errective Date.—The provisions of this section shall take 
effect on January 1, 1985. 





100 STAT. 2764 PUBLIC LAW 99-514—OCT. 22, 1986 


SEC. 1568. DISCLOSURE OF RETURNS AND RETURN INFORMATION TO 
CERTAIN CITIES. 


(a) In GENERAL.—Subsection (b) of section 6103 (relating to defini- 
tions for confidentiality and disclosure of returns and return 
information) is amended— 

(1) by striking out paragraph (5) and inserting in lieu thereof 
the following: 
“(5) State.—The term ‘State’ means— 

“(A) any of the 50 States, the District of Columbia, the 
Commonwealth of Puerto Rico, the Virgin Islands, the 
Canal Zone, Guam, American Samoa, the Commonwealth 
of the Northern Mariana Islands, the Republic of the Mar- 
shall Islands, the Federated States of Micronesia, and the 
Republic of Palau, and 

(B) for purposes of subsections (a\(2), (b\(4), (dX), (hX4), 
and (p) any municipality— 

“(i) with a population in excess of 2,000,000 (as deter- 
mined under the most recent decennial United States 
census data available), 

“(ii) which imposes a tax on income or wages, and 

“(iii) with which the Secretary (in his sole 2 moat 
— entered into an agreement regarding disclosure.” 


(2) by Sadie at the end thereof the eae new possgrest: 
“(10) CHIEF EXECUTIVE OFFICER.—The term ‘chief executive 
officer’ means, with respect to any municipality, any elected 
official and the chief official (even if not elected) of such 
municipality.” 
(b) ErFectivE Date.—The amendments made by this section shall 
take effect on the date of the enactment of this Act. 


SEC. 1569. TREATMENT OF CERTAIN FORFEITURES. 


(a) In GENERAL.—Subsection (i) of section 6323 is amended by 
adding at the end thereof the following new paragraph: 

“(3) ForFEITURES.—For purposes of this subchapter, a forfeit- 
ure under local law of property seized by a law enforcement 
agency of a State, county, or other local governmental subdivi- 
sion shall relate back to the time of seizure, except that this 
ale shall not apply to the extent that under local law the 

older of an intervening claim or interest would have priority 
over the interest of the State, county, or other local govern- 
mental subdivision in the property.” 
(b) ErrectivE Date.—The amendment made by this section shall 
take effect on the date of the enactment of this Act. 


SEC. 1570. PROCEDURE AT TAX SALE OF SEIZED PROPERTY WHERE NO 
PERSON OFFERS MINIMUM PRICE. 


(a) In GENERAL.—Paragraph (1) of section 6335(e) (relating to 
manner and conditions of sale of seized property) is amended to read 
as follows: 

“(1) IN GENERAL.— 

“(A) DETERMINATIONS RELATING TO MINIMUM PRICE.— 
Before the sale of property seized by levy, the Secretary 
shall determine— 

“(i) a minimum price for which such property shall 
be sold (taking into account the expense of making the 
levy and conducting the sale), and 
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“(ii) whether, on the basis of criteria prescribed by 
the Secretary, the purchase of such property by the 
United States at such minimum price would . in the 
best interest of the United States. 

“(B) SALE TO HIGHEST BIDDER AT OR ABOVE MINIMUM 
PRICE.—If, at the sale, one or more persons offer to purchase 
such property for not less than the amount of the minimum 

_ the property shall be declared sold to the highest 
idder. 

“(C) PROPERTY DEEMED SOLD TO UNITED STATES AT MINI- 
MUM PRICE IN CERTAIN CASES.—If no person offers the 
amount of the minimum price for such property at the sale 
and the Secretary has determined that the purchase of such 
property by the United States would be in the best interest 
of the United States, the property shall be declared to be 
sold to the United States at such minimum price. 

“(D) RELEASE TO OWNER IN OTHER CASES.—If, at the sale, 
the property is not declared sold under subparagraph (B) or 
(C), the property shall be released to the owner thereof and 
the expense of the levy and sale shall be added to the 
amount of tax for the collection of which the levy was 
made. Any property released under this subparagraph shall 
remain subject to any lien imposed by subchapter C.” 

(b) Errective Date.—The amendment made by subsection (a) 
shall apply to— 
property seized after the date of the enactment of this Act, 
an 
(2) property seized on or before such date which is held by the 
United States on such date. 


SEC. 1571. MODIFICATION OF TIPS ALLOCATION METHOD. 


Effective for any payroll period beginning after December 31, 
1986, an establishment may utilize the optional method of tips 
allocation described in the last sentence of section 31.6053-3(f(1Miv) 
of the Internal Revenue Regulations only if such establishment 
employs less than the equivalent of 25 full-time employees during 
such payroll period. 


SEC. 1572. TREATMENT OF FORFEITURES OF LAND SALES CONTRACTS 
FOR PURPOSES OF DISCHARGE OF LIENS. 


(a) AMENDMENT OF SECTION 7425(c).—Subsection (c) of section 7425 
(relating to special rules for discharge of liens) is amended by adding 
at the end thereof the following new paragraph: 

“(4) FORFEITURES OF LAND SALES CONTRACTS.—For purposes of 
subsection (b), a sale of property includes any forfeiture of a 
land sales contract.” 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) shall 
apply to forfeitures after the 30th day after the date of the enact- 
ment of this Act. 


Subtitle H—Miscellaneous Provisions 


SEC. 1581. WITHHOLDING ALLOWANCES TO REFLECT NEW RATE 
SCHEDULES. 


(a) In GENERAL.—The Secretary of the Treasury or his delegate 
shall modify the withholding schedules and withholding exemption 
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certificates under section 3402 of the Internal Revenue Code of 1954 
to better approximate actual tax liability under the amendments 
made by this Act. 
(b) CERTAIN DECREASES IN WITHHOLDING Not PERMITTED.—Subsec- 
tion (i) of section 3402 is amended by striking out “or decreases’. 
(c) EMPLOYER’s REsPONSIBILITY.—If an employee has not filed a 
revised withholding allowance certificate before October 1, 1987, the 
employer shall withhold income taxes from the employee’s wages— 
(1) as if the employee claimed 1 withholding allowance, if the 
employee checked the “single” box on the employee’s previous 
withholding allowance certificate, or 
(2) as if the employee claimed 2 withholding allowances, if the 
employee checked the “married” box on the employee’s pre- 
vious withholding allowance certificate. 


SEC. 1582. REPORT ON RETURN-FREE SYSTEM. 


(a) Report.—The Secretary of the Treasury or his delegate shall 
prepare a report on a return-free system for the Federal income tax 
of individuals. Such report shall include— 

(1) the identification of classes of individuals who would be 
permitted to use a return-free system, 

(2) how such a system would be phased in, 

(3) what additional resources the Internal Revenue Service 
would need to carry out such a system, and 

(4) the types of changes to the Internal Revenue Code of 1954 
which would inhibit or enhance the use of such a system. 

(b) Due Date.—The report under subsection (a) shall be submit- 
ted, not later than 6 months after the date of the enactment of this 
Act, to the Committee on Ways and Means of the House of Rep- 
resentatives and the Committee on Finance of the Senate. 


TITLE XVI—EXEMPT AND NONPROFIT 
ORGANIZATIONS 


SEC. 1601. CERTAIN DISTRIBUTIONS OF LOW COST ARTICLES AND EX- 
CHANGES AND RENTALS OF MEMBER LISTS BY CERTAIN 
ORGANIZATIONS NOT TO BE TREATED AS UNRELATED TRADE 
OR BUSINESS. 


(a) In GenEeRAL.—Section 513 (defining unrelated trade or busi- 
ness) is amended by adding at the end thereof the following new 
subsection: 

“(h) Certain DistrinuTions oF Low Cost ArtTICLES WITHOUT 
ee To PURCHASE AND EXCHANGES AND RENTALS OF MEMBER 

ISTS.— 

“(1) IN GENERAL.—In the case of an organization which is 
described in section 501 and contributions to which are deduct- 
ible under paragraph (2) or (3) of section 170(c), the term ‘unre- 
lated trade or business’ does not include— 

“(A) activities relating to the distribution of low cost 
articles if the distribution of such articles is incidental to 
the solicitation of charitable contributions, or 

“(B) any trade or business which consists of— 

“(i) exchanging with another such organization 
names and addresses of donors to (or members of) such 
organization, or 
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“(ii) renting such names and addresses to another 
such organization. 

“(2) LoW COST ARTICLE DEFINED.—For purposes of this 
subsection— 

““(A) IN GENERAL.—The term ‘low cost article’ means any 
article which has a cost not in excess of $5 to the organiza- 
tion which distributes such item (or on whose behalf such 
item is distributed). 

“(B) AGGREGATION RULE.—If more than 1 item is distrib- 
uted by or on behalf of an — to a single distribu- 
tee in any calendar year, the aggregate of the items so 
distributed in such calendar year to such distributee shall 
be treated as 1 article for purposes of subparagraph (A). 

“(C) INDEXATION OF $5 AMOUNT.—In the case of any tax- 
able year beginning in a calendar oe after 1987, the $5 
amount in subparagraph (A) shall be increased by an 
amount equal to— 

“(i) $5, multiplied by 

“(ii) the cost-of-living adjustment determined under 
section 1(f(3) for the calendar year in which the tax- 
able year begins. 

“(3) DisTRIBUTION WHICH IS INCIDENTAL TO THE SOLICITATION OF 
CHARITABLE CONTRIBUTIONS DESCRIBED.—For purposes of this 
subsection, any distribution of low cost articles by an organiza- 
tion shall be treated as a distribution incidental to the solicita- 
tion of charitable contributions only if— 

“(A) such distribution is not made at the request of the 
distributee, 

“(B) such distribution is made without the express con- 
sent of the distributee, and 

“(C) the articles so distributed are accompanied by— 

“(i) a request for a charitable contribution (as defined 
in section 170(c)) by the distributee to such organiza- 
tion, and 

“(ii) a statement that the distributee may retain the 
low cost article regardless of whether such distributee 
makes a charitable contribution to such organization.” 

(b) ErrectivE Date.—The amendment made by this section shall 
apply to distributions of low cost articles and exchanges and rentals 
of member lists after the date of the enactment of this Act. 


SEC. 1602. EDUCATIONAL ACTIVITIES AT CONVENTION AND TRADE 
SHOWS. 


(a) CeRTAIN EpucATIONAL Activities TREATED AS CONVENTION AND 
TRADE SHow ActivitiEs.—Section 513(dX3XB) (defining to qualified 
convention and trade show activity) is amended by inserting after 
“industry in general” the following: “or to educate persons in 
attendance regarding new developments or products and services 
related to the exempt activities of the organization 

(b) QUALIFYING ORGANIZATIONS.—Section 513(dX3XC) (defining 
qualifying organization) is amended— 

(1) by striking out “501(c) (5) or (6)” and inserting in lieu 
thereof “501(c) (3), (4), (5), or (6)”, and 

(2) by inserting before the period at the end thereof the 
following: “or which educates persons in attendance regarding 
new developments or products and services related to the 
exempt activities of the organization”. 
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(c) ErrectiveE Date.—The amendments made by this section shall 
apply to activities in taxable years beginning after the date of the 
enactment of this Act. 


SEC. 1603. TAX EXEMPTION FOR CERTAIN TITLE-HOLDING COMPANIES. 


(a) IN GENERAL.—Section 501(c) (relating to the list of exempt 
organizations) is amended by adding at the end thereof the following 
new paragraph: 

“(25(A) Any corporation or trust which— 

‘i) has no more than 35 shareholders or beneficiaries, 

“(ii) has only 1 class of stock or beneficial interest, and 

“(iii) is organized for the exclusive purposes of— 

“(I acquiring real property and holding title to, and 
collecting income from, such property, and 

“(II) remitting the entire amount of income from 
such property (less expenses) to 1 or more organizations 
described in subparagraph (C) which are shareholders 
of such corporation or beneficiaries of such trust. 

“(B) A corporation or trust shall be described in subparagraph 
(A) without regard to whether the corporation or trust is orga- 
nized by 1 or more organizations described in subparagraph (C). 

“(C) An organization is described in this subparagraph if such 
organization is— 

“(i) a qualified pension, profit sharing, or stock bonus 
plan that meets the requirements of section 401(a), 
age governmental plan (within the meaning of section 

“(iii) the United States, any State or political subdivision 
thereof, or any agency or instrumentality of any of the 
foregoing, 

“Qv) any organization described in a (3), or 

“(v) any organization described in this paragraph. 

“(D) A corporation or trust described in this paragraph must 
permit its shareholders or beneficiaries— 

“(i) to dismiss the corporation’s or trust’s investment 
adviser, following reasonable notice, upon a vote of the 
shareholders or beneficiaries holding a majority of interest 
in the corporation or trust, and 

“(ii) to terminate their interest in the corporation or trust 
by either, or both, of the following alternatives, as deter- 
mined by the corporation or trust: 

“(D by selling or exchanging their stock in the cor- 
poration or interest in the trust (subject to any Federal 
or State securities law) to any organization described in 
subparagraph (C) so long as the sale or exchange does 
not increase the number of shareholders or bene- 
ficiaries in such corporation or trust above 35, or 

“(II) by having their stock or interest redeemed by 
the corporation or trust after the shareholder or bene- 

as provided 90 days notice to such corporation 


(b) CLericaL AMENDMENT. —Subparagraph (C) of section 514(cX9) 
(relating to real property acquired by a qualified organization) is 
amended— 

(1) by striking out “or” at the end of clause (i), 
(2) by striking out the period following clause (ii) and insert- 
ing in lieu thereof “; or’, and 
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(3) by adding at the end thereof the following new clause: 
“(iii) an organization described in section 501(c\(25).” 
(c) ErrectivE Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1986. 


SEC. 1604. EXCEPTION TO MEMBERSHIP ORGANIZATION DEDUCTION 
RULES. 


(a) IN GENERAL.—Subsection (b) of section 277 (relating to deduc- 
tions incurred by certain membership organizations in transactions 
with members) is amended— 

(1) by striking out “or” at the end of paragraph (2), 

(2) by striking out the period “ the end of paragraph (3) and 
inserting in lieu thereof “, or”, and 

(3) by adding at the end thereof the following new paragraph: 

“(4) which is engaged primarily in the gathering and distribu- 
tion of news to its members for publication.” 

(b) ErrectivE Date.—The amendment made by this section shall 
apply to taxable years beginning after the date of the enactment of 
this Act. 


SEC. 1605. TAX-EXEMPT STATUS FOR AN ORGANIZATION INTRODUCING 
INTO PUBLIC USE TECHNOLOGY DEVELOPED BY QUALIFIED 
ORGANIZATIONS. 


(a) In GENERAL.—For purposes of the Internal Revenue Code of 
1986, an organization shall be treated as an organization orga- 
nized and operated exclusively for charitable purposes if such 
organization— 

(1) is organized and operated exclusively— 
(A) to provide for (directly or by arranging for and super- 
vising the performance by independent contractors)— 
(i) reviewing technology disclosures from qualified 
organizations, 
(ii) obtaining protection for such technology through 
patents, copyrights, or other means, and 
(iii) licensing, sale, or other exploitation of such 
en 
(B) to distribute the income therefrom, to such qualified 
organizations after paying expenses and other amounts 
—— with the originating qualified organizations, 
an 


(C) to make research grants to such qualified 
organizations, 

(2) regularly provides the services and research grants de- 
scribed in paragraph (1) exclusively to 1 or more qualified 
organizations, except that research grants may be made to such 
qualified organizations through an organization which is con- 
trolled by 1 or more organizations each of which— 

(A) is an organization described in section 501(c\(3) of the 
Internal Revenue Code of 1986 or the income of which is 
excluded from taxation under section 115 of such Code, and 

(B) m a. be a recipient of the services or research grants 
described in paragraph (1), 

(3) derives at least 80 percent of its gross revenues from 
apy services to qualified organizations located in the same 

tate as the State in which such organization has its principal 
office, and 

(4) was incorporated on July 20, 1981. 
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(b) QUALIFIED ORGANIZATIONS.—For purposes of this section, the 
term “qualified organization” has the same meaning given to such 
term by subparagraphs (A) and (B) of section 41(eX6) (as redesig 
nated by section 231(dX2)) of the Internal Revenue Code of 1986. 

(c) TREATMENT OF INVESTMENT IN A TECHNOLOGY TRANSFER SERV- 
ICE ORGANIZATION.— 

(1) IN GENERAL.—A qualified investment made by a private 
foundation in an organization described in subparagraph (C) 
shall be treated as an investment described in section 4944(c) of 
the Internal Revenue Code of 1986 and shall not result in 
imposition of taxes under section 4941, 4943, 4944, 4945, or 
507(c) of such Code. 

(2) DeFtn1T1I0ONs.—For purposes of this subsection— 

(A) QUALIFIED INVESTMENT.—The term “qualified invest- 
ment” means a transfer by a private foundation of— 
(i) all of the patents, copyrights, know-how, and other 
ner or rights thereto of the private foundation, 
an 


(ii) investment assets, net receivables, and cash not 

exceeding $35,000,000, 
to such organization in exc e for debt. 

(B) PRIVATE FOUNDATION.—The term “private founda- 
tion” means— 

(i) a nonprofit corporation which was incorporated 
before 1913 which is described in sections 501(cX3) and 
509(a) of such Code, and which is exempt from taxation 
under section 501(a) of such Code, and 

(ii) the principal purposes of which are to support 
research by and to provide technology transfer services 
bo ar aga described in section 170(bX1\A) of such 

e— 

(I) which are exempt from taxation under section 
501(a) of such Code, or 

(II) the income of which is excluded from tax- 
ation under section 115 of such Code. 

(C) TECHNOLOGY TRANSFER ORGANIZATION.—The term 
“technol transfer organization” means a corporation 
established after the date of the enactment of this Act— 

(i) which is organized and operated to advance the 
public welfare through the provision of technology 
transfer services to research organizations, 

(ii) no part of the net earnings of which inures to the 
benefit of, or is distributable to, any private share- 
holder, individual, or entity, other than a private 
foundation or research organization, 

(iii) which does not participate in, or intervene in 
(including the publishing or distributing of statements) 
any political campaign on behalf of any candidate for 
public office, 

(iv) no substantial part of the activities of which is 
carrying on propaganda, or otherwise attempting, to 
influence legislation, and 

(v) upon liquidation or dissolution of which all of its 
net assets can be distributed only to research 
organizations. 

(d) Errective Date.—This section shall take effect on the date of 
the enactment of this Act. 
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SEC. 1606. DEFINITION OF GOVERNMENT OFFICIAL. 


(a) In GENERAL.—Paragraph (5) of section 4946(c) of the Internal 
Revenue Code of 1986 (relating to government official) is amended 
by striking out “$15,000” and inserting in lieu thereof “$20,000”. 

(b) Errective Date.—The amendment made by this section shall 
apply to compensation received after December 31, 1985. 


SEC. 1607. TRANSITION RULE FOR ACQUISITION INDEBTEDNESS WITH RE- 
SPECT TO CERTAIN LAND. 


For purposes of applying section 514(c) of the Internal Revenue 
Code of 1986, with respect to a disposition during calendar year 1986 
or calendar year 1987 of land acquired during calendar year 1984, 
the term “acquisition indebtedness” does not include indebtedness 
incurred in connection with bonds issued after January 1, 1984, and 
before July 19, 1984, on behalf of an organization which is a commu- 
nity college and which is described in section 511(aX2XB) of such 
Code. 


SEC. 1608. TREATMENT OF CERTAIN AMOUNTS PAID TO OR FOR THE 
BENEFIT OF CERTAIN INSTITUTIONS OF HIGHER EDUCATION. 


(a) IN GeNERAL.—Amounts paid by a taxpayer to or for the benefit 
of an institution of higher education described in paragraph (1) or (2) 
of subsection (b) (other than amounts separately paid for tickets) 
which would otherwise qualify as a charitable contribution within 
the meaning of section 170 of the Internal Revenue Code of 1986 
shall not be disqualified because such taxpayer receives the right to 
seating or the right to purchase seating in an athletic stadium of 
such institution. 

(b) DescriseD INSTITUTIONS.— 

(1) An institution is described in this paragraph, if— 

— ~'. institution was mandated by a State constitution 
in 1876, 

(B) such institution was established by a State legislature 
in March 1881, and is located in a State capital pursuant to 
a statewide election in September 1981, 

(C) the campus of such institution formally opened on 
September 15, 1883, and 

(D) such institution is operated under the authority of a 9- 
member board of regents appointed by the governor. 

(2) An institution is described in this paragraph if such 
institution has an athletic stadium— 

(A) the plans for renovation of which were approved by a 
board of supervisors in December 1984, and reaffirmed by 
such board in December 1985 and January 1986, and 

(B) the plans for renovation of which were approved by a 
State board of ethics for public employees in February 1986. 

(c) Errective Date.—The provisions of this section shall apply to 
amounts paid in taxable years beginning on or after January 1, 
1984. 
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TITLE XVII—MISCELLANEOUS 
PROVISIONS 


SEC. 1701. EXTENSION AND MODIFICATION OF TARGETED JOBS CREDIT. 


(a) 3-YEAR ExTENSION.—Paragraph (3) of section 51(c) (relating to 
termination) is amended by striking out “December 31, 1985” and 
inserting in lieu thereof “December 31, 1988”. 

(b) CREDIT For First-YEAR WAGES ONLY.— 

(1) IN GENERAL.—Section 51l(a) (relating to determination of 
amount of credit) is amended to read as follows: 

“(a) DETERMINATION OF AMOUNT.—For purposes of section 38, the 
amount of the targeted jobs credit determined under this section for 
the taxable year shall be equal to 40 percent of the qualified first- 
year wages for such year.” 

(2) CONFORMING AMENDMENTS.— 

(A) Subsection (b) of section 51 (defining qualified wages) 
is amended— 

(i) by striking out paragraph (3) and by redesignating 
paragraph (4) as paragraph (3), and 

(ii) by striking out “, and the amount of the 
qualified second-year wages,” in paragraph (3) (as so 
redesignated). 

(B) Subparagraph (B) of section 51(d)(12) (relating to quali- 
fied summer youth employee) is amended— 

(i) by striking out “50 percent” in clause (i) thereof 
and inserting in lieu thereof “40 percent”, 

(ii) by striking out clause (ii) and redesignating 
ane (iii) and (iv) as clauses (ii) and (iii), respectively, 
an 

(iii) by striking out “subsection (b)(4)” and inserting 
in lieu thereof “subsection (bX3)” in clause (iii) (as so 
redesignated). 

(c) ELIGIBLE INDIVIDUALS—PERIOD OF EMPLOYMENT.—Subsection (i) 
of section 51 (relating to certain individuals ineligible) is amended 
by adding at the end thereof the following new paragraph: 

“(3) INDIVIDUALS NOT MEETING MINIMUM EMPLOYMENT 
PERIOD.—No wages shall be taken into account under subsection 
— respect to any individual unless such individual 
either— 

“(A) is employed by the employer at least 90 days (14 days 
in the case of an individual described in subsection (d\(12)), 


or 
“(B) has completed at least 120 hours (20 hours in the 
case of an individual described in subsection (d)\(12)) of 
services performed for the employer.” 

(d) EXTENSION OF AUTHORIZATION.—Paragraph (2) of section 261(f) 
of the Economic Recovery Tax Act of 1981 is amended by striking 
out “fiscal years 1983, 1984, and 1985” and inserting in lieu thereof 
“fiscal years 1983, 1984, 1985, 1986, 1987, and 1988”. 

(e) ErrectivE Date.—The amendments made by this section shall 
apply with respect to individuals who begin work for the employer 
after December 31, 1985. 
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SEC. 1702. CERTAIN DIESEL FUEL TAXES MAY BE IMPOSED ON SALES TO 
RETAILERS. 


(a) In GENERAL.—Section 4041 (relating to imposition of tax on 
special fuels) is amended by adding at the end thereof the following 
new subsection: 

“(n) Tax ON Diese, FuEL ror HIGHWAY VEHICLE Use May Be 
IMPOSED ON SALE TO RETAILER.—Under regulations prescribed by the 
Secretary— 

“(1) IN GENERAL.—Upon the written consent of the seller, the 
tax imposed by subsection (aX1)— 

“(A) shall apply to the sale of diesel fuel to a qualified 
retailer (and such sale shall be treated as described in 
subsection (a)(1)(A)), and 

“(B) shall not apply to the sale of diesel fuel by such 
retailer or the use of diesel fuel described in subsection 
(aX1\B) if tax was imposed on such fuel under subpara- 
graph (A) of this paragraph. 

“(2) LIABILITY FOR VIOLATION OF CERTIFICATION.—Notwith- 
standing paragraph (1), a qualified retailer shall be liable for 
the tax on liquid described in paragraph (3\C\ii) if such liquid is 
used as fuel in a diesel-powered highway vehicle. 

“(3) DeFrin1T1IONs.—F or purposes of this subsection— 

“(A) QUALIFIED RETAILER.—The term ‘qualified retailer’ 
means any retailer— 

“(i) who elects (under such terms and conditions as 
may be prescribed by the Secretary) to have paragraph 
(1) apply to all sales of diesel fuel to such retailer by 
any person, and 

“(ii) who agrees to provide a written notice to such 
person that paragraph (1) applies to all sales of diesel 
fuel by such person to such retailer. 

Such election and notice shall be effective for such period or 
periods as may be prescribed by the Secretary. 

“(B) RerarLer.—The term ‘retailer’ means any person 
who sells diesel fuel for use as a fuel in a diesel-powered 
highway vehicle. Such term does not include any person 
who sells diesel fuel primarily for resale. 

“(C) DiESsEL FUEL.— 

“(i) IN GENERAL.—The term ‘diesel fuel’ means any 
liquid on which tax would be imposed by subsection 
(a1) if sold to a person, and for a use, described in 
subsection (a)(1)(A). 

“(ii) Exception.—A liquid shall not be treated as 
diesel fuel for purposes of this subsection if the retailer 
certifies in writing to the seller of such liquid that such 
liquid will not be sold for use as a fuel in a diesel- 
powered highway vehicle. 

“(4) FAILURE TO NOTIFY SELLER.— 

“(A) IN GENERAL.—If a qualified retailer fails to provide 
the notice described in paragraph (3\A)ii) to any seller of 
diesel fuel to such retailer— 

“(i) paragraph (1) shall not apply to sales of diesel 
fuel by such seller to such retailer during the period for 
which such failure continues, and 

“(ii) any diesel fuel sold by such seller to such retailer 
during such period shall treated as sold by such 
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retailer (in a sale described in subsection (a)(1A)) on 
the date such fuel was sold to such retailer. 
“(B) PENALTY.—For penalty for failing to notify seller, see 
section 6652()). 

“(5) EXEMPTIONS NOT TO APPLY.— 

“(A) IN GENERAL.—No exemption from the tax imposed 
by subsection (a)(1) shall apply to a sale to which paragraph 
(1) or (4A) of this subsection applies. 

“(B) Cross REFERENCE.— 

“For provisions allowing a credit or refund for certain sales and uses of 

fuel, see sections 6416 and 6427.” 

(b) Penatty.—Section 6652 (relating to failure to file certain 
information returns, registration statements, etc.), as amended by 
section 1501(d), is amended by redesignating subsection (j) as subsec- 
tion (k) and by inserting after subsection (i) the following new 
subsection: 

“G) FarturE To Give Written Notice To CERTAIN SELLERS OF 
DiEsEL FUEL.— 

“(1) IN GENERAL.—If any qualified retailer fails to provide the 
notice described in section 4041(n\83Aii) to any seller of diesel 
fuel to such retailer, unless it is shown that such failure is due 
to reasonable cause and not to willful neglect, there shall be 
paid, on notice and demand of the Secretary and in the same 
manner as tax, by such retailer with respect to each sale of 
diesel fuel to such retailer by such seller to which section 
4041(n\(4) applies an amount equal to 5 percent of the tax 
imposed by section 4041(aX1) on such sale by reason of para- 
graphs (3) and (4)(A) of section 4041(n). 

“(2) DEFINITIONS.—For purposes of paragraph (1), the terms 
‘qualified retailer’ and ‘diesel fuel’ have the respective mean- 
ings given such terms by section 4041(n).” 

(c) EFFEcTIVE Date.—The amendments made by this section shall 
apply to sales after the first calendar quarter beginning more than 
60 days after the date of the enactment of this Act. 


SEC. 1703. GASOLINE TAX GENERALLY COLLECTED AT TERMINAL LEVEL. 


(a) Iv GENERAL.—Subpart A of part III of subchapter A of chapter 


= An to manufacturers excise taxes) is amended to read as 
ollows: 


“Subpart A—Gasoline 


“Sec. 4081. Imposition of tax. 
“Sec. 4082. Definitions. 
“Sec. 4083. Cross references. 


“SEC. 4081. IMPOSITION OF TAX. 


“(a) Tax IMPOsED.— 
“(1) IN GENERAL.—There is hereby imposed a tax of 9 cents a 
gallon on the earlier of— 
“(A) the removal, or 
“(B) the sale, 
of gasoline by the refiner or importer thereof or the terminal 
operator. 
“(2) BULK TRANSFER TO TERMINAL OPERATOR.—For purposes of 
paragraph (1), the bulk transfer of gasoline to a terminal opera- 
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tor by a refiner or importer shall not be considered a removal or 
sale of gasoline by such refiner or importer. 
“(b) TREATMENT OF REMOVAL OR SUBSEQUENT SALE BY BLENDER OR 
CoMPOUNDER.— 

“(1) IN GENERAL.—There is hereby imposed a tax of 9 cents a 
gallon on gasoline removed or sold by the blender or 
compounder thereof. 

“(2) CREDIT FOR TAX PREVIOUSLY PAID.—If— 

“(A) tax is imposed on the removal or sale of gasoline by 
reason of paragraph (1), and 
“(B) the blender or compounder establishes the amount of 
the tax paid with respect to such gasoline by reason of 
subsection (a), 
the amount of the tax so paid shall be allowed as a credit 
against the tax imposed by reason of paragraph (1). 
“(c) GASOLINE MIXED WITH ALCOHOL AT REFINERY, Etc.— 

“(1) IN GENERAL.—Under regulations prescribed by the Sec- 
retary, subsection (a) shall be applied by substituting ‘3 cents’ 
for ‘9 cents’ in the case of the removal or sale of any gasoline for 
use in producing gasohol at the time of such removal or sale. 
For purposes of this paragraph, the term ‘gasohol’ means any 
mixture of gasoline if at least 10 percent of such mixture is 
alcohol. 

“(2) LATER SEPARATION OF GASOLINE FROM GASOHOL.—If any 
person separates the gasoline from a mixture of gasoline and 
alcohol on which tax was imposed under subsection (a) at a rate 
equivalent to 3 cents a gallon by reason of this subsection (or 
with respect to which a credit or payment was allowed or made 
by reason of section 6427(f(1)), such person shall be treated as 
the refiner of such gasoline. The amount of tax imposed on any 
sale of such gasoline by such person shall be 5% cents a gallon. 

“(3) ALCOHOL DEFINED.—For purposes of this subsection, the 
term ‘alcohol’ includes methanol and ethanol but does not 
include alcohol produced from petroleum, natural gas, or coal 
(including peat). Such term does not include alcohol with a proof 
of less than 190 (determined without regard to any added 
denaturants). 

“(4) TERMINATION.—Paragraph (1) shall not apply to any 
removal or sale after December 31, 1992. 

“(d) TERMINATION.—On and after October 1, 1988, the taxes im- 
posed by this section shall not apply. 


“SEC. 4082. DEFINITIONS. 


“(a) GASOLINE.—For purposes of this subpart, the term ‘gasoline’ 

includes, to the extent prescribed in regulations— 

“(1) gasoline blend stocks, and 

“(2) products commonly used as additives in gasoline. 
For purposes of paragraph (1), the term ‘gasoline blend stocks’ 
means any petroleum product component of gasoline. 

“(b) CerTAIN Uses DEFINED AS REMOVAL.—If a refiner, importer, 
terminal operator, blender, or compounder uses (other than in the 
production of gasoline or special fuels referred to in section 4041) 
gasoline refined, imported, blended, or compounded by him, such 
use shall for the purposes of this chapter be considered a removal. 
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“SEC. 4083. CROSS REFERENCES. 
“(1) For provisions to relieve farmers from excise tax in the case of gas- 
oline used on the farm for farming purposes, see section 6420. 
“(2) For provisions to relieve purchasers of gasoline from excise tax in 
the case of gasoline used for certain nonhighway purposes, used by local 
transit systems, or sold for certain exempt purposes, see section 6421. 
“(3) For provisions to relieve purchasers of gasoline from excise tax in 
the case of gasoline not used for taxable purposes, see section 6427.” 
(b) Bonp REQUIREMENTS.— 
(1) IN GENERAL.—Section 4101 is amended to read as follows: 


“SEC. 4101. REGISTRATION AND BOND. 


“(a) REGISTRATION.—Every person subject to tax under section 
4081 shall, before incurring any liability for tax under such section, 
register with the Secretary. 

“(b) Bonp.—Under regulations prescribed by the Secretary, every 
person who registers under subsection (a) may be required to give a 
bond in such sum as the Secretary determines.” 

(2) CLERICAL AMENDMENT.—The table of sections for subpart C 
of part III of subchapter A of chapter 32 is amended by striking 
out the item relating to section 4101 and inserting in lieu 
thereof the following new item: 

“Sec. 4101. Registration and bond.” 

(c) GASOLINE SOLD For CERTAIN Exempt PURPOSES.— 

(1) IN GENERAL.—Section 6421 (relating to gasoline used for 
certain nonhighway purposes or by local transit systems) is 
amended— 

(A) by redesignating subsections (c), (d), (e), (f), (g), and (h) 
as subsections (d), (e), (f), (g), (h), and (i), respectively, and 

(B) by inserting after subsection (b), the following new 
subsection: 

‘“(c) Exempt Purposes.—If gasoline is sold to any person for any 
purpose described in paragraph (2), (3), (4), or (5) of section 4221(a), 
the Secretary shall pay (without interest) to such person an amount 
equal to the product of the number of gallons of gasoline so sold 
multiplied by the rate at which tax was imposed on such gasoline by 
section 4081.” 

(2) CONFORMING AMENDMENTS.— 

(A) Paragraph (1) of section 6421(d) (relating to time for 
filing claims; period covered), as redesignated by paragraph 
(1) of this subsection, is amended by striking out ‘and not 
more than one claim may be filed under subsection (b)” and 
inserting in lieu thereof “not more than one claim may be 
filed under subsection (b), and not more than one claim may 
be filed under subsection (c)”. 

(B) Section 6421(f) (relating to exempt sales; other pay- 
ments or refunds available), as redesignated by paragraph 
(1) of this subsection, is amended by striking out paragraph 
(1) and _ redesignating paragraphs (2) con (3) as 
paragraphs (1) and (2), respectively. 

(C) Subsection (a) of section 4221 (relating to certain tax- 
free sales) is amended— 

(i) by inserting ‘or 4081” after “section 4121” in the 
first sentence, and 

(ii) by striking out ‘4071, or 4081” in the last sen- 
tence and inserting in lieu thereof “or 4071”. 
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(D) The heading for section 6421 is amended to read as 
follows: 


“SEC. 6421. GASOLINE USED FOR CERTAIN NONHIGHWAY PURPOSES, 
USED BY LOCAL TRANSIT SYSTEMS, OR SOLD FOR CERTAIN 
EXEMPT PURPOSES.” 


(E) The table of contents for subchapter B of chapter 65 is 
amended by striking out the item relating to section 6421 
and inserting in lieu thereof the following new item: 


“Sec. 6421. Gasoline used for certain nonhighway purposes, used by local 

transit systems, or sold for certain exempt purposes.” 

(d) TiME FoR Fitinc GAsoHOL CREDIT.— 

(1) IN GENERAL.—Section 6427(h) (relating to time for filing 
claims; period covered) is amended by adding at the end thereof 
the following new paragraph: 

“(3) SPECIAL RULE FOR GASOHOL CREDIT.— 

“(A) IN GENERAL.—A claim may be filed under subsection 
(f) by any person with respect to gasoline used to produce 
gasohol (as defined in section 4081(cX1)) for any period— 

“(i) for which $200 or more is payable under such 
subsection (f), and 

“(ii) which is not less than 1 week. 

“(B) PAYMENT OF CLAIM.—Notwithstanding subsection 
(f(1), if the Secretary has not paid pursuant to a claim filed 
under this section within 20 days of the date of the filing of 
such claim, the claim shall be paid with interest from such 
date determined by using the overpayment rate and 
method under section 6621.’ 

(B) CONFORMING AMENDMENTS.— 

(i) Paragraph (1) of section 6427(h) is amended by 
striking out “(f)’”’. 

(ii) Paragraph (2A) of section 6427(h) is amended— 

(I) by inserting “or” at the end of subclause (i), 

(II) by striking out ‘or’ at the end of subclause 
(ii), and 

(III) by striking out clause (iii) and “(or clauses)”. 

(iii) Paragraph (2B) of section 6427(f) is amended by 
striking out “or clause (iii)’’. 

(iv) Paragraph (2) of section 6427(j) is amended by 
striking out “subsection (h\2)” and inserting in lieu 
thereof ‘‘subsection (h)(2) or (hX3)’. 

(e) CREDIT FOR GASOLINE BLEND Stocks or Appitives Not Usep 
FOR PRODUCING GASOLINE.— 

(1) IN GENERAL.—Section 6427 (relating to fuels not used for 
taxable purposes) is amended— 

(A) by redesignating subsections (h), (i), (j), (k), (), (m), and 
oe subsections (i), (j), (k), (I), (m), (n), and (0), respectively, 
an 

(B) by inserting after subsection (g) the following new 
subsection: 

“(h) GASOLINE BLEND Stocks or Appitives Not Usep ror Propuc- 
ING GASOLINE.—Except as provided in subsection (k), if any gasoline 
blend stock or additive (within the meaning of section 4082(b)) is not 
used by any person to produce gasoline and such person establishes 
that the ultimate use of such gasoline blend stock or additive is not 
to produce gasoline, the Secretary shall pay (without interest) to 
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such person an amount equal to the aggregate amount of the tax 
imposes on such person with respect to such gasoline blend stock or 
additive.” 

(2) CONFORMING AMENDMENTS.— 

(A) Subsections (a), (bX(1), (c), (d), (eX), (XD), and (gX1) of 
section 6427 are each amended by striking out “subsection 
(j)” and inserting in lieu thereof “subsection (k)”. 

(B) Subsection (iX1) of section 6427 (as redesignated by 
subsection (d\1A)) is amended by striking out “or (g)” and 
inserting in lieu thereof “(g), or (h)”. 

(C) Subsections (iX2XAXi) and (n) of section 6427 (as so 
redesignated) are amended by striking out “and (g)” each 
place it appears and inserting in lieu thereof “(g), and (h)”. 

(D) The heading of subsection (n) of section 6427 (as so 
redesignated) is amended by striking out “ANp (g)” and 
inserting in lieu thereof “(g), AND (h)”. 

(E) Subsection (iX2) of section 6427 (as so redesignated) is 
amended by striking out “subsection (h\(2)” and inserting in 
lieu thereof “(i(2)”. 

(F) Section 34(aX3) is amended by striking out “section 
6427(j)” and inserting in lieu thereof “section 6427(k)’. 

(G) Sections 7210, 7603, 7604(b), 7604(cX2), 7605(a), 
7609(cX1), and 7610(c) are amended by striking out “section 
6427(iX2)” and inserting in lieu thereof “section 6427(jX2)’. 

(f) FLoor Stock TaxEs.— 

(1) IN GENERAL.—On gasoline subject to tax under section 
4081 of the Internal Revenue Code of 1986 which, on January 1, 
1988, is held by a dealer for sale, and with respect to which no 
tax has been im under such section, there is hereby im- 
posed a floor stocks tax at the rate of 9 cents a gallon. 

(2) OVERPAYMENT OF FLOOR STOCKS TAXES.—Section 6416 of 
such Code shall apply in respect of the floor stocks taxes 
imposed by this section, so as to entitle, subject to all provisions 
of such section, any person paying such floor stocks taxes to a 
credit or refund thereof for any reasons specified in such 
section. 

(3) DUE DATE OF TAXES.—The taxes imposed by this subsection 
shall be paid before February 16, 1988. 

(4) TRANSFER OF FLOOR STOCKS TAXES TO HIGHWAY TRUST 
FUND.—For purposes of determining the amount transferred to 
the Highway Trust Fund for any period, the taxes imposed by 
this subsection shall be trea as if 7 were imposed by 
section 4081 of the Internal Revenue Code of 1986. 

(5) DEFINITIONS AND SPECIAL RULE.—For purposes of this 
subsection— 

(A) DEALER.—The term “dealer” includes a wholesaler, 
jobber, distributor, or retailer. 

(B) HELD By A DEALER.—Gasoline shall be considered as 
“held by a dealer’ if title thereto has passed to such dealer 
(whether or not delivery to him has been made) and if for 
purposes of consumption title to such gasoline or possession 
thereof has not at any time been transferred to any person 
other than a dealer. 

(C) GasoLineE.—The term “gasoline” has the same mean- 
ing given to such term by section 4082(a) of the Internal 
Revenue Code of 1986. 

(g) Srupy or Evasion or GASOLINE Tax.— 
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(1) IN GENERAL.—The Secretary of the Treasury or his dele- 
gate shall conduct a study of the incidence of the evasion of the 
gasoline tax. 

(2) Report.—The report of the study under paragraph (1) shall 
be submitted, not later than December 31, 1986, to the Commit- 
tee on Ways and Means of the House of Representatives and the 
Committee on Finance of the Senate. 

(h) ErrectivE Date.—The amendments made by this section shall 
apply to gasoline removed (as defined in section 4082 of the Internal 
ae Code of 1986, as amended by this section) after December 
31, 1987. 


SEC. 1704. EXEMPTION FROM SOCIAL SECURITY COVERAGE FOR CER- 
TAIN CLERGY. 


(a) CONDITIONS FOR RECEIVING EXEMPTION. — 

(1) IN GENERAL.—Section 1402(e\1) (relating to exemption 
from tax on self-employment income of certain ministers, mem- 
bers of religious orders, and Christian Science practitioners) is 
amended by inserting ‘and, in the case of an individual de- 
scribed in subparagraph (A), that he has informed the ordain- 
ing, commissioning, or licensing body of the church or order 
that he is opposed to such insurance” after “Act)’”. 

(2) VERIFICATION OF APPLICATION.—Section 1402(e), as 
amended by paragraph (1) of this subsection, is further 
amended— 

(A) by striking out “Any individual” in paragraph (1) and 
inserting in lieu thereof “Subject to paragraph (2), any 
individual”, 

(B) by redesignating paragraphs (2) and (3) as paragraphs 
(3) and (4), respectively, and 

(C) by inserting after paragraph (1) the following new 
paragraph: 

“(2) VERIFICATION OF APPLICATION.—The Secretary may ap- 
prove an application for an exemption filed pursuant to para- 
graph (1) only if the Secretary has verified that the individual 
applying for the exemption is aware of the grounds on which 
the individual may receive an exemption pursuant to this 
subsection and that the individual seeks exemption on such 
grounds. The Secretary (or the Secretary of Health and Human 
Services under an agreement with the Secretary) shall make 
such verification by such means as prescribed in regulations.” 

(3) EFFECTIVE DATE.—The amendments made by paragraphs 
oo (2) shall apply to applications filed after December 31, 

(b) REVOCATION OF EXEMPTION.— 

(1) IN GENERAL.—Notwithstanding section 1402(eX3) of the 
Internal Revenue Code of 1986, as redesignated by subsection 
(aX2\B) of this section, any exemption which has been received 
under section 1402(e\1) of such Code by a duly ordained, 
commissioned, or licensed minister of a church, a member of a 
religious order, or a Christian Science practitioner, and which is 
effective for the taxable year in which this Act is enacted, may 
be revoked by filing an application therefor (in such form and 
manner, and with such official, as may be prescribed in regula- 
tions made under chapter 2 of subtitle A of such Code), if such 
application is filed— 
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(A) before the applicant becomes entitled to benefits 
under section 202(a) or 223 of the Social Security Act (with- 
out regard to section 202(jX1) or 223(b) of such Act), and 

(B) no later than the due date of the Federal income tax 
return (including any extension thereof) for the applicant’s 
first taxable year beginning after the date of the enactment 
of this Act. 

Any such revocation shall be effective (for purposes of chapter 2 
of subtitle A of the Internal Revenue Code of 1986 and title II of 
the Social Security Act), as specified in the application, either 
with respect to the applicant's first taxable year ending on or 
after the date of the enactment of this Act or with respect to the 
applicant’s first taxable year beginning after such date, and for 
all succeeding taxable years; and the applicant for any such 
revocation may not thereafter again file application for an 
exemption under such section 1402(e\(1). If the application is 
filed on or after the due date of the Federal income tax return 
for the applicant’s first taxable year ending on or after the date 
of the enactment of this Act and is effective with respect to that 
taxable year, it shall include or be accompanied by payment in 
full of an amount equal to the total of the taxes that would have 
been imposed by section 1401 of the Internal Revenue Code of 
1986 with respect to all of the applicant’s income derived in that 
taxable year which would have constituted net earnings from 
self-employment for purposes of chapter 2 of subtitle A of such 
Code (notwithstanding paragraph (4) or (5) of section 1402(c) of 
such Code) but for the exemption under section 1402(e\1) of 
such Code. 

(2) EFFECTIVE DATE.—Paragraph (1) of this subsection shall 
apply with respect to service performed (to the extent specified 
in such paragraph) in taxable years ending on or after the date 
of the enactment of this Act and with respect to monthly 
insurance benefits payable under title II of the Social Security 
Act on the basis of the wages and self-employment income of 
any individual for months in or after the calendar year in which 
such individual’s application for revocation (as described in such 
paragraph) is effective (and lump-sum death payments payable 
under such title on the basis of such wages and self-employment 
income in the case of deaths occurring in or after such calendar 
year). 


SEC. 1705. APPLICABILITY OF UNEMPLOYMENT COMPENSATION TAX TO 
CERTAIN SERVICES PERFORMED FOR CERTAIN INDIAN 
TRIBAL GOVERNMENTS. 


(a) In GENERAL.—For purposes of the Federal Unemployment Tax 
Act, service performed in the employ of a qualified Indian tribal 
government shall not be treated as employment (within the mean- 
ing of section 3306 of such Act) if it is service— 

(1) which is performed— 
(A) before, on, or after the date of the enactment of this 
Act, but before January 1, 1988, and 
(B) during a period in which the Indian tribal government 
is not covered by a State unemployment compensation 
program, and 
(2) with respect to which the tax imposed under the Federal 
Unemployment Tax Act has not been paid. 
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(b) DEFInITION.—For purposes of this section, the term ‘qualified 
Indian tribal government’’ means an Indian tribal government the 
service for which is not covered by a State unemployment compensa- 
tion program on June 11, 1986. 


SEC. 1706. TREATMENT OF CERTAIN TECHNICAL PERSONNEL. 


(a) IN GENERAL.—Section 530 of the Revenue Act of 1978 is 
amended by adding at the end thereof the following new subsection: 

“(d) Exception.—This section shall not apply in the case of an 
individual who, pursuant to an arrangement between the taxpayer 
and another person, provides services for such other person as an 
engineer, designer, drafter, computer programmer, systems analyst, 
or other similarly skilled worker engaged in a similar line of work.” 

(b) ErrectivE Date.—The amendment made by this section shall 
apply to remuneration paid and services rendered after December 
31, 1986. 


SEC. 1707. EXCLUSION FOR CERTAIN FOSTER CARE PAYMENTS. 


(a) In GENERAL.—Section 131 (relating to certain foster care pay- 
ments) is amended to read as follows: 


“SEC. 131. CERTAIN FOSTER CARE PAYMENTS. 


“(a) GENERAL Rute.—Gross income shall not include amounts 
received by a foster care provider during the taxable year as quali- 
fied foster care payments. 

“(b) QUALIFIED Foster CARE PAYMENT DEFINED.—For purposes of 
this section— 

“(1) IN GENERAL.—The term ‘qualified foster care payment’ 
means any amount— 

“(A) which is paid by a State or political subdivision 
thereof or by a placement agency which is described in 
— 501(cX3) and exempt from tax under section 501(a), 
an 

“(B) which is— 

“(i) paid to the foster care provider for caring for a 
qualified foster individual in the foster care provider’s 
home, or 

“(ii) a difficulty of care payment. 

“(2) QUALIFIED FOSTER INDIVIDUAL.—The term ‘qualified foster 
individual’ means any individual who is living in a foster family 
home in which such individual was placed by— 

“(A) an agency of a State or political subdivision thereof, 


or 
“(B) in the case of an individual who has not attained age 
19, an organization which is licensed by a State (or political 
subdivision thereof) as a placement agency and which is 
described in section 501(cX3) and exempt from tax under 
section 501(a). 

“(3) LIMITATION BASED ON NUMBER OF INDIVIDUALS OVER THE 
AGE OF 18.—In the case of any foster home in which there is a 
qualified foster care individual who has attained age 19, foster 
care payments (other than difficulty of care payments) for any 
period to which such payments relate shall not be excludable 
from gross income under subsection (a) to the extent such 
payments are made for more than 5 such qualified foster 
individuals.” 
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“(c) DirFICULTY OF CARE PAYMENTS.—For purposes of this 
section— 

“(1) DIFFICULTY OF CARE PAYMENTS.—The term ‘difficulty of 
care payments’ means payments to individuals which are not 
described in subsection (b\1BXi), and which— 

“(A) are compensation for providing the additional care of 
a qualified foster individual which is— 

“(i) required by reason of a physical, mental, or 
emotional handicap of such individual with respect to 
which the State has determined that there is a need for 
additional compensation, and 

“(ii) provided in the home of the foster care provider, 


and 
“(B) are designated by the payor as compensation 
described in subparagraph (A). 

“(2) LIMITATION BASED ON NUMBER OF INDIVIDUALS.—In the 
case of any foster home, difficulty of care payments for any 
period to which such payments relate shall not be excludable 
from gross income under subsection (a) to the extent such 
payments are made for more than— 

“(A) 10 qualified foster individuals who have not attained 
age 19, and 
“(B) 5 qualified foster individuals not described in 
subparagraph (A).” 
(b) ErrectivE Date.—The amendment made by this section shall 
apply to taxable years beginning after December 31, 1985. 


SEC. 1708. EXTENSION OF RULES FOR SPOUSES OF INDIVIDUALS MISSING 
IN ACTION. 


(a) EXTENSION OF PROVISIONS.— 

(1) DEFINITION OF SURVIVING SPOUSE.—Subparagraph (B) of 
section 2(a\(3) (relating to special rule where deceased spouse 
was in missing status) is amended to read as follows: 

“(B) except in the case of the combat zone designated for 
purposes of the Vietnam conflict, the date which is 2 years 
after the date designated under section 112 as the date of 
termination of combatant activities in that zone.” 

(2) INCOME TAXES OF MEMBERS OF ARMED FORCES ON DEATH.— 
The last sentence of section 692(b) (relating to individuals in 
missing status) is amended to read as follows: “Except in the 
case of the combat zone designated for purposes of the Vietnam 
conflict, the preceding sentence shall not cause subsection (a\1) 
to apply for any taxable year beginning more than 2 years after 
the date designated under section 112 as the date of termination 
of combatant activities in a combat zone.” 

(3) JOINT RETURNS.—The last sentence of section 6013(f\(1) 
(relating to joint returns where an individual is in missing 
status) is amended by striking out “no such election may be 
made for any taxable year beginning after December 31, 1982” 
and inserting in lieu thereof “such election may be made for 
any taxable year while an individual is in missing status”. 

(4) POSTPONEMENT OF TIME FOR PERFORMING CERTAIN ACTS.— 
The last sentence of section 7508(b) (relating to application to 
spouse) is amended to read as follows: “Except in the case of the 
combat zone designated for purposes of the Vietnam conflict, 
the preceding sentence shall not cause this section to apply for 
any spouse for any taxable year beginning more than 2 years 
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after the date designated under section 112 as the date of 
termination of combatant activities in a combat zone.” 
(b) ErrectivE Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1982. 


SEC. 1709. AMENDMENT TO THE REINDEER INDUSTRY ACT OF 1937. 


(a) Tax EXEMPTION FOR REINDEER-RELATED INCOME.—Before the 
period at the end of the first sentence of section 8 of the Act of 
September 1, 1937 (50 Stat. 900, chapter 897), insert the following: 
“: Provided, That during the period of the trust, income derived 
directly from the sale of reindeer and reindeer products as provided 
in this Act shall be exempt from Federal income taxation’”’. 

(b) ErrectivE Date.—The amendment made by this section shall 
take effect as if originally included in the provision of the Act of 
September 1, 1937, to which such amendment relates. 


SEC. 1710. QUALITY CONTROL STUDIES. 


Section 12301 of the Consolidated Omnibus Reconciliation Act of 
1985 is amended— 
(1) by striking out “of the enactment of this Act” in subsection 
(a3) and inserting in lieu thereof “the Secretary and the 
National Academy of Sciences enter into the contract required 
under paragraph (2)”; 
(2) by striking out “18 months after the date of the enactment 
of this Act” in subsection (c\1) and inserting in lieu thereof “6 
months after the date on which the results of both studies 
required under subsection (a)(3) have been reported”. 


SEC. 1711. ADOPTION ASSISTANCE AGREEMENTS UNDER ADOPTION 
ASSISTANCE PROGRAM: PAYMENT OF NONRECURRING EX- 
PENSES RELATED TO ADOPTIONS OF CHILDREN WITH SPE- 
CIAL NEEDS. 


(a) In GENERAL.—Section 473(a) of the Social Security Act is 
amended— 

(1) by redesignating paragraphs (2), (3), and (4) as paragraphs 
(3), (4), and (5), respectively, and 

(2) by striking out all of paragraph (1) through “adopt a child 
who—’” and inserting in lieu thereof the following: 

“(1(A) Each State having a plan approved under this part shall 
enter into adoption assistance agreements (as defined in section 
475(3)) with the adoptive parents of children with special needs. 

“(B) Under any adoption assistance agreement entered into by a 
State with parents who adopt a child with special needs, the State— 

“(i) shall make payments of nonrecurring adoption expenses 
incurred by or on behalf of such parents in connection with the 
adoption of such child, directly through the State agency or 
through another public or nonprofit private agency, in amounts 
determined under paragraph (3), and 

“(ii) in any case where the child meets the requirements of 
paragraph (2), may make adoption assistance payments to such 
parents, directly through the State agency or through another 
public or nonprofit private agency, in amounts so determined. 

“(2) For purposes of paragraph (1\B\ii), a child meets the require- 
ments of this paragraph if such child— 

(b) DEFINITION AND PAYMENT OF NONRECURRING ADOPTION 
ExPENsES.—Section 473(a) of the Social Security Act, as amended by 





100 STAT. 2784 PUBLIC LAW 99-514—OCT. 22, 1986 


subsection (a) of this section, is further amended by adding at the 
end thereof the following new paragraph: 

“(6A) For purposes of paragraph (1)\(BXi), the term ‘nonrecurring 
adoption expenses’ means reasonable and necessary adoption fees, 
court costs, attorney fees, and other expenses which are directly 
related to the legal adoption of a child with special needs and which 
are not incurred in violation of State or Federal law. 

“(B) A State’s payment of nonrecurring adoption expenses under 
an adoption assistance agreement shall be treated as an expenditure 
made for the proper and efficient administration of the State plan 
for purposes of section 474(aX3\B).” 

(c) TECHNICAL AND CONFORMING AMENDMENTS.— 

(1) The first sentence of section 470 of the Social Security Act 
is amended by striking out “foster care” and all that follows 
down through “title XVI)” and inserting in lieu thereof the 
following: “foster care and transitional independent living pro- 
grams for children who otherwise would be eligible for assist- 
ance under the State’s plan approved under part A and adop- 
tion assistance for children with special needs”’. 

(2) Paragraphs (1) and (11) of canine 471(a) of such Act are 
each amended by striking out “adoption assistance payments” 
and inserting in lieu thereof “adoption assistance”. 

(3) Section 473(aX3) of such Act, as redesignated by subsection 
(a1) of this section, is amended— 

(A) by striking out “adoption assistance payments” in the 
first sentence and inserting in lieu thereof “payments to be 
made in any case under clauses (i) and (ii) of paragraph 
(1\B)”, and 

(B) by inserting after “the adoption assistance payment” 
the first place it appears in the second sentence the follow- 
ing: “made under clause (ii) of paragraph (1B)”. 

(4) Section 473(aX5) of such Act, as so redesignated, is 
amended by striking out “, pursuant to an interlocutory decree, 
shall be eligible for adoption assistance payments under this 
subsection,” and inserting in lieu thereof “in accordance with 
applicable State and loca] law shall be eligible for such pay- 
ments, ’. 

(5) Section 473(bX 1A) of such Act is amended by striking out 
—— (aX1)” and inserting in lieu thereof “subsection 
(aX(2)”. 

(6) Section 475(3) of such Act is amended by striking out 
clause (A) and inserting in lieu thereof the following: ‘(A) 
specifies the nature and amount of any payments, services, and 
assistance to be provided under such agreement, and”. 

(d) ErrectivE Date.—The amendments made by this section shall 
apply only with respect to expenditures made after December 31, 


TITLE XVIII—TECHNICAL CORRECTIONS 


SEC. 1800. COORDINATION WITH OTHER TITLES. 


For purposes of applying the amendments made by any title of 
this Act other than this title, the provisions of this title shall be 
treated as having been enacted immediately before the provisions of 
such other titles. 
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Subtitle A—Amendments Related to the Tax 
Reform Act of 1984 


CHAPTER eS TO TITLE I OF THE 


SEC. 1801. AMENDMENTS RELATED TO DEFERRAL OF CERTAIN TAX 
REDUCTIONS. 


(a) AMENDMENTS RELATED TO SECTION 12 OF THE AcT.— 

(1) ELECTION OUT OF TRANSITIONAL RULES.—Paragraph (1) of 

section 12(c) of the Tax Reform Act of 1984 (relating to finance 
lease provisions) is amended by adding at the end thereof the 
following new sentence: 
“The preceding sentence shall not apply to any property with 
respect to which an election is made under this sentence at such 
time after the date of the enactment of the Tax Reform Act of 
1986 as the Secretary of the Treasury or his delegate may 
prescribe.” 

(2) TREATMENT OF CERTAIN FARM FINANCE LEASES.— 

(A) IN GENERAL.—If— 

(i) any partnership or grantor trust is the lessor 
under a specified agreement, 

(ii) such partnership or grantor trust met the require- 
ments of section 168(f(8\CXi) of the Internal Revenue 
Code of 1954 (relating to special rules for finance leases) 
when the agreement was entered into, and 

(iii) a person other than a C corporation became a 
partner in such partnership (or a beneficiary in such 
trust) before September 26, 1985, 

then, for purposes of applying the revenue laws of the 
United States in respect to such agreement, the portion of 
the property allocable to partners (or beneficiaries) not 
described in clause (iii) shall be treated as if it were subject 
to a separate agreement and the portion of such property 
allocable to the partner or beneficiary described in clause 
(iii) shall be treated as if it were subject to a separate 
agreement. 

(B) SPECIFIED AGREEMENT.—For purposes of subparagraph 
(A), the term “specified agreement” means an agreement to 
which subparagraph (B) of section 209(d) of the Tax Equity 
and Fi Responsibility Act of 1982 applies which is— 

(i) an agreement dated as of December 20, 1982, as 
amended and restated as of February 1, 1983, involving 
——- $8,734,000 of property at December 31, 


(ii) an agreement dated as of December 15, 1983, as 
amended and restated as of January 3, 1984, involving 
— $13,199,000 of property at December 31, 

$84, or 

(iii) an agreement dated as of October 25, 1984, as 
amended and restated as of December 1, 1984, involv- 
— $966,000 of property at December 31, 


(b) AMENDMENT RELATED TO SECTION 26 oF THE AcTt.—Paragraph 
(2) of section 4251(b) (relating to rate of tax on communications 
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services) is amended by inserting ‘‘1985,” after “1984,” in the table 
contained in such section. 
(c) AMENDMENTS RELATED TO SECTION 27 OF THE AcT.— 

(1) Subsection (e) of section 5061 (relating to payment by 
electronic fund transfer of alcohol taxes) is amended by adding 
at the end thereof the following new paragraph: 

“(3) CONTROLLED GROUPS.— 

“(A) IN GENERAL.—In the case of a controlled group of 
corporations, all corporations which are component mem- 
bers of such group shall be treated as 1 taxpayer. For 
purposes of the preceding sentence, the term ‘controlled 
group of corporations’ has the meaning given to such term 
by subsection (a) of section 1563, except that ‘more than 50 
percent’ shall be substituted for ‘at least 80 percent’ each 
place it appears in such subsection. 

“(B) CONTROLLED GROUPS WHICH INCLUDE 
NONINCORPORATED PERSONS.— Under regulations prescribed 
by the Secretary, principles similar to the principles of 
subparagraph (A) shall apply to a group of persons under 
common control where 1 or more of such persons is not a 
corporation.” 

(2) Paragraph (3) of section 5703(b) (relating to payment by 
electronic fund transfer of tobacco taxes) is amended by adding 
at the end thereof the following: “Rules similar to the rules of 
section 5061(e\3) shall apply to the $5,000,000 amount specified 
in the preceding sentence.” 

(3) Paragraph (7) of section 27(b) of the Tax Reform Act of 
1984 (relating to floor stocks tax on distilled spirits) is amended 
by adding at the end thereof the following new subparagraph: 

“(F) TREATMENT OF DISTILLED SPIRITS IN FOREIGN TRADE 
ZONES.—Notwithstanding the Act of June 18, 1934 (48 Stat. 
998, 19 U.S.C. 81a) or any other provision of law, distilled 
spirits which are located in a foreign trade zone on Octo- 
ber 1, 1985, shall be subject to the tax imposed by para- 
graph (1) and shall be treated for purposes of this subsection 
as held on such date for sale if— 

“(i) internal revenue taxes have been determined, or 
customs duties liquidated, with respect to such distilled 
spirits before such date pursuant to a request made 
under the first proviso of section 3(a) of such Act, or 

“(ii) such distilled spirits are held on such date under 
the supervision of customs pursuant to the second pro- 
viso of such section 3(a). 

Under regulations prescribed by the Secretary, provisions 
similar to sections 5062 and 5064 of such Code shall apply to 
distilled spirits with respect to which tax is imposed by 
paragraph (1) by reason of this subparagraph.” 


SEC. 1802. AMENDMENTS RELATED TO TAX-EXEMPT ENTITY LEASING 
PROVISIONS. 


(a) AMENDMENTS RELATING TO SECTION 31 OF THE ACT.— 

(1) TREATMENT OF USE IN UNRELATED TRADE OR BUSINESS.— 
Subparagraph (D) of section 168(jX3) (relating exception 
where property used in unrelated trade or business) is amended 
by adding at the end thereof the following new sentence: “For 
purposes of subparagraph (B\iii), any portion of a property so 
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used shall not be treated as leased to a tax-exempt entity in a 
disqualified lease.” 

(2) TREATMENT OF CERTAIN PREVIOUSLY TAX-EXEMPT ORGANIZA- 
TIONS.— , 

(A) Clause (i) of section 168(jX4XE) (relating to treat- 
ment of certain previously tax-exempt organizations) is 
amended— 

(i) by striking out “any property of which such 
organization is the lessee” and inserting in lieu thereof 
“any property (other than property held by such 
organization)”, and 

(ii) by striking out “first leased to” and inserting in 
lieu thereof “first used by’’. 

(B) Subclause (I) of section 168(jX4EXii) is amended by 
striking out “of which such organization is the lessee”. 

(C) Subclause (II) of section 168(j(4\EXii) is amended by 
striking out “is placed in service under the lease” and 
inserting in lieu thereof “is first used by the organization”. 

(D) Subparagraph (E) of section 168(4) is amended by 
adding at the end thereof the following new clause: 

“(iv) First UseD.—For purposes of this subparagraph, 
property shall be treated as first used by the organiza- 
tion— 

“(I) when the property is first placed in service 
under a lease to such organization, or 

“(ID in the case of property leased to (or held by) 
a partnership (or other pass-thru entity) in which 
the organization is a member, the later of when 
such i ge is first used by such nee or 
pass-thru entity or when such organization is first 
a member of such partnership or pass-thru entity.” 

(EXi) Paragraph (9) of section 168(j) is amended by re- 
designating subparagraph (E) as subparagraph (F) and by 
inserting after subparagraph (D) the following new 
subparagraph: 

“(E) TREATMENT OF CERTAIN TAXABLE ENTITIES.— 

“(ij) IN GENERAL.—For purposes of this paragraph, 
except as otherwise provided in this subparagraph, any 
tax-exempt controlled entity shall be treated as a tax- 
exempt entity. 

“(ii) ELection.—If a tax-exempt controlled entity 
makes an election under this clause— 

“(I) such entity shall not be treated as a tax- 
exempt entity for purposes of this paragraph, and 
“(ID any gain recognized by a tax-exempt entity 
on any disposition of an interest in such entity (and 
any dividend or interest received or accrued by a 
tax-exempt entity from such tax-exempt controlled 
entity) shall be treated as unrelated business tax- 
able income for pu of section 511. 
Any such election shall be irrevocable and shall bind 
all tax-exempt entities holding interests in such tax- 
exempt controlled entity. For purposes of subclause (II), 
there shall only be taken into account dividends which 
are properly allocable to income of the tax-exempt 
controlled entity which was not subject to tax under 
this chapter. 
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“(iii) TAX-EXEMPT CONTROLLED ENTITY.—The term 
‘tax-exempt controlled entity’ means any corporation 
(which is not a tax-exempt entity determined without 
regard to this subparagraph and paragraph (4\(E)) if 50 
percent or more (by value) of the stock in such corpora- 
tion is held (directly or through the application of 
section 318 determined without regard to the 50-per- 
cent limitation contained in subsection (a2\C) thereof) 
by 1 or more tax-exempt entities.” 

Gin) Except as otherwise provided in this clause, the 
amendment made by clause (i) shall apply to > 
placed in service after September 27, 1985; except that suc 
amendment shall not apply to any pro operty acquired pursu- 
ant to a binding written contract in effect on such date (and 
at all times thereafter). 

(II) If an election under this subclause is made with 
respect to any property, the amendment made by clause (i) 
shall apply to such property whether or not placed in 
service on or before September 27, 1985. 

(F) Clause (iI) of section 31(gX16XC) of the Tax Reform 
Act of 1984 (defining exempt arbitrage — is amended 
by striking out “section 168()4\E\iXD” and inserting in 
lieu thereof “section 168(j4\EXi)”. 

(G) Clause (i) of section 168(j(4\E) is amended by striking 
out “preceding sentence” and inserting in lieu thereof 
“preceding sentence and subparagraph (D\ii)”’. 

(3) REPEAL OF OVERLAPPING SECRETARIAL AUTHORITY.—Clause 
(iv) of section 168G\5\C) (relating to property _ a to 
rapid obsolescence may be excluded) is hereby repeal 

(4) PARTNERSHIP RULES.— 

(A) Paragraph (8) of section 168(j) (relating to tax-exempt 
use of property leased to partnerships, etc., determined at 
partner level) is amended by striking out ‘ ‘and oy one 
(4) ore of section 48(a)” in the matter preceding subpara- 


gra 

oD) Pas Paragraph ( (9) of section 168() (relating to treatment of 
property owned by partnerships, etc.) is amended— 

(i) by striking out “and re (4) and (5) of 
section 48(a)” in subparagraph (A), and 

(ii) by striking out “loss deduction” in subparagraph 
(BXi) and inserting in lieu thereof “loss, deduction”. 

(C) Paragraph (5) of section 48(a) (relating to property 
used by eee units or foreign persons or entities) is 
amen by redesignating subparagraph (D) as subpara- 
graph (E) and by inserting after subparagraph (C) the fol- 

owing new subparagraph: 

“(D) SPECIAL RULES FOR PARTNERSHIPS, ETC.—For purposes 
of this paragraph and —- (4), rules similar to the 
rules of paragraphs (8) and (9) of section 168(j) shall apply.” 

(5) TREATMENT OF CERTAIN AIRCRAFT LEASED TO FOREIGN 
PERSONS.— 

(A) Subsection (a) of section 47 (relating to certain disposi- 
tions, etc., of section 38 property) is amended by adding at 
the end thereof the following new paragraph: 

“(9) AIRCRAFT LEASED TO FOREIGN PERSONS OR ENTITIES.— 

“(A) IN GENERAL.—Any aircraft which was new section 38 

property for the taxable year in which it was placed in 
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service and which is used by any foreign person or entity 
(as defined in section 168(jX4\(C)) under a qualified lease (as 
defined in paragraph (7XC)) entered into before January 1, 
1990, shall not be treated as ceasing to be section 38 prop- 
erty by reason of such use until such aircraft has been so 
used for a period or periods exceeding 3 years in total. 
“(B) RECAPTURE PERIOD EXTENDED.—For purposes of para- 
graphs (1) and (5B) of this subsection, any period during 
which there was use described in subparagraph (A) of an 
aircraft shall be disregarded.” 
(B) Clause (iii) of section 48(aX5\B) is hereby repealed. 
(6) TREATMENT OF CERTAIN PARTNERSHIPS HAVING SECTION 593 
ORGANIZATION AS MEMBER.—Paragraph (4) of section 46(e) is 
amended by adding at the end thereof the following new 


ee) h: 
“(D) SPECIAL RULES FOR PARTNERSHIPS, ETC.—For purposes 
of paragraph (1A), rules similar to the rules of paragraphs 
(8) and (9) of section 168(j) shall apply.” 
(7) TREATMENT OF CERTAIN PROPERTY HELD EY PARTNERSHIPS.— 

(A) Paragraph (9) of section 168(j) (relating to treatment 
of property owned by partnerships, etc.) is amended by 
redesignating subparagraphs (D), (E), and (F) as subpara- 
graphs (E), (F), and (G), respectively, and by inserting after 
subparagraph (C) the following new subparagraph: 

“(D) DETERMINATION OF WHETHER PROPERTY USED IN UN- 
RELATED TRADE OR BUSINESS.—For purposes of this subsec- 
tion, in the case of any property which is owned by a 
partnership which has both a tax-exempt entity and a 
person who is not a tax-exempt entity as partners, the 


determination of whether such aren is used in an unre- 


lated trade or business of such an entity shall be made 
without regard to section 514.” 

(B) Subparagraph (E) of section 168(jX9) (as redesignated 
by subparagraph (A)) is amended by striking out “and (C)” 
and inserting in lieu thereof “(C), and (D)’. 

(8) EXCEPTION FOR QUALIFIED REHABILITATED BUILDINGS LEASED 
TO SECTION 593 ORGANIZATIONS.—Paragraph (4) of section 46(e) 
(relating to special rules where section 593 organization is 
lessee) is amended by adding at the end thereof the following 
new subparagraph: 

“(E) EXCEPTION FOR QUALIFIED REHABILITATED BUILDINGS 
LEASED TO SECTION 593 ORGANIZATIONS.—Subparagraph (A) 
shall not apply to qualified investment attributable to 
qualified rehabilitation expenditures for any portion of a 
building if such portion of the building would not be tax- 
exempt use property (as defined in section 168(j)) if the 
section 593 organization were a tax-exempt entity (as de- 
fined in section 168(jX4)).” 

(9) CLERICAL AMENDMENTS.— 

(A) Paragraph (4) of section 48(a) is amended— 

(i) by striking out “514(c)” and inserting in lieu 
thereof “514(b)’, and 

(ii) by striking out “514(b)” and inserting in lieu 
thereof “514(a)”’. 

(B) Subclause (I) of section 48(gX2XBXvi) is amended by 
striking out “section 168(jX3)” and inserting in lieu thereof 
“section 168(j)”. 
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(C) Subparagraph (A) of section 7701(eX4) is amended by 
adding at the end thereof the following new sentence: 
“For purposes of this paragraph, the term ‘related entity’ 
has the same meaning as when used in section 168(j).” 

(10) EFFECTIVE DATE PROVISIONS.— 

(A) Subparagraph (B) of section 31(g\3) of the Tax Reform 
Act of 1984 is amended by striking out “The amendments 
made by this section” and inserting in lieu thereof ‘“Para- 
graph (9) of section 168(j) of the Internal Revenue Code of 
1954 (as added by this section)”. 

(B) Effective with respect to property placed in service by 
the taxpayer after July 18, 1984, clause (ii) of section 
31(gX15XD) of the Tax Reform Act of 1984 (relating to 
certain aircraft) is amended to read as follows: 

“(ii) such aircraft is originally placed in service by 
such foreign person or entity (or its successor in in- 
terest under the contract) after May 23, 1983, and 
before January 1, 1986.” 

(C) Paragraph (4) of section 31(g) of the Tax Reform Act of 
1984 is amended by adding at the end thereof the following 
new subparagraph: 

“(C) SPECIAL RULE FOR CREDIT UNIONS.—In the case of any 
property leased to a credit union pursuant to a written 
binding contract with an expiration date of December 31, 
1984, which was entered into by such organization on 
August 23, 1984— 

“(i) such credit union shall not be treated as an 
agency or instrumentality of the United States; and 

“(ii) clause (ii) of subparagraph (A) shall be applied 
by substituting ‘January 1, 1987’ for ‘January 1, 1985’.” 

(DXi) Clause (ii) of section 31(gX20XB) of the Tax Reform 
Act of 1984 (defining substantial improvement) is amended 
by striking out subclauses (I) and (II) and inserting in lieu 
thereof the following: 

“(I) by substituting ‘property’ for ‘building’ each 
place it appears therein, 

“(II) by substituting ‘20 percent’ for ‘25 percent’ 
in clause (ii) thereof, and 

“(III) without regard to clause (iii) thereof.” 

(ii) The amendment made by clause (i) shall not apply to 
any property if— 

(D on or before March 28, 1985, the taxpayer (or a 
predecessor in interest under the contract) or the tax- 
exempt entity entered into a written binding contract 
to acquire, construct, or rehabilitate the property, or 

(II) the taxpayer or the tax-exempt entity began the 
construction, reconstruction, or rehabilitation of the 
property on or before March 28, 1985. 

(E) Paragraph (4) of section 31(g) of the Tax Reform Act of 
1984 is amended by adding at the end thereof the following 
new subparagraphs: 

“(D) SPECIAL RULE FOR GREENVILLE AUDITORIUM BOARD.— 
For purposes of this paragraph, significant official govern- 
mental action taken by the Greenville area Auditorium 
Board of Greenville, South Carolina, before May 23, 1983, 
shall be treated as significant official governmental action 
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with respect to the coliseum facility subject to a binding 
contract to lease which was in effect on January 1, 1985. 
“(E) TREATMENT OF CERTAIN HISTORIC STRUCTURES.—If— 
“(i) on June 16, 1982, the legislative body of the local 
governmental unit adopted a bond ordinance to provide 
funds to renovate elevators in a deteriorating building 
owned by the local governmental unit and listed in the 
National Register, and 
“(ii) the chief executive officer of the local govern- 
mental unit, in connection with the renovation of such 
building, made an application on June 1, 1983, to a 
State agency for a Federal historic preservation grant 
and made an application on June 17, 1983, to the 
Economic Development Administration of the United 
States Department of Commerce for a grant, 
the requirements of clauses (i) and (ii) of subparagraph (A) 
shall be treated as met.” 

(F) Subparagraph (H) of section 31(gX17) of the Tax 
Reform Act of 1984 is amended by adding at the end thereof 
the following new sentence: “In the case of Clemson Univer- 
sity, the preceding sentence applies only to the Continuing 
Education Center and the component housing project.” 

(G Subparagraph (L) of section 31(gX17) of the Tax 
Reform Act of 1984 is amended by adding at the end thereof 
the following: 

“Property is described in this subparagraph if such prop- 
erty was leased to a tax-exempt entity pursuant to a lease 
recorded in the Registry of Deeds of Essex County, New 
Jersey, on May 7, 1984, and a deed of such property was 
recorded in the Registry of Deeds of Essex County, New 
Jersey, on May 7, 1985.” 
(b) AMENDMENTS RELATED TO SECTION 32 OF THE ACT.— 
(1) Subsection (f) of section 168 (relating to special rules) is 
amend2d— 

(A) by redesignating the paragraph (13) relating to motor 
vehicle operating leases as paragraph (14), and 

(B) by redesignating paragraph (14) as paragraph (15). 

(2) Subsection (c) of section 32 of the Tax Reform Act of 1984 is 
amended by striking out “section 168(f(13)” and inserting in 
lieu thereof “section 168(f(14)”. 


SEC. 1803. AMENDMENTS RELATED TO TREATMENT OF BONDS AND 
OTHER DEBT INSTRUMENTS. 


(a) AMENDMENTS RELATED TO SECTION 41 OF THE ACT.— 
(1) TREATMENT OF SHORT-TERM NONGOVERNMENT OBLIGA- 
TIONS.— 

(A) Subsection (a) of section 1271 (relating to treatment of 
amounts received on retirement or sale or exchange of debt 
instruments) is amended by adding at the end thereof the 
following new paragraph: 

“(4) CERTAIN SHORT-TERM NONGOVERNMENT OBLIGATIONS.— 

“(A) IN GENERAL.—On the sale or exchange of any short- 
term nongovernment obligation, any gain realized which 
does not exceed an amount equal to the ratable share of the 
original issue discount shall be treated as ordinary income. 
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“(B) SHORT-TERM NONGOVERNMENT OBLIGATION.—For pur- 
poses of this paragraph, the term ‘short-term nongovern- 
ment obligation’ means any obligation which— 

“(i) has a fixed maturity date not more than 1 year 
from the date of the issue, and 

“(ii) is not a short-term Government obligation (as 
defined in paragraph (3B) without regard to the last 
sentence thereof). 

“(C) RATABLE SHARE.—For purposes of this paragraph, 
except as provided in subparagraph (D), the ratable share of 
the original issue discount is an amount which bears the 
same ratio to such discount as— 

“(i) the number of days which the taxpayer held the 
obligation, bears to 

“(ii) the number of days after the date of original 
issue and up to (and including) the date of its maturity. 

“(D) ELECTION OF ACCRUAL ON BASIS OF CONSTANT IN- 
TEREST RATE.—At the election of the taxpayer with respect 
to any obligation, the ratable share of the original issue 
discount is the portion of the original issue discount accru- 
ing while the taxpayer held the obligation determined 
a regulations prescribed by the Secretary) on the basis 
0 — 

“(i) the yield to maturity based on the issue price of 
the obligation, and 
“(ii) compounding daily. 
Any election under this subparagraph, once made with 
respect to any obligation, shall be irrevocable.” 

(B) Paragraph (3) of section 1283(d) is amended by strik- 
ing out “section 1271(aX3)” and inserting in lieu thereof 
“paragraphs (3).and (4) of section 1271(a)”. 

(2) ELECTION OF ACCRUAL ON BASIS OF CONSTANT INTEREST RATE 
FOR SHORT-TERM GOVERNMENT OBLIGATIONS.— 

(A) IN GENERAL.—Paragraph (3) of section 1271(a) (relat- 
ing to certain short-term Government obligations) is 
amended by adding at the end thereof the following new 
subparagraph: 

“(E) ELECTION OF ACCRUAL ON BASIS OF CONSTANT INTEREST 
RATE.—At the election of the taxpayer with respect to any 
obligation, the ratable share of the acquisition discount is 
the portion of the acquisition discount accruing while the 
taxpayer held the obligation determined (under regulations 
prescribed by the Secretary) on the basis of— 

“(i) the taxpayer’s yield to maturity based on the 
taxpayer’s cost of acquiring the obligation, and 
“(ii) compounding daily. 
An election under this subparagraph, once made with re- 
spect to any obligation, shall be irrevocable.” 

(B) TECHNICAL AMENDMENT.—Subparagraph (D) of section 
1271(a\X(3) is amended by striking out “this paragraph” and 
inserting in lieu thereof “this paragraph, except as pro- 
vided in subparagraph (E)’. 

(3) DEFINITION OF SHORT-TERM GOVERNMENT OBLIGATION.— 
Subparagraph (B) of section 1271(aX3) (defining short-term 
Government obligation) is amended to read as follows: 

“(B) SHORT-TERM GOVERNMENT OBLIGATION.—For purposes 
of this paragraph, the term ‘short-term Government obliga- 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2793 


tion’ means any obligation of the United States or any of its 


possessions, or of a State or any political subdivision 
thereof, or of the District of Columbia, which has a fixed 
maturity date not more than 1 year from the date of issue. 
Such term does not include any tax-exempt obligation.” 

(4) DEDUCTION OF ORIGINAL ISSUE DISCOUNT ON SHORT-TERM 
OBLIGATIONS.—Paragraph (2) of section 163(e) (relating to origi- 
nal issue discount) is amended by adding at the end thereof the 
following new subparagraph: 

“(C) SHORT-TERM OBLIGATIONS.—In the case of an obligor 
of a_ short-term obligation (as defined in _ section 
1283(aX1)A)) who uses the cash receipts and disbursements 
method of accounting, the original issue discount (and any 
other interest payable) on such obligation shall be deduct- 
ible only when paid.” 

(5) TREATMENT OF CERTAIN TRANSFERS OF MARKET DISCOUNT 
BONDS.—Paragraph (1) of section 1276(d) (relating to special 
rules) is amended by striking out “and” at the end of subpara- 
graph (A) and by inserting after subparagraph (B) the following 
new subparagraph: 

“(C) paragraph (3) of section 1245(b) shall be applied as if 
it did not contain a reference to section 351, and”. 

(6) TREATMENT OF BONDS ACQUIRED AT ORIGINAL ISSUE FOR 
PURPOSES OF MARKET DISCOUNT RULES.—Paragraph (1) of section 
1278(a) (defining market discount bond) is amended by adding at 
the end thereof the following new subparagraph: 

“(C) TREATMENT OF BONDS ACQUIRED AT ORIGINAL ISSUE.— 

“(i) IN GENERAL.—Except as otherwise provided in 
this subparagraph or in regulations, the term ‘market 
discount bond’ shall not include any bond acquired by 
the taxpayer at its original issue. 

“(ii) TREATMENT OF BONDS ACQUIRED FOR LESS THAN 
{SSUE PRICE.—Clause (i) shall not apply to any bond if— 

“(T) the basis of the taxpayer in such bond is 
determined under section 1012, and 

“(ID such basis is less than the issue price of such 
bond determined under subpart A of this part. 

“(iii) BONDS ACQUIRED IN CERTAIN REORGANIZA- 
TIons.—Clause (i) shall not apply to any bond issued 
pursuant to a plan of reorganization (within the mean- 
ing of section 368(aX(1)) in exchange for another bond 
having market discount. Solely for purposes of section 
1276, the preceding sentence shall not apply if such 
other bond was issued on or before July 18, 1984 (the 
date of the enactment of section 1276) and if the bond 
issued pursuant to such plan of reorganization has the 
same term and the same interest rate as such other 
bond had. 

“(iv) TREATMENT OF CERTAIN TRANSFERRED BASIS PROP- 
ERTY.—For purposes of clause (i), if the adjusted basis of 
any bond in the hands of the taxpayer is determined by 
reference to the adjusted basis of such bond in the 
hands of a person who acquired such bond at its origi- 
nal issue, such bond shall be treated as acquired by the 
taxpayer at its original issue.” 

(7) TREATMENT OF CERTAIN STRIPPED BONDS OR STRIPPED COU- 
PONS.—Paragraph (1) of section 1281(b) (relating to short-term 
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obligations to which section applies) is amended by striking out 

“or” at the end of subparagraph (D), by striking out the period 

at the end of subparagraph (E) and inserting in lieu thereof 
“, or’, and by adding at the end thereof the following new 
subparagraph: 

“(F) is a stripped bond or stripped coupon held by the 
person who stripped the bond or coupon (or by any other 
person whose basis is determined by reference to the basis 
in the hands of such person).” 

(8) ACCRUAL OF INTEREST PAYMENTS ON CERTAIN SHORT-TERM 
OBLIGATIONS.— 

(A) Effective with respect to obligations acquired after 
September 27, 1985, subsection (a) of section 1281 (relating 
to current inclusion in income of discount on certain short- 
term obligations) is amended to read as follows: 

“(a) GENERAL RuLe.—In the case of any short-term obligation to 
which this section applies, for purposes of this title— 

“(1) there shall be included in the gross income of the holder 
an amount equal to the sum of the daily portions of the acquisi- 
tion discount for each day during the taxable year on which 
such holder held such obligation, and 

“(2) any interest payable on the obligation (other than in- 
terest taken into account in determining the amount of the 
acquisition discount) shall be included in gross income as it 
accrues.” 

(B) Subsection (a) of section 1282 (relating to deferral of 
interest deduction allocable to accrued discount) is amended 
to read as follows: 

“(a) GENERAL RuLE.—Except as otherwise provided in this section, 
the net direct interest expense with respect to any short-term 
obligation shall be allowed as a deduction for the taxable year only 
to the extent such expense exceeds the sum of— 

“(1) the daily portions of the acquisition discount for each day 
during the taxable year on which the taxpayer held such obliga- 
tion, and 

“(2) the amount of any interest payable on the obligation 
(other than interest taken into account in determining the 
amount of the acquisition discount) which accrues during the 
taxable year while the taxpayer held such obligation (and is not 
included in the gross income of the taxpayer for such taxable 
year by reason of the taxpayer’s method of accounting).” 

(9) TREATMENT OF TRANSFERS OF LAND BETWEEN RELATED PAR- 
T1IES.—In the case of any sale or exchange before July 1, 1985, to 
which section 483(f) of the Internal Revenue Code of 1954 (as in 
effect on the day before the date of the enactment of Public Law 
99-121) applies, such section shall be treated as providing that 
the discount rate to be used for purposes of section 483(c\1) of 
such Code shall be 6 percent, compounded semiannually. 

(10) CLARIFICATION OF TREATMENT OF DEBT INSTRUMENTS 
ISSUED FOR PUBLICLY TRADED PROPERTY.—Subparagraph (B) of 
section 1273(bX3) (relating to debt instruments issued for prop- 
erty where there is public trading) is amended to read as 
follows: 

“(BXi) is issued for stock or securities which are traded on 
an established securities market, or 
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“(ii) to the extent provided in regulations, is issued for 
property (other than stock or securities) of a kind regularly 
traded on an established market,”’. 

(11) BOND PREMIUMS AMORTIZED AT CONSTANT RATE, ETC.— 

(A) IN GENERAL.—Paragraph (3) of section 171(b) (relatin 
> amortizable bond premiums) is amended to read as fol- 

ows: 
“(3) METHOD OF DETERMINATION.— 

“(A) IN GENERAL.—Except as provided in regulations pre- 
scribed by the Secretary, the determinations required 
under paragraphs (1) and (2) shall be made on the basis of 
the taxpayer's yield to maturity determined by— 

“(i) using the taxpayer’s basis (for pore of deter- 
mining loss on sale or exchange) of the obligation, and 

“(ii) compounding at the close of each accrual period 
(as defined in section 1272(a\(5)). 

“(B) SPECIAL RULE WHERE EARLIER CALL DATE IS USED.— 
For purposes of subparagraph (A), if the amount payable on 
an earlier call date is used under paragraph (1B\ii) in 
determining the amortizable bond premium attributable to 
the period before the earlier call date, such bond shall be 
treated as maturing on such date for the amount so payable 
and then reissued on such date for the amount so payable.” 

(B) AMORTIZABLE BOND PREMIUM RULES TO APPLY TO 
OBLIGATIONS ISSUED BY INDIVIDUALS, ETC.—Subsection (d) of 
section 171 (defining bond) is amended by striking out 
“issued by any corporation and bearing interest (including 
any like obligation issued by a government or political 
subdivision thereof),”. 

(C) EFFECTIVE DATE.— 

(i) The amendments made by this paragraph shall 
apply to obligations issued after September 27, 1985. 
(ii) In the case of a taxpayer with respect to whom an 
election is in effect on the date of the enactment of this 
Act under section 171(c) of the Internal Revenue Code 
of 1954, such election shall apply to obligations issued 
after September 27, 1985, only if the taxpayer chooses 
(at such time and in such manner as may be prescri 
by the Secretary of the Treasury or his delegate) to 
have such election apply with respect to such 
obligations. 
(12) CLARIFICATION OF AMOUNT OF AMORTIZABLE BOND PRE- 
11UM.— 

(A) IN GENERAL.—Subsection (b) of section 171 (defining 
amortizable bond premium) is amended by adding at the 
end thereof the following new paragraph: 

“(4) TREATMENT OF CERTAIN BONDS ACQUIRED IN EXCHANGE FOR 
THER PROPERTY.— 
“(A) IN GENERAL.—If— 
“(i) a bond is acquired by any person in exchange for 
other property, and 
“(ii) the basis of such bond is determined (in whole or 
in part) by reference to the basis of such other 
property, 
for Ct nky ser of applying this subsection to such bond while 
held by such person, the basis of such bond shall not exceed 
its fair market value immediately after the exchange. A 
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similar rule shall apply in the case of such bond while held 
by any other person whose basis is determined (in whole or 
in part) by reference to the basis in the hands of the person 
referred to in clause (i). 

“(B) SPECIAL RULE WHERE BOND EXCHANGED IN REORGA- 
NIZATION.—Subparagraph (A) shall not apply to an ex- 
change by the taxpayer of a bond for another bond if such 
exchange is a part of a reorganization (as defined in section 
368). If any portion of the basis of the taxpayer in a bond 
transferred in such an exchange is not taken into account 
in determining bond premium by reason of this paragraph, 
such portion shall not be taken into account in determining 
the amount of bond premium on any bond received in the 
exchange.” 

ona EFFECTIVE DATE.—The amendment made by subpara- 

aph (A) shall apply to exchanges after May 6, 1986. 
ad PECIAL RULE FOR BONDS WITH PARTIAL PRINCIPAL 
PAYMENTS.— 

(A) TREATMENT OF ACCRUED MARKET DISCOUNT.— 

(i) Subsection (a) of section 1276 (relating to disposi- 
tion gain representing accrued market discount treated 
as ordinary income) is amended by redesignating para- 
graph (3) as paragraph (4) and by inserting after para- 
graph (2) the following new paragraph: 

“(3) TREATMENT OF PARTIAL PRINCIPAL PAYMENTS.— 

“(A) IN GENERAL.—Any partial principal payment on a 
market discount bond shall be included in gross income as 
ordinary income to the extent such payment does not 
exceed the accrued market discount on such bond. 

“(B) ApsusTMENT.—If subparagraph (A) applies to any 
partial principal payment on any market discount bond, for 
purposes of applying this section to any disposition of (or 
subsequent partial principal payment on) such bond, the 
amount of accrued market discount shall be reduced by the 
amount of such partial principal payment included in gross 
income under subparagraph (A) 

(ii) Paragraph (4) of ol 1276(a) (as redesignated 
by subparagraph (A)) is amended by striking out 

“under paragraph (1)” and inserting in lieu thereof 
“under paragraph (1) or (3)”. 

(iii) Subsection (b) of section 1276 is amended by 

adding at the end thereof the following new paragraph: 
“SPECIAL RULE WHERE PARTIAL PRINCIPAL PAYMENTS. In the 
case of a bond the principal of which may be paid in 2 or more 
payments, the amount of accrued market discount shall be 
determined under regulations prescribed by the Secretary” 

(B) CooRDINATION WITH TAX TREATMENT OF STRIPPED 
BONDS.— 

(i) Paragraph (1) of section 1286(b) (relating to tax 
treatment of person stripping bond) is amended to read 
as follows: 

“(1) such person shall include in gross income an amount 
equal to the sum of— 

“(A) the interest accrued on such bond while held by such 
person and before the time such coupon or bond was dis- 
posed of (to the extent such interest has not theretofore 
been included in such person’s gross income), and 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2797 


“(B) the accrued market discount on such bond deter- 
mined as of the time such coupon or bond was disposed of 
(to the extent such discount has not theretofore been in- 
cluded in such person’s gross income),”. 

(ii) Paragraph (2) of section 1286(b) is amended by 
striking out “the amount of the accrued interest de- 
scribed in paragraph (1)” and inserting in lieu thereof 
on amount included in gross income under paragraph 
( y’. 

(C) ErrecTIvE DATE.—The amendments made by this 
paragraph shall apply to obligations acquired after the date 
of the enactment of this Act. 

(14) CLERICAL AMENDMENTS.— 

(A) Subparagraph (A) of section 127 4(cX(4) is amended by 
striking out “FOR LESS THAN $1,000,000” in the subpara- 
graph heading and inserting in lieu thereof “ror $1,000,000 
OR LESS” 

(B) Paragraph (1) of section 483(d) is amended by striking 
out “any debt instrument to which section 1272 applies” 
and inserting in lieu thereof “any debt instrument for 
which an issue price is determined under section 1273(b) 
(other than paragraph (4) thereof) or section 1274”. 

(C) Clause (iii) of section 6049(bX5XB) is amended by 
striking out “section 1232(bX1)” and inserting in lieu 
thereof “section 1273(a)’. 

(b) AMENDMENTS RELATED TO SECTION 44 OF THE AcT.— 

(1) age emmy a OF TRANSITIONAL RULE FOR PURPOSES OF 
IMPUTED INTEREST RULES.—Paragraph (4) of section 44(b) of the 
Tax Reform Act of 1984 ( (relating to special rules for sales before 
July 1, 1985), as added by section 2 of Public Law 98-612, is 
amended— 

(A) by striking out “before July 1, 1985” in subparagraph 
(A) and inserting in lieu thereof “after December 31, 1984, 
and before July 1, 1985”, 

(B) by striking out “BEFORE JULY 1, 1985” in the para- 
graph heading and inserting in lieu thereof “AFTER DECEM- 
BER 31, 1984, AND BEFORE JULY 1, 1985’, and 

(C) by adding at the end thereof the following new 
subparagraph: 

“(G) FICATION OF APPLICATION OF THIS PARAGRAPH, 
etc.—This paragraph and paragraphs (5), (6), and (7) shall 
apply only in the case of sales or exchanges to which section 
1274 or 483 of the Internal Revenue Code of 1954 (as 
amended by section 41) applies.” 

(2) CLARIFICATION OF INTEREST ACCRUAL, ETC.—Subparagraph 
(A) of section 44(bX3) of the Tax Reform Act of 1984 is amended 
by striking out “and before January 1, 1985,” each place it 
appears. 

(3) EXCEPTION FOR BINDING CONTRACTS.—Subparagraph (B) of 
section 44(bX3) of the Tax Reform Act of 1984 is amended to 
read as follows: 

“(B) EXCEPTION FOR BINDING CONTRACTS.— 

“(i) Subparagraph (AXiX1) shall not apply to any sale 
or exchange pursuant to a written contract which was 
binding on rch 1, 1984, and at all times thereafter 
before the sale or exchange. 
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“(ii) Subparagraph (A\iXID shall not apply to an — 
sale or exchange pursuant to a written contract whic 
was binding on June 8, 1984, and at all times thereafter 
before the sale or exchange.” 

(4) CLERICAL AMENDMENT.—Clause (ii) of section 44(b\6\B) of 
the Tax Reform Act of 1984 (as added by section 2 of Public Law 
98-612) is amended by striking out “greater than” and inserting 
in lieu thereof “not greater than’”’. 

(5) CLARIFICATION OF EFFECTIVE DATE FOR REPEAL OF CAPITAL 
ASSET REQUIREMENT.—Subsection (g) of section 44 of the Tax 
Reform Act of 1984 is amended by striking out “before Decem- 
wd -y ae and inserting in lieu thereof ‘on or before Decem- 

r 31, ; 


SEC. 1804. AMENDMENTS RELATED TO CORPORATE PROVISIONS. 


(a) AMENDMENT RELATED TO SECTION 51 oF THE Act.—Subsection 
(a) of section 246A (relating to dividends received deduction reduced 
where ae stock is debt financed) is amended— 

(1) b by striking out “or 245” and inserting in lieu thereof “ 
245(a)”, and 

(2) by adding at the end thereof the following new sentence: 

“The preceding sentence shall be applied before any determina- 
tion of a ratio under paragraph (1) or (2) of section 245(a).” 

(b) AMENDMENTS RELATED TO SECTION 53 AND SECTION 54 OF THE 

(1) AMENDMENTS TO SECTION 246.— 

(A) Subparagraph (A) of section 246(cX\1) (relating to 
exclusion of certain dividends) is amended to read as 
follows: 

“(A) Which is held by the taxpayer for 45 days or less, 
or” 

‘) Paragraph (4) of section 246(c) (relating to holding 
period reduced for periods where risk of loss diminished) is 
amended by striking out “determined under paragraph (3)” 
and inserting in lieu thereof “determined for purposes of 
this subsection”. 

(C) The amendments made by this paragraph shall apply 
to stock acquired after March 1, 1986. 

(2) EFFECTIVE DATE FOR RELATED PERSON PROVISIONS.—Para- 
graph (3) of section 53(e) of the Tax Reform Act of 1984 (relating 
to effective date for related person provisions) is amended to 
read as follows: 

“(3) RELATED PERSON PROVISIONS.— 

“(A) IN GENERAL.—Except as otherwise provided in 
subparagraph (B), the amendment made by subsection (c) 
shall take effect on July 18, 1984. 

(B) SPECIAL RULE FOR PURPOSES OF SECTION 265(2).—The 
amendment made by subsection (c) insofar as it relates to 
a 265(2) of the Internal Revenue Code of 1954 shall 
apply 

“(i) term loans made after July 18, 1984, and 
“(ii) demand loans outstanding after July 18, 1984 
(other than any loan outstandin as on July 18, 1984, and 
repaid before wg Baers te 18, 198 
“(C) TREATMENT OF RENEGOTIATIONS, ETC.—For purposes 
of this paragraph, any loan renegotiated, extended, or re- 
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vised after July 18, 1984, shall be treated as a loan made 
after such date. 
“(D) DEFINITION OF TERM AND DEMAND LOANS.—For pur- 
of this peenees the terms ‘demand loan’ and ‘term 
oan’ have the respective meanings given such terms by 
paragraphs (5) and (6) of section 7872(f) of the Internal 
Revenue Code of 1954, except that the second sentence of 
such paragraph (5) shall not apply.” 

(3) SPECIAL RULE FOR CERTAIN DISTRIBUTIONS BEFORE JANUARY 
1, 1988.—Paragraph (3) of section 54 of the Tax Reform Act of 
1984 (relating to exceptions for distributions before January 1, 
1985, to 80-percent corporate shareholders) is amended by 
adding at the end thereof the following new subparagraph: 

“(D) SPECIAL RULE FOR CERTAIN DISTRIBUTIONS BEFORE 
JANUARY 1, 1988.— 

“(i) IN GENERAL.—In the case of a transaction to 
which this subparagraph applies, subparagraph (A) 
shall be applied by substituting ‘1988’ for ‘1985’ and the 
on ars by subtitle D of title VI shall not 
apply. 

re TRANSACTION TO WHICH SUBPARAGAPH APPLIES.— 
This subparagraph appies to a transaction in which a 
Delaware corporation which was incorporated on May 
31, 1927, and which was acquired by the transferee on 
December 9, 1968, transfers to the transferee stock in a 
corporation— 
“() with respect to which such Delaware cor- 
poration is a 100-percent corporate shareholder, 


“(ID which is a Tennessee corporation which was 
incorporated on October 5, 1981, and which is a 
successor to an Indiana corporation which was 
incorporated on June 28, 1946, and acquired by the 
transferee on December 9, 1968.” 
(c) AMENDMENTS RELATED TO SECTION 55 OF THE AcT.— 

(1) Clause (ii) of section 852(bX4\B) (relating to losses attrib- 
utable to exempt-interest dividend) is amended by striking out 
“for less than 31 days” and inserting in lieu thereof “for 6 
months or less’. 

(2) Subparagraph (C) of section 852(bX4) (relating to deter- 
mination of holding periods) is amended to read as follows: 

“(C) DETERMINATION OF HOLDING PERIODS.—For pu 


of this paragraph, the rules of paragraphs (3) and (4) of 
section 246(c) s all apply in determining the period for 
which the ‘anion er has held an ae share of stock; except that 


‘6 months’ shall be substituted for each number of days 
specified in subparagraph (B) of section 246(cX3).” 

(3) Subparagraph (D) of section 852(b\(4) (relating to losses 
incurred under a periodic liquidation plan) is amended by strik- 
ing out “subparagraph (A)” and inserting in lieu thereof “sub- 
paragraphs (A) and (B)”. 

(4) Paragraph (4) of section 852(b) is amended by adding at the 
end thereof the following new subparagraph: 

“(E) AUTHORITY TO SHORTEN REQUIRED HOLDING PERIOD.— 
In the case of a regulated investment company which regu- 
larly distributes at least 90 per of its net tax-exempt 
interest, the Secretary may by regulations prescribe that 
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subparagraph (B) (and subparagraph (C) to the extent it 
relates to subparagraph (B)) shall be applied on the basis of 
a holding period requirement shorter than 6 months; except 
that such shorter holding period requirement shall not be 
shorter than the greater of 31 days or the period between 
regular distributions of exempt-interest dividends.” 

(5) The paragraph heading for paragraph (4) of section 852(b) 
is amended by striking out “LESS THAN 31 DAYS” and inserting in 
lieu thereof ‘6 MONTHS OR LESS”. 

(6) The amendments made by this subsection shall apply to 
stock with respect to which the taxpayer’s holding period begins 
after March 28, 1985. 

(d) AMENDMENT RELATED TO SECTION 58 OF THE ACT.— 

(1) IN GENERAL.—Paragraph (1) of section 562(b) (relating to 
distributions in liquidation) is amended by adding at the end 
thereof the following new sentence: “Except to the extent pro- 
vided in regulations, the preceding sentence shall not apply in 
the case of any mere holding or investment company which is 
not a regulated investment company.” 

(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 
shall apply to distributions after September 27, 1985. 

(e) AMENDMENTS RELATED TO SECTION 60 OF THE ACT.— 

(1) TREATMENT OF CERTAIN REDEMPTION AND LIQUIDATION 
RIGHTS.—Subparagraph (C) of section 1504(a)(4) (relating to cer- 
Pee preferred stock not treated as stock) is amended to read as 

ollows: 

“(C) has redemption and liquidation rights which do not 
exceed the issue price of such stock (except for a reasonable 
redemption or liquidation premium), and’. 

(2) TREATMENT OF CERTAIN CORPORATIONS AFFILIATED ON JUNE 
22, 1984.—Paragraph (2) of section 60(b) of the Tax Reform Act 
of 1984 (relating to special rule for corporations affiliated on 
June 22, 1984) is amended by adding at the end thereof the 
following new sentence: “The preceding sentence shall cease to 
apply as of the first day after June 22, 1984, on which such 
corporation does not qualify as a member of such group under 
section 1504(a) of the Internal Revenue Code of 1954 (as in effect 
on the day before the date of the enactment of this Act).” 

(3) TREATMENT OF CERTAIN SELL-DOWNS AFTER JUNE 22, 1984.— 
Paragraph (3) of section 60(b) of the Tax Reform Act of 1984 
(relating to special rule not to apply to certain sell-downs after 
June 22, 1984) is amended to read as follows: 

“(3) SPECIAL RULE NOT TO APPLY TO CERTAIN SELL-DOWNS AFTER 
JUNE 22, 1984.—If— 

“(A) the requirements of paragraph (2) are satisfied with 
respect to a corporation, 

“(B) more than a de minimis amount of the stock of such 
corporation— 

“(i) is sold or exchanged (including in a redemption), 
or 
“(ii) is issued, 
after June 22, 1984 (other than in the ordinary course of 
business), and 

“(C) the requirements of the amendment made by subsec- 
tion (a) are not satisfied after such sale, exchange, or issu- 
ance, 
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then the amendment made by subsection (a) shall apply for 
purposes of determining whether such corporation continues to 
be a member of the group. The preceding sentence shall not 
apply to any transaction if such transaction does not reduce the 
percentage of the fair market value of the stock of the corpora- 
tion referred to in the preceding sentence held by members of 
the group determined without regard to this paragraph.” 

(4) TREATMENT OF CERTAIN CORPORATIONS AFFILIATED ON JUNE 
22, 1984, eTC.—Subsection (b) of section 60 of the Tax Reform 
Act of 1984 is amended by striking out paragraph (5) and 
inserting in lieu thereof the following new paragraphs: 

“(5) NATIVE CORPORATIONS.— 

“(A) In the case of a Native Corporation established 
under the Alaska Native Claims Settlement Act (43 U.S.C. 
1601 et seq.), or a corporation all of whose stock is owned 
directly by such a corporation, during any taxable year 
(beginning after the effective date of these amendments and 
before 1992), or any part thereof, in which the Native 
Corporation is subject to the provisions of section 7(h\(1) of 
such Act (43 U.S.C. 1606(h\(1))— 

“(i) the amendment made by subsection (a) shall not 
apply, and 

“(ii) the requirements for affiliation under section 
1504(a) of the Internal Revenue Code of 1986 before the 
amendment made by subsection (a) shall be applied 
solely according to the provisions expressly contained 
therein, without regard to escrow arrangements, 
redemption rights, or similar provisions. 

“(B) Except as provided in subparagraph (C), during the 
period described in subparagraph (A), no provision of the 
Internal Revenue Code of 1986 (including sections 269 and 
482) or principle of law shall apply to deny the benefit or 
use of losses incurred or credits earned by a corporation 
described in subparagraph (A) to the affiliated group of 
which the Native Corporation is the common parent. 

“(C) Losses incurred or credits earned by a corporation 
described in subparagraph (A) shall be subject to the gen- 
eral consolidated return regulations, including the provi- 
sions relating to separate return limitation years, and to 
sections 382 and 383 of the Internal Revenue Code of 1986. 

“(D) Losses incurred and credits earned by a corporation 
which is affiliated with a corporation described in subpara- 
graph (A) shall be treated as having been incurred or 
earned in a separate return limitation year, unless the 
corporation incurring the losses or earning the credits satis- 
fies the affiliation requirements of section 1504(a) without 
application of subparagraph (A). 

“(6) TREATMENT OF CERTAIN CORPORATIONS AFFILIATED ON 
JUNE 22, 1984.—In the case of an affiliated group which— 

“(A) has as its common parent a Minnesota corporation 
incorporated on April 23, 1940, and 

“(B) has a member which is a New York corporation 
incorporated on November 13, 1969, 

for purposes of determining whether such New York corpora- 
tion continues to be a member of such group, paragraph (2) shall 
be applied by substituting for ‘January 1, 1988,’ the earlier of 
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January 1, 1994, or the date on which the voting power of the 
preferred stock in such New York corporation terminates. 

“(7) ELECTION TO HAVE AMENDMENTS APPLY FOR YEARS BEGIN- 
NING AFTER 1983.—If the common parent of any group makes an 
election under this paragraph, notwithstanding any other provi- 
sion of this subsection, the amendments made by subsection (a) 
shall apply to such — for taxable years beginning after 
December 31, 1983. Any such election, once made, shall be 
irrevocable. 

“(8) TREATMENT OF CERTAIN AFFILIATED GROUPS.—If— 

“(Aja corporation (hereinafter in this paragraph referred 
to as the ‘parent’) was incorporated in 1968 and filed 
consolidated returns as the nt of an affiliated group for 
each of its taxable years ending after 1969 and before 1985, 

“(B) another corporation (hereinafter in this paragraph 
referred to as the ‘subsidiary’) became a member of the 
parent’s affiliated group in 1978 by reason of a recapitaliza- 
tion pursuant to which the parent increased its voting 
interest in the subsidiary from not less than 56 percent to 
not less than 85 percent, and 

“(C) such subsidiary is engaged (or was on September 27, 
1985, engaged) in manufacturing and distributing a broad 
line of business and related supplies for binding, 
laminating, shredding, graphics, and providing secure 
identification, 

then, for purposes of determining whether such subsidiary cor- 
poration is a member of the parent’s affiliated group under 
section 1504(a) of the Internal Revenue Code of 1954 (as 
amended by subsection (a)), paragraph (2B) of such section 
1504(a) shall be applied by substituting ‘55 percent’ for ‘80 
percent’. 

“(9) TREATMENT OF CERTAIN CORPORATIONS AFFILIATED DURING 
1971.— In the case of a group of corporations which filed a 
consolidated Federal income tax return for the taxable year 
beginning during 1971 and which— 

“(A) included as a common parent on December 31, 1971, 
a Delaware corporation incorporated on August 26, 1969, 


“(B) included as a member thereof a Delaware corpora- 
tion incorporated on November 8, 1971, 
for taxable years beginning after December 31, 1970, and ending 
before January 1, 1988, the requirements for affiliation for each 
member of such group under section 1504(a) of the Internal 
Revenue Code of 1954 (before the amendment made by subsec- 
tion (a)) shall be limited solely to the —— expressly 
contained therein and by reference to stock issued under State 
law as common or preferred stock. During the period described 
in the pow sentence, no provision of the Internal Revenue 
Code of 1986 (including sections 269 and 482) or principle of law, 
except the general consolidated return regulations (includi 
the provisions relating to separate return limitation years) an 
sections 382 and 383 of such Code, shall apply to deny the 
benefit or use of losses incurred or credits earned by members of 
such group.” 
(5) TREATMENT OF CERTAIN SELL-DOWNS.—Paragraph (4) of 


section 60(b) of the Tax Reform Act of 1984 (relating to excep- 
tion for certain sell-downs) is amended by adding at the end 
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thereof the following new sentence: “For purposes of the preced- 
ing sentence, if there is a letter of intent between a corporation 
and a securities underwriter entered into on or before June 22, 
1984, and the subsequent issuance or sale is effected pursuant to 
a registration statement filed with the Securities and Exchange 
Commission, such stock shall be treated as issued or sold pursu- 
ant to a registration statement filed with the Securities and 
Exchange Commission on or before June 22, 1984.” 

(6) AMENDMENT OF SECTION 332.— 

(A) IN GENERAL.—Paragraph (1) of section 332(b) fretation 
to liquidations to which section applies) is amended to 
as follows: 

“(1) the corporation receiving such property was, on the date 
of the adoption of the plan of liquidation, and has continued to 
be at all times until the receipt of the property, the owner of 
stock (in such other corporation) meeting the requirements of 
section 1504(a\(2); and either”’. 

(B) EFFECTIVE DATE.— 

(i) IN GENERAL.—Except as provided in clause (iii), the 
amendment made by subparagraph (A) shall apply 
with respect to plans of complete liquidation adopted 
after March 28, 1985. 

(ii) CERTAIN DISTRIBUTIONS MADE AFTER DECEMBER 31, 
1984.—Except as provided in clause (iii), the amend- 
ment made by subparagraph (A) shall also apply with 
respect to plans of complete liquidations adopted on or 
before March 28, 1985, pursuant to which any distribu- 
tion is made in a taxable year inning after Decem- 
ber 31, 1984 (December 31, 1983, in the case of an 
affiliated group to which an election under section 
60(bX7) of the Tax Reform Act of 1984 applies), but only 
if the liquidating corporation and any corporation 
which receives a distribution in complete liquidation of 
such corporation are members of an affiliated group of 
corporations filing a consolidated return for the taxable 
year which includes the date of the distribution. 

(iii) TRANSITIONAL RULE FOR AFFILIATED GROUPS.—The 
amendment made by subparagraph (A) shall not apply 
with respect to plans of complete liquidation if the 
liquidating corporation is a member of an affiliated 
group of corporations under section 60(b) (2), (5), (6), or 
(8) of the Tax Reform Act of 1984, for all taxable years 
which include the date of any distribution pursuant to 
such plan. 

(7) AMENDMENT OF SECTION 337.— 

(A) IN GENERAL.—Subparagraph (B) of section 337(cX3) 
ve distributee corporation) is amended to read as 

ollows: 

“(B) DistRIBUTEE CORPORATION.—For purposes of subpara- 
graph (A), the term ‘distributee corporation’ means any 
corporation which receives a distribution to which section 
332 applies in a complete liquidation of the selling corpora- 
tion. Such term also includes any other corporation which 
receives a distribution to which section 332 applies in a 
complete liquidation of a corporation which is a distributee 
corporation under the p ing sentence or prior applica- 
tion of this sentence.” 
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(B) EFFECTIVE DATE.—The amendment made b y subpara- 
graph (A) shall apply in the case of plans of complete 
liquidation pursuant to which any distribution is made in a 
taxable year beginning after December 31, 1984 (December 
31, 1983, in the case of an affiliated group to which an 
election under section 60(bX(7) of the Tax Reform Act of 1984 
applies). 

(8) AMENDMENT OF SECTION 338.— 

(A) IN GENERAL.—Paragraph (3) of section 338(d) (defining 
qualified stock purchase) is amended to read as follows: 

“(3) QUALIFIED STOCK PURCHASE.—The term ‘qualified stock 
purchase’ means any transaction or series of transactions in 
which stock (meeting the requirements of section 1504(a\(2)) of 1 
corporation is acquired by another corporation by purchase 
during the 12-month acquisition period.” 

(B) EFFecTIvVE DATE.—The amendment made by subpara- 
graph (A) shall apply in cases where the 12-month acquisi- 
tion period (as defined in section 338(hX1) of the Internal 
Revenue Code of 1954) begins after December 31, 1985. 

(9) TREATMENT OF CERTAIN CORPORATION ORGANIZED ON FEB- 
RUARY 22, 1983.—In the case of a Rhode Island corporation 
which was organized on February 22, 1983, and which on Feb- 
ruary 25, 1983— 

(A) purchased the stock of another corporation, 

(B) filed an election under section 338(g) of the Internal 
Revenue Code of 1986 with oe to such purchase, and 

(C) merged into the acquired corporation, 

such purchase of stock shall be considered as made by the 
acquiring corporation, such election shall be valid, and the 
acquiring corporation shall be considered a purchasing corpora- 
tion for purposes of section 338 of such Code without regard to 
the duration of the existence of the acquiring corporation. 

(10) TREATMENT OF FORMER DISsc’s.—Paragraph (7) of section 
at (defining includible corporation) is amended to read as 
ollows: 

“(7) A DISC (as defined in section 992(aX1)), or any other 
corporation which has accumulated DISC income which is de- 
rived after December 31, 1984.” 

(f) AMENDMENTS RELATED TO SECTION 61 oF THE Act.— 

(1) TREATMENT OF DISTRIBUTIONS OF APPRECIATED PROPERTY.— 

(A) Subsection (b) of section 312 (relating to effect on 
earnings and profits) is amended to read as follows: 

“(b) DistRIBUTIONS OF APPRECIATED Property.—On the distribu- 
tion by a corporation, with respect to its stock, of any property the 
fair market value of which exceeds the adjusted basis thereof— 

“(1) the earnings and profits of the corporation shall be 
increased by the amount of such excess, an 

“(2) subsection (aX3) shall be applied by substituting ‘fair 
market value’ for ‘adjusted basis’ 

For purposes of this subsection and subsection (a), the adjusted basis 

of any property is its adjusted basis as determined for purposes of 

computing earnings and profits.” 

(B) Subsection (c) of section 312 is amended by inserting 

“and” at the end of ph (1), by striking out “, and” at 
the end of paragraph (2) and inserting in lieu thereof a 
period, and by striking out paragraph (3). 
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(C) The subsection heading for subsection (c) of section 
312 is amended by striking out “, Erc.”. 

(D) Subsection (n) of section 312 is amended by striking 
out paragraph (4) and by redesignating paragraphs (5), (6), 
os »). and (9) as paragraphs (4), (5), (6), (7), and (8), respec- 

ively. 

(E) Paragraph (8) of section 312(n) (as redesignated by 
subparagraph (D)) is amended by striking out “subsection 
(k\(4)” and all that follows and inserting in lieu thereof the 
following: 

“subsection (k)(4)— 

“(A) paragraphs (4) and (6) shall apply only in the case of 
taxable years beginning after December 31, 1985, and 

“(B) paragraph (5) shall apply only in the case of taxable 
years beginning after December 31, 1987.” 

(F) Any reference in subsection (e) of section 61 of the Tax 
Reform Act of 1984 to a paragraph of section 312(n) of the 
Internal Revenue Code of 1954 shall be treated as a ref- 
erence to such paragraph as in effect before its redesigna- 
tion by subparagraph (D). 

(2) CLERICAL AMENDMENTS.— 

(A) Subsection (a) of section 1275 is amended— 

(i) by redesignating the paragraph added by section 
61 of the Tax Reform Act of 1984 as paragraph (5), and 

(ii) by striking out “To coRPORATIONS” in the heading 
of such paragraph and inserting in lieu thereof “sy 
CORPORATIONS . 

(B) Paragraph (3) of section 301(f) is amended by striking 
out “this section” and inserting in lieu thereof “this subsec- 
tion”. 

(3) EFFECTIVE DATE FOR TREATMENT OF REDEMPTIONS.—Para- 
graph (7) of section 312(n) of the Internal Revenue Code of 1954 
(as redesignated by paragraph (1D) of this subsection), and the 
amendments made by section 61(a\(2) of the Tax Reform Act of 
1984, shall apply to distributions in taxable years beginning 
after September 30, 1984. 

(g) AMENDMENTS RELATED TO SECTION 63 OF THE ACT.— 

(1) IN GENERAL.—Section 361 (relating to nonrecognition of 

gain or loss to corporations) is amended to read as follows: 


“SEC. 361. NONRECOGNITION OF GAIN OR LOSS TO TRANSFEROR COR- 
PORATION; OTHER TREATMENT OF TRANSFEROR CORPORA- 
TION; ETC. 


“(a) GENERAL Rute.—No gain or loss shall be recognized to a 
transferor corporation which is a = to a reorganization on any 
exchange of property pursuant to the plan of reorganization. 

“(b) OrHER TREATMENT OF TRANSFEROR CORPORATION.—In the case 
of a transferor corporation which is a party to a reorganization— 

“(1) sections 336 and 337 shall not apply with respect to any 
liquidation of such corporation pursuant to the plan of reorga- 
nization, 

“(2) the basis of the property (other than stock and securities 
described in paragraph (3)) received by the corporation pursuant 
to such plan of reorganization shall be the same as it would be 
in the hands of the transferor of such property, adjusted by the 
amount of gain or loss recognized to such transferor on such 
transfer, and 
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“(3) no gain or loss shall be recognized by such corporation on 
any disposition (pursuant to the plan of reorganization) of stock 
or securities which were received pursuant to such plan and 
which are in another corporation which is a party to such 
reorganization. 

For purposes of paragraph (3), if the transferor corporation is 
merged, consolidated, or liquidated pursuant to the plan of reorga- 
nization, or if a transaction meets the requirements of section 
368(aX1XC) pursuant to a waiver granted by the Secretary under 
section 368(a\2\G\ii), any distribution of such stock or securities by 
the transferor corporation to its creditors in connection with such 
transaction shall be treated as pursuant to such plan of 
reorganization. 

“(c) TREATMENT OF DISTRIBUTIONS OF APPRECIATED PROPERTY.— 
Notwithstanding any other provision of this subtitle, gain shall be 
recognized on the distribution of property (other than property 
permitted by section 354, 355, or 356 to be received without the 
recognition of gain) pursuant to a plan of reorganization in the same 
manner as if such property had been sold to the distributee at its 
fair market value.” 

(2) CLARIFICATION OF TRANSFERS TO CREDITORS.—Section 
368(aX2\GXi) (relating to distribution requirement) is amended 
by adding at the end thereof the following new sentence: “For 
purposes of the preceding sentence, if the acquired corporation 
is liquidated pursuant to the plan of reorganization, any dis- 
tribution to its creditors in connection with such liquidation 
shall be treated as pursuant to the plan of reorganization.” 

(3) CONFORMING AMENDMENT.—The table of sections for sub- 
part C of part III of subchapter C of chapter 1 is amended by 
striking out the item relating to section 361 and inserting in 
lieu thereof the following: 

“Sec. 361. Nonrecognition of gain or loss to transferor corporation; other 

treatment of transferor corporation; etc.” 

(4) EFFECTIVE DATE.—The amendments made by this subsec- 
tion shall apply to plans of reorganizations adopted after the 
date of the enactment of this Act. 

(h) AMENDMENTS RELATED TO SECTION 64 OF THE ACT.— 

(1) Subsection (c) of section 368 (defining control) is amended 
to read as follows: 

“(c) ConTROL DeFIneD.—For purposes of part I (other than section 
304), part II, this part, and part V, the term ‘control’ means the 
ownership of stock possessing at least 80 percent of the total com- 
bined voting power of all classes of stock entitled to vote and at least 
80 percent of the total number of shares of all other classes of stock 
of the corporation.” 

(2) Paragraph (2) of section 368(a) is amended by adding at the 
end thereof the following new subparagraph: 

“(H) SPECIAL RULE FOR DETERMINING WHETHER CERTAIN 
TRANSACTIONS ARE QUALIFIED UNDER PARAGRAPH (1)(D).—In 
the case of any transaction with respect to which the 
requirements of subparagraphs (A) and (B) of section 
354(b\(1) are met, for purposes of determining whether such 
transaction qualifies under subparagraph (D) of paragraph 
(1), the term ‘control’ has the meaning given to such term 
by section 304(c).” 
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(3) Section 368(a\(2) is amended by inserting “(other than for 
purposes of subparagraph (C))” in subparagraph (A) after 
“subchapter”. 

(i) AMENDMENTS RELATED TO SECTION 65 OF THE ACT.— 

(1) IN GENERAL.—Subsection (a) of section 341 (relating to 
collapsible corporations) is amended by striking out “held for 
more than 6 months”. 

(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 
shall apply with respect to sales, exchanges, and distributions 
after September 27, 1985. 

(j) AMENDMENTS RELATED TO SECTION 67 OF THE ACT.— 

(1) EXEMPTION FOR SMALL BUSINESS CORPORATIONS, ETC.— 
Subsection (b) of section 280G (defining excess parachute pay- 
ment) is amended by adding at the end thereof the following 
new paragraph: 

“(5) EXEMPTION FOR SMALL BUSINESS CORPORATIONS, ETC.— 

“(A) IN GENERAL.—Notwithstanding paragraph (2), the 
term ‘parachute payment’ does not include— 

“(ij) any payment to a disqualified individual with 
respect to a corporation which (immediately before the 
change described in paragraph (2A\i)) was a small 
business corporation (as defined in section 1361(b)), and 

“(ii) any payment to a disqualified individual with 
respect to a corporation (other than a corporation de- 
scribed in clause (i)) if— 

“(D immediately before the change described in 
paragraph (2)A)i), no stock in such corporation 
was readily tradeable on an established securities 
market or otherwise, and 

“(II) the shareholder approval requirements of 
subparagraph (B) are met with respect to such 
payment. 

The Secretary may, by regulations, prescribe that the 
requirements of subclause (I) of clause (ii) are not met 
where a substantial portion of the assets of any entity 
consists (directly or indirectly) of stock in such corpora- 
tion and interests in such other entity are readily 
tradeable on an established securities market, or other- 


wise. 

“(B) SHAREHOLDER APPROVAL REQUIREMENTS.—The share- 
holder approval requirements of this subparagraph are met 
with respect to any payment if— 

“(i) such payment was approved by a vote of the 
persons who owned, immediately before the change 
described in paragraph (2XA)i), more than 75 percent 
of the voting power of all outstanding stock of the 
corporation, and 

“(ii) there was adequate disclosure to shareholders of 
all material facts concerning all payments which (but 
for this paragraph) would be parachute payments with 
respect to a disqualified individual.” 

(2) TREATMENT OF REASONABLE COMPENSATION.—Paragraph (4) 
of section 280G(b) (relating to excess parachute payments re- 
duced to extent taxpayer establishes reasonable compensation) 
is amended to read as follows: 
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“(4) TREATMENT OF AMOUNTS WHICH TAXPAYER ESTABLISHES AS 
REASONABLE COMPENSATION.—In the case of any payment de- 
scribed in paragraph (2(A)— 

“(A) the amount treated as a parachute pee shall 
not include the portion of such payment which the taxpayer 


establishes by clear and convincing evidence is reasonable 
compensation for personal services to be rendered on or 
— the date of the change described in paragraph (2\A\Xi), 
an 


“(B) the amount treated as an excess parachute payment 
shall be reduced by the portion of such payment which the 
taxpayer establishes by clear and convincing evidence is 
reasonable compensation for personal services actually ren- 
oy eT the date of the change described in paragraph 

1). 
For purposes of subparagraph (B), reasonable compensation for 
services actually rendered before the date of the change de- 
scribed in paragraph (2A\ji) shall be first offset against the 
base amount.” 

(8) EXEMPTION FOR PAYMENT UNDER QUALIFIED PLANS.— 
Subsection (b) of section 280G (defining excess parachute pay- 
ment) is amended by adding at the end thereof the following 
new paragraph: 

“(6) EXEMPTION FOR PAYMENTS UNDER QUALIFIED PLANS.—Not- 
withstanding paragraph (2), the term ‘parachute payment’ shall 
not include any payment to or from— 

“(A) a plan described in section 401(a) which includes a 
trust exempt from tax under section 501(a), 

““(B) an ero described in section 403(a), or 
oon” simplified employee pension (as defined in section 

(4) TREATMENT OF AFFILIATED GROUPS.—Subsection (d) of sec- 
tion 280G is amended by adding at the end thereof the following 
new paragraph: 

“(5) TREATMENT OF AFFILIATED GROUPS.—Except as otherwise 
provided in regulations, all members of the same affiliated 
group (as defined in section 1504, determined without regard to 
section 1504(b)) shall be treated as 1 corporation for purposes of 
this section. Any person who is an officer or any member of 
such group shall be treated as an officer of such 1 corporation.” 

(5) LIMITATION ON NUMBER OF INDIVIDUALS TREATED AS HIGHLY 
COMPENSATED.—Subsection (c) of section 280G (defining uali- 
fied individual) is amended by adding at the onl thereof the 
following new sentence: “For purposes of a = (2), > 
term ‘highly-compensated individual’ only includes an individ- 
ual who is (or would be if the individual were an employee) a 
member of the group consisting of the highest paid 1 percent of 
the employees of the corporation or, if less, the highest paid 250 
employees of the corporation.” 

(6) EXCLUDED AMOUNTS NOT TAKEN INTO ACCOUNT IN DETER- 
MINING WHETHER THRESHOLD AMOUNT IS MET.—Subparagraph 
(A) of section 280G(bX2) (defining parachute payment) is 
— by adding at the end thereof the following new sen- 

nce: 

“For purposes of clause (ii), payments not treated —en 
chute payments under paragraph (4A), (5), or (6) s not 
be taken into account.” 
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(7) LIMITATION ON TREATMENT OF PAYMENT PURSUANT TO SECU- 
RITIES LAW VIOLATION AS PARACHUTE PAYMENT.—Subparagraph 
(B) of section 280G(bX2) (defining parachute payments) is 
amended to read as follows: 

“(B) AGREEMENTS.—The term ‘parachute payment’ shall 
also include any payment in the nature of compensation to 
(or for the benefit of) a disqualified individual if such 
payment is made pursuant to an agreement which violates 
po pm enforced securities laws or regulations. In 

involving the issue of whether any payment 
‘nik to a disqualified individual is a parachute payment on 
account of a violation of any generally enforced securities 
laws or regulations, the burden of proof with respect to 
establishing the occurrence of a violation of such a law or 
regulation shall be upon the Secretary.” 

(8) CLERICAL AMENDMENT.—Paragraph (2) of section 280G(d) 
(defining base period) is amended by striking out “was an 
employee of the corporation” and inserting in lieu thereof 
“performed personal services for the corporation’’. 

(k) AMENDMENTS RELATING TO SECTION 68 OF THE ACT.— 

(1) No DISC PREFERENCE REDUCTION FOR S CORPORATIONS.— 
Effective with respect to taxable years beginning after Decem- 
ber 31, 1982, paragraph (4) of section 291(a) (as in effect on the 
day before the date of the enactment of the Tax Reform Act of 
1984) is amended by striking out “a corporation” and inserting 
in lieu thereof “a C corporation”. 

(2) CLARIFICATION OF EFFECTIVE DATES.— 

(A) Paragraph (2) of section 68(e) of the Tax Reform Act of 
1984 (relating to section 1250 gain) is amended by striking 
out “of the Internal Revenue Code of 1954” and inserting in 
lieu thereof ‘“‘of the Internal Revenue Code of 1954, and the 
amendment made by subsection (c\(2) of this section,”. 

(B) Paragraph (3) of section 68(e) of the Tax Reform Act of 
1984 (relating to pollution control facilities) is amended by 
striking out “‘of such Code” and inserting in lieu thereof “of 
such Code, and so much of the amendment made by subsec- 
tion (cl) of this section as relates to pollution control 
facilities,”’. 

(3) CLERICAL AMENDMENTS.— 

(A) The subsection heading of section 291(a) is amended 
by striking out “20-PercENT’”’. 

(B) Paragraph (2) of section 68(c) of the Tax Reform Act of 
1984 is amended by striking out “section 57(h)” and insert- 
ing in lieu thereof “section 57(b)’”. 

(C) Subparagraph (B) of section 57(bX1) is amended to 
read as follows: 

“(B) IRON ORE AND COAL.—In the case of any item of tax 
preference of a corporation described in paragraph (8) of 
subsection (a) (but only to the extent such item is allocable 
to a deduction for depletion for iron ore and coal, including 
lignite), only 71.6 percent of the amount of such item of tax 
preference (determined without regard to this subsection) 
shall be taken into account as an item of tax preference.” 

(D) Paragraph (2) of section 57(b) is amended by striking 
out “85 percent” and inserting in lieu thereof “80 percent”’. 
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SEC. 1805. AMENDMENTS RELATED TO PARTNERSHIP PROVISIONS. 


(a) AMENDMENTS RELATED TO SECTION 72 OF THE ACT.— 

(1) CLARIFICATION THAT CHANGE NEED NOT OCCUR DURING TAX- 
ABLE YEAR OF PAYMENT.— 

(A) Clause (i) of section 706(d)(2A) is amended by striking 
out “each such item” and inserting in lieu thereof “such 
item”. 

(B) Subparagraph (B) of section 706(d\(2) is amended by 
striking out “which are described in paragraph (1) and”. 

(2) CLERICAL AMENDMENT.—Clause (i) of section 706(d\2\C) 
(relating to items attributable to periods not within taxable 
year) is amended by striking out “the first day of such taxable 
year” and inserting in lieu thereof “the first day of the taxable 
year”. 

(b) AMENDMENT RELATED TO SECTION 73 OF THE Act.—Clause (iii) 
of section 707(aX2\B) (relating to treatment of certain property 
transfers) is amended by striking out “sale of property” and insert- 
ing in lieu thereof “sale or exchange of property”. 

(c) AMENDMENTS RELATED TO SECTION 75 OF THE AcCT.— 

(1) LIMITATION ON AMOUNT OF GAIN.—Section 386 (relating to 
transfers of partnership and trust interests by a corporation) is 
amended by redesignating subsection (d) as subsection (e) and by 
inserting after subsection (c) the following new subsection: 

“(d) LiMITATION ON AMOUNT OF GAIN RECOGNIZED IN CasE OF Non- 
LIQUIDATING DisTRIBUTIONS.—In the case of any distribution by a 
corporation to which section 311 applies, the amount of any gain 
recognized by reason of subsection (a) shall not exceed the amount of 
the gain which would have been recognized if the partnership 
interest had been sold. The Secretary may by regulations provide 
that the amount of such gain shall be computed without regard to 
any loss attributable to property contributed to the partnership for 
the principal purpose of recognizing such loss on the distribution.” 

(2) CLARIFICATION OF SECTION 761(e).—Subsection (e) of sec- 
tion 761 (relating to distributions treated as exchanges) is 
amended— 

(A) by striking out “For purposes of” and inserting in lieu 
thereof “Except as otherwise provided in regulations, for 
purposes of”, 

(B) by striking out “any distribution (not otherwise 
treated as an exchange)” and inserting in lieu thereof “any 
distribution of an interest in a partnership (not otherwise 
treated as an exchange)”, and 

(C) by striking out “DistrrpuTions” in the subsection 
heading and inserting in lieu thereof “DistRIBUTIONS OF 
PARTNERSHIP INTERESTS’. 

(d) AMENDMENT RELATED TO SECTION 77 OF THE Act.—Subpara- 
graph (A) of section 1031(a\(3) (relating to requirement that property 
be identified) is amended by striking out “before the day” and 
inserting in lieu thereof “on or before the day”. 


SEC. 1806. AMENDMENTS RELATED TO TRUST PROVISIONS. 


(a) AMENDMENT RELATED TO SECTION 81 oF THE Act.—Subpara- 
graph (B) of section 643(e\3), as redesignated by subsection (c) 
(relating to election to recognize gain), is amended to read as follows: 

“(B) ELection.—Any election under this paragraph shall 
apply to all distributions made by the estate or trust during 
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a taxable year and shall be made on the return of such 
estate or trust for such taxable year.” 

(b) TREATMENT OF MULTIPLE Trusts.—Subsection (b) of section 82 
of the Tax Reform Act of 1984 (relating to treatment of multiple 
trusts) is amended by inserting before the period at the end thereof 
the following: “; except that, in the case of a trust which was 
irrevocable on March 1, 1984, such amendment shall so apply only 
to that portion of the trust which is attributable to contributions to 
corpus after March 1, 1984”. 

(c) CLERICAL AMENDMENTS.—Section 643 (relating to definitions 
ater. to subparts A, B, C, and D) is amended— 

(1) by redesignating the subsection added by section 81 of the 
Tax Reform Act of 1984 as subsection (e), and 

(2) by redesignating the subsection added by section 82 of such 
Act as subsection (f) 


SEC. 1807. AMENDMENTS RELATED TO ACCOUNTING CHANGES. 


(a) AMENDMENTS RELATED TO SECTION 91 OF THE AcT.— 
(1) CLARIFICATION OF CASH BASIS EXCEPTION TO TAX SHELTER 
RULE.— 

(A) Subparagraph (A) of section 461(iX2) is amended by 
striking out “within 90 days after the close of the taxable 
year” and inserting in lieu thereof “before the close of the 
90th — the close of the taxable year”. 

(B) The heading for paragraph (2) of | section 461(i) is 
amended by ‘striking out “WITHIN 90 DAYS’ ’ and inserting in 
lieu thereof “ ON OR BEFORE THE 90TH DAY” 

(2) CLARIFICATION OF COORDINATION WITH SECTION 464.— 
Subparagraph (A) of section 461(i\(4) (relating to special rules for 


farming) i is amended to read as follows: 
(A) any tax shelter described in paragraph (3XC) shall be 
treated as a farming syndicate for Pod am of section 464; 


except that this subparagraph shall not a ly for purposes 
of determining the income of an indivi meeting the 
requirements of section 464(c\2),”. 

(3) TREATMENT OF MINING AND SOLID WASTE RECLAMATION AND 
CLOSING COSTS.— 

(A) RESERVE INCREASED BY AMOUNT DEDUCTED.—Para- 
graph (2) of section 468(a) (relating to establishment of 
reserves for reclamation and closing costs) is amended by 
adding at the end thereof the following new subparagraph: 

“(D) RESERVE INCREASED BY AMOUNT DEDUCTED.—A re- 
serve shall be increased each taxable year by the amount 
allowable as a deduction under paragraph @) for such 
a year which is allocable to such reserve.’ 

(B) ErrectivE paTe.—Subsection (g) of section 91 of the 
Tax Reform Act of 1984 (relating to effective dates) is 
amended by adding at the end thereof the following new 
paragraph: 

“(4) EFFECTIVE DATE FOR TREATMENT OF MINING AND SOLID 
WASTE RECLAMATION AND CLOSING COSTS. Ca as otherwise 
provided in subsection (h), the amendments made by subsection 
(b) shall take effect on the date of the enactment of this Act 
with res to taxable years ending after such date.” 

(C) CLERICAL AMENDMENT. —Paragraph (1) of section 
468(a) is amended by striking out “this subsection” and 
inserting in lieu thereof “this section”. 
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(4) TREATMENT OF DECOMMISSIONING OF NUCLEAR POWER- 
PLANT.— 

(A) TIME WHEN PAYMENTS DEEMED MADE.— 

(i) IN GENERAL.—Section 468A is amended by adding 
at the end thereof the following new subsection: 

“(g) Tim—E WHEN PAYMENTS DEEMED Mape.—For purposes of this 
section, a taxpayer shall be deemed to have made a payment to the 
Fund on the last day of a taxable year if such payment is made on 
account of such taxable year and is made within 2% months after 
the close of such taxable year.” 

(ii) TRANSITIONAL RULE.—To the extent provided in 
regulations prescribed by the Secretary of the Treasury 
or his delegate, subsection (g) of section 468A of the 
Internal Revenue Code of 1954 (as added by clause (i)) 
shall be applied with respect to any payment on ac- 
count of a taxable year beginning before January 1, 
1987, as if it did not contain the requirement that the 
payment be made within 2% months after the close of 
the taxable year. Such regulations may provide that, to 
the extent such payment to the Fund is made more 
than 2% months after the close of the taxable year, any 
adjustment to the tax attributable to such payment 
shall not affect the amount of interest payable with 
respect to periods before the payment is made. Such 
regulations may provide appropriate adjustments to 
the deduction allowed under such section 468A for any 
such taxable year to take into account the fact that the 
payment to the Fund is made more than 2% months 
after the close of the taxable year. 

(B) TREATMENT OF AMOUNTS DISTRIBUTED.—Subparagraph 
(A) of section 468A(cX1) (relating to inclusion of amount 
distributed) is amended by striking out “subsection 
(eX2\(B)” and inserting in lieu thereof “subsection (e4\(B)”. 

(C) CLARIFICATION OF TAXATION OF FUND.—Paragraph (2) 
of section 468A(e) (relating to taxation of Fund) is amended 
to read as follows: 

“(2) TAXATION OF FUND.— 

“(A) IN GENERAL.—There is hereby imposed on the gross 
income of the Fund for any taxable year a tax at a rate 
equal to the highest rate of tax specified in section 11(b), 
except that— 

“(i) there shall not be included in the gross income of 
the Fund any payment to the Fund with respect to 
— a deduction is allowable under subsection (a), 


“(ii) there shall be allowed as a deduction to the Fund 
any amount paid by the Fund which is described in 
paragraph (4B) (other than an amount paid to the 
taxpayer) and which would be deductible under this 
chapter for purposes of determining the taxable income 
of a corporation. 

“(B) Tax IN LIEU OF OTHER TAXATION.—The tax imposed 
by subparagraph (A) shall be in lieu of any other taxation 
under this subtitle of the income from assets in the Fund. 


“(C) FUND TREATED AS CORPORATION.—For purposes of 
subtitle F— 
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“(i) the Fund shall be treated as if it were a corpora- 
tion, and 

“(ii) any tax imposed by this paragraph shall be 
treated as a tax imposed by section 11.” 

(D) LIMITATION ON INVESTMENTS.—Paragraph (4) of sec- 
tion 468A(e) is amended by striking out “and” at the end of 
subparagraph (A), by striking out the period at the end of 
subparagraph (B) and inserting in lieu thereof “, and”, and 
by adding at the end thereof the following new 
subparagraph: 

“(C) to the extent that a portion of the Fund is not 
currently needed for purposes described in subparagraph 
(A) or (B), making investments described in section 
501(cX21(BXii).” 

(E) CLERICAL AMENDMENTS.— 

(i) Subsection (a) of section 468A is amended by strik- 
ing out “this subsection” and inserting in lieu thereof 
“this section”. 

(ii) Subsection (d) of section 468A is amended by 
striking out “this subsection” in the material preceding 
paragraph (1) and inserting in lieu thereof “this 
section”. 

(iii) The subsection heading for subsection (e) of sec- 
tion 468A is amended by striking out “Trust Funp” 
and inserting in lieu thereof “Reserve Funp”. 

(iv) Paragraph (1) of section 468A(e) is amended— 

(I) by striking out “this subsection” and inserting 
in lieu thereof “this section”, and 

(ID by striking out “Trust Fund” and inserting in 
lieu thereof “Reserve Fund”. 

(v) Paragraph (6) of section 468A(e) is amended— 

(I) by striking out “this subsection” each place it 
appears and inserting in lieu thereof “this sec- 
tion”, and 

a by striking out “this subparagrap ” and 
inserting in lieu thereof “this paragraph”. 

(vi) Subsection (f) of section 468A is amended by 
striking out “The term” and inserting in lieu thereof 
“For purposes of this section, the term”. 

(vii) Section 88 is amended by striking out “of rate- 
making purposes” and inserting in lieu thereof “for 
ee purposes”. 

(F) EFFECTIVE DATE.—Subsection (g) of section 91 of the 
Tax Reform Act of 1984 is amended by adding at the end 
thereof the following new paragraph: 

“(5) RULES FOR NUCLEAR DECOMMISSIONING cCosTs.—The 
amendments made by subsections (c) and (f) shall take effect on 
the date of the enactment of this Act with respect to taxable 
years ending after such date.” 

(5) EFFECTIVE DATE FOR NET OPERATING LOSS PROVISIONS.— 
Subsection (g) of section 91 of the Tax Reform Act of 1984 is 
amended by adding at the end thereof the following new 
paragraph: 

“(6) MODIFICATION OF NET OPERATING LOSS CARRYBACK 
PERIOD.—The amendments made by subsection (d) shall apply to 
losses for taxable years beginning after December 31, 1983.” 
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(6) CLARIFICATION OF ELECTION FOR EARLIER EFFECTIVE DATE.— 
Subparagraph (A) of section 91(g\(2) of the Tax Reform Act of 
1984 (relating to taxpayer may elect earlier application) is 
amended— 

(A) by striking out “incurred before” and inserting in lieu 
thereof “incurred on or before”, 

(B) by striking out “incurred on or after” and inserting in 
lieu thereof “incurred after’’, and 

(C) by adding at the end thereof the following new 

sentence: 
“The Secretary of the Treasury or his delegate may by 
regulations provide that (in lieu of an election under the 
preceding sentence) a taxpayer may (subject to such condi- 
tions as such regulations may provide) elect to have subsec- 
tion (h) of section 461 of such Code apply to the taxpayer’ 8 
entire taxable year in which occurs July 19, 1984.” 

(7) SPECIAL RULES FOR DESIGNATED SETTLEMENT FUNDS.— 

(A) IN GENERAL.—Subpart C of part II of subchapter E of 
chapter 1 (relating to taxable year for which deduction 
taken) is amended by adding at the end thereof the follow- 
ing new section: 


“SEC. 468B. SPECIAL RULES FOR DESIGNATED SETTLEMENT FUNDS. 


“(a) In GeNnerRAL.—For purposes of section 461(h), economic 
performance shall be deemed to occur as qualified payments are 
made by the taxpayer to a designated settlement fund. 

“(b) TAXATION OF DESIGNATED SETTLEMENT FuND.— 

“(1) IN GENERAL.—There is imposed on the gross income of 
any designated settlement fund for any taxable year a tax at a 
rate equal to the maximum rate in effect for such taxable year 
under section 1(e). 

“(2) CERTAIN EXPENSES ALLOWED.—For purposes of paragraph 
(1), gross income for any taxable year shall be reduced by the 
amount of any administrative costs (including State and local 
taxes) and other incidental expenses of the designated set- 
tlement fund (including legal, accounting, and actuarial 
expenses)— 

“(A) which are incurred in connection with the operation 
of the fund, and 

“(B) which would be deductible under this chapter for 
purposes of determining the taxable income of the 
corporation, 

no other deduction shall be allowed to the fund. 

“(3) TRANSFERS TO THE FUND.—In the case of any qualified 
payment made to the fund— 

“(A) the amount of such payment shall not be treated as 
income of the designated settlement fund, 

“(B) the basis of the fund in any property which con- 
stitutes a qualified payment shall be equal to the fair 
market value of such property at the time of payment, and 

“(C) the fund shall be treated as the owner of the prop- 
erty in the fund (and any earnings thereon). 

“(4) Tax IN LIEU OF OTHER TAXATION.—The tax imposed by 
paragraph (1) shall be in lieu of any other taxation under thi. 
— of income from assets in the designated settlement 

und. 
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7 COORDINATION WITH SUBTITLE F.—For purposes of sub- 
title F— 

“(A) a designated settlement fund shall be treated as a 
corporation, and 

“(B) any tax imposed by this subsection shall be treated 
as a tax imposed by section 11. 

“(c) Depuctions Nor WED FOR TRANSFER OF INSURANCE 
Amounts.—No deduction shall be allowable for any qualified pay- 
ment by the taxpayer of any amounts received from the settlement 
of any insurance claim to the extent such amounts are excluded 
from the gross income of the taxpayer. 

“(d) DeFtn1ITIONS.—For purposes of this section— 

“(1) QUALIFIED PAYMENT.—The term ‘qualified payment’ 
means = money or property which is transferred to any 
ones settlement fund pursuant to a court order, other 
than— 

“(A) any amount which may be transferred from the fund 
to the taxpayer, or 

“(B) the transfer of any stock or indebtedness of the 
taxpayer (or any related person). 

“(2) IGNATED SETTLEMENT FUND.—The term ‘designated 
settlement fund’ means any fund— ; 

“(A) which is established pursuant to a court order, 

“(B) with respect to which no amounts may be trans- 
ferred other than in the form of qualified payments, 

“(C) which is administered by persons a majority of whom 
are independent of the taxpayer, 

“(D) which is established for the principal purpose of 
resolving and satisfying present and future claims against 
the taxpayer (or any related person or formerly related 
person) arising out of personal injury, death, or property 


damage, 

“(E) under the terms of which the taxpayer may not hold 
-— beneficial interest in the income or corpus of the fund, 
an 

“(F) with respect to which an election is made under this 
section by the taxpayer. 

An election under this section shall be made at such time and in 
such manner as the Secretary shall by lation prescribe. 
Such an election, once made, may be revoked only with the 
consent of the Secretary. 

“(3) RELATED PERSON.—The term ‘related person’ means a 
— related to the taxpayer within the meaning of section 

“(e) NONAPPLICABILITY OF SECTION.—This section shall not apply 
with respect to any liability of the taxpayer arising under any 
workers’ compensation Act or any contested liability of the taxpayer 
within the meaning of section 461(f). 

“(f) OrnerR Funps.—Except as provided in regulations, any pay- 
ment in respect of a liability described in subsection (dX2XD) (and 
not described in subsection (e)) to a trust fund or escrow fund which 
is not a designated settlement fund shall not be treated as constitut- 
ing economic performance.” 

(B) CLERICAL AMENDMENT.—The table of sections for sub- 
part C of part II of subchapter E of chapter 1 is amended by 
adding after the item relating to section 468A the following 
new item: 
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“Sec. 468B. Special rules for designated settlement funds.” 


(C) SPECIAL RULE FOR TAXPAYER IN BANKRUPTCY REORGA- 
NIZATION.—In the case of any settlement fund which is 
established for claimants against a corporation which filed 
a petition for reorganization under chapter 11 of title 11, 
United States Code, on August 26, 1982, and which filed 
with a United States district court a first amended and 
restated plan of reorganization before March 1, 1986— 

(i) any portion of such fund which meets the require- 
ments of subparagraphs (A), (C), (D), and (F) of section 
468B(dX2) of the Internal Revenue Code of 1954 (as 
added by this paragraph) shall be treated as a des- 
ignated settlement fund for purposes of section 468B of 
such Code, 

(ii) such corporation (or any successor thereof) shall 
be liable for the tax imposed by section 468B of such 
Code on such portion of the fund (and the fund shall 
not be liable for such tax), such tax shall be deductible 
by the corporation, and the rate of tax under section 
468B of such Code for any taxable year shall be equal to 
15 percent, and 

(iii) any transaction by any portion of the fund not 
described in clause (i) shall be treated as a transaction 
made by the corporation. 

(D) CLARIFICATION OF LAW WITH RESPECT TO CERTAIN 
FUNDS.— 

(i) IN GENERAL.—Nothing in any provision of law 
shall be construed as providing that an escrow account, 
settlement fund, or similar fund is not subject to cur- 
rent income tax. If contributions to such an account or 
fund are not deductible, then the account or fund shall 
be taxed as a grantor trust. 

(ii) EFFECTIVE DATE.—The provisions of clause (i) shall 
apply to accounts or funds established after August 16, 


(8) TRANSITIONAL RULE FOR CERTAIN AMOUNTS.—For purposes 
of section 461(h) of the Internal Revenue Code of 1954, economic 
performance shall be treated as occurring on the date of a 
payment to an insurance company if— 

(A) such payment was made before November 23, 1985, 
for indemnification against a tort liability relating to per- 
sonal injury or death caused by inhalation or ingestion of 
dust from asbestos-containing insulation products, 

(B) such insurance company is unrelated to taxpayer, 

(C) such payment is not refundable, and 

(D) the taxpayer is not engaged in the mining of asbestos 
nor is any member of any affiliated group which includes 
the taxpayer so engaged. 

(b) AMENDMENTS RELATED TO SECTION 92 OF THE AcCT.— 

(1) TREATMENT OF SERVICES.—Subsection (g) of section 467 
(relating to comparable rules for services) is amended by adding 
at the end thereof the following new sentence: “The preceding 
sentence shall not apply to any amount to which section 404 or 
404A (or any other provision specified in regulations) applies.” 

(2) CLERICAL AMENDMENTS.— 
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(A) Subparagraph (A) of section 467(bX4) is amended by 
striking out “statutory recover period” and inserting in lieu 
thereof “statutory recovery period”. 

(B) Paragraph (4) of section 467(c) i is amended by striking 
out “subsection (bX3\A)” and inserting in lieu thereof 
“subsection (b\4A)”. 

(C) The last sentence of section 467(d\2) is amended by 
striking out “section 1274(cX2XC)” and inserting in lieu 
thereof “section 1274(cX4\C)’”. 

(D) Paragraph (5) of section 467(e) is amended by striking 
out “section 168(d)(4\(D)” and inserting in lieu thereof “‘sec- 
tion 168(eX4(D)’. 

(c) TRANSITION RuLE.—A taxpayer shall be allowed to use the cash 
receipts and disbursements method of accounting for taxable years 
ending after January 1, 1982, if such taxpayer— 

(1) is a partnership which was founded in 1936, 

(2) has over 1,000 professional employees, 

(3) used a long-term contract method of accounting for a 
substantial part of its income from the performance of architec- 
tural and engineering services, and 

(4) is headquartered in Chicago, Illinois. 


SEC. 1808. AMENDMENTS RELATED TO TAX STRADDLE PROVISIONS. 


(a) TREATMENT OF SUBCHAPTER S CORPORATIONS.— 

(1) Section 102 of the Tax Reform Act of 1984 (relating to 
section 1256 extended to certain options) is amended by adding 
at the end thereof the following new subsection: 

“(j) COORDINATION OF ELECTION UNDER SuBSECTION (dX3) WiTH 
ELECTIONS UNDER SUBSECTIONS (g) AND (h).—The Secretary of the 
Treasury or his delegate shall prescribe such regulations as may be 
necessary to coordinate the election provided by subsection (dX3) 
with the elections provided by subsections (g) and (h).” 

(2) Paragraph (8) of section 102(d) of the Tax Reform Act of 
1984 (relating to subchapter S election) is amended by striking 
out “(as so defined)’ and inserting in lieu thereof “(as so 
defined) or such other day as may be permitted under 
regulations’”’. 

(b) TREATMENT OF AMOUNTS RECEIVED FOR LOANING SECURITIES.— 
Subparagraph (B) of section 263(g\2) (defining interest and carrying 
charges) is amended by striking out “and” at the end of clause (ii), 
by striking out the period at the end of clause (iii) and inserting in 
lieu thereof “, and”, and by inserting after clause (iii) the following 
new clause: 

“(iv) any amount which is a payment with respect to 
a security loan (within the meaning of section 512(a)(5)) 
includible in gross income with respect to such prop- 
erty for the taxable year.” 

(c) TREATMENT OF OPTION STRADDLES.—Subparagraph (A) of sec- 
tion 1092(dX3) (relating to special rules for stocks) is amended b 
adding at the end thereof the following new sentence: “The prened 
ing sentence shall not apply to any interest in stock.” 

(d) Section 108.—Section 108 of the Tax Reform Act of 1984 is 
amended— 

(1) by striking out “if such position is part of a transaction 
entered into for profit” and inserting in lieu thereof “if such 
loss is incurred in a trade or business, or if such loss is incurred 
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in a transaction entered into for profit though not connected 
with a trade or business”, 

(2) by striking out subsection (b) and inserting in lieu thereof 
the following: 

“(b) Loss INCURRED IN A TRADE OR BustNEss.—For purposes of 
subsection (a), any loss incurred by a commodities dealer in the 
trading of commodities shall be treated as a loss incurred in a trade 
or business.”’, 

(3) by striking out the heading for subsection (c) and inserting 
in lieu thereof the following: 

“(c) Net Loss ALLOWED.—”’, 

(4) by striking out subsection (f) and inserting in lieu thereof 
the following: 

“(f) Commopit1es DEALER.—For purposes of this section, the term 
‘commodities dealer’ means any taxpayer who— 

“(1) at any time before January 1, 1982, was an individual 
described in section 1402(iX2\B) of the Internal Revenue Code of 
1954 (as added by this subtitle), or 

“(2) was a member of the family (within the meaning of 
section 704(eX3) of such Code) of an individual described in 
paragraph (1) to the extent such member engaged in commod- 
ities trading through an organization the members of which 
consisted solely of— 

“(A) 1 or more individuals described in paragraph (1), and 
“(B) 1 or more members of the families (as so defined) of 
such individuals.”, and 

(4) by striking out subsection (h) and inserting in lieu thereof 
the following: 

“(h) SynpicaTes.—For purposes of this section, any loss incurred 
by a person (other than a commodities dealer) with respect to an 
interest in a syndicate (within the meaning of section 1256(eX3)\B) of 
the Internal Revenue Code of 1954) shall not be considered to be a 
loss incurred in a trade or business.”’ 


SEC. 1809. AMENDMENTS RELATED TO DEPRECIATION PROVISIONS. 


(a) AMENDMENTS RELATED TO SECTION 111 oF THE AcT.— 

(1) 15-YEAR STRAIGHT LINE ELECTION FOR LOW-INCOME HOUS- 
ING.—The table contained in subparagraph (A) of section 
168(bX3) (relating to election of different recovery percentage) is 
amended— 

(A) by striking out “and low-income housing” in the last 
item, and 

(B) by adding at the end thereof the following new item: 

“Low-income housing 15, 35, or 45 years.” 

(2) USE OF CONVENTIONS.— 

(A) MID-MONTH CONVENTION FOR 19-YEAR REAL PROP- 
ERTY.— 
(i) Paragraph (2) of section 168(b) (relating to 19-year 
real property) is amended— 

(I) by striking out the last sentence of subpara- 

graph (A), and 
(Il) by amending subparagraph (B) to read as 

follows: 
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“(B) MID-MONTH CONVENTION FOR 19-YEAR REAL PROP- 
ERTY.—In the case of 19-year real property, the amount of 
the deduction determined under any provision of this sec- 
tion (or for purposes of section 57(aX12\B) or 312(k)) for any 
taxable year shall be determined on the basis of the number 
of months (using a mid-month convention) in which the 
property is in service.’ 

(ii) Subparagraph (B) of section 168(f(2) (relating to 
recovery property used predominantly outside the 
United States) is amended to read as follows: 

“(B) REAL PROPERTY.—Except as provided in subpara- 
graph (C), in the case of 19-year real property or low-income 
housing which, during the taxable year, is predominantly 
used outside the United States, the recovery deduction for 
the taxable year shall be, in lieu of the amount determined 
under subsection (b), the amount determined by applying to 
the unadjusted basis of such property the applicable 
percentage determined under tables prescribed by the Sec- 
retary. For purposes of the preceding sentence, in prescrib- 
ing such tables, the Secretary shall— 

“(i) assign to the property described in this subpara- 
graph a 35-year recovery period, and 

“(ii) assign percentages determined in accordance 
with the use of the method of depreciation described in 
section 167(jX1\B), switching to the method described 
in section 167(b\1) at a time to maximize the deduction 
allowable under subsection (a).” 

(B) MONTHLY CONVENTION FOR LOW-INCOME HOUSING.— 
Subparagraph (B) of section 168(b\(4) (relating to low-income 
housing) is amended to read as follows: 

“(B) MoNTHLY CONVENTION.—In the case of low-income 
ae the amount of the deduction determined under 

rovision of this section (or for purposes of section 
57a 12XB) or 312(k)) for any taxable year shall be deter- 
mined on the basis of the number of months (treating all 
property placed in service or disposed of during any month 
as placed in service or disposed of on the first day of such 
month) in which the property is in service.” 

(C) CONFORMING AMENDMENTS.— 

(i) Effective on and after the date of the enactment of 
this Act, clause (ii) of section 168(j2XB) (relating to 
conventions) is amended to read as follows: 

“(ii) CROSS REFERENCE.— 


“For other applicable conventions, see paragraphs (2)(B) and (4)(B) of 
subsection (b).” 


(ii) Subparagraph (A) of section 312(kX3) is amended 
by striking out “; and rules similar to the rules under 
the next to the last sentence of section 168(bX2XA) and 
section 168(bX2)\B) shall ap wk 

(3) MINIMUM TAX TREATMENT. paragraph (B) of section 
57(aX12) (relating to 19-year real property and low-income ee 
ing) is amended by striking out so much of such ne 
as precedes cleans (i) thereof and inserting in lieu t. 


ae 
(B) 19-YEAR REAL PROPERTY AND LOW-INCOME HOUSING.— 
With respect to each recovery property which is 19-year 
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real property or low-income housing, the amount (if any) by 
which the deduction allowed under section 168(a) (or, in the 
case of property described in section 167(k), under section 
167) for the taxable year exceeds the deduction which would 
have been allowable for the taxable year had the property 
been depreciated using a straight-line method (without 
regard to salvage value) over a recovery period of—”’. 

(4) TREATMENT OF PROPERTY FINANCED WITH TAX-EXEMPT 
BONDS.— 

(A) Clause (ii) of section 168(f(12)(B) (relating to recovery 
method) is amended to read as follows: 

“(ii) 19-YEAR REAL PROPERTY.—In the case of 19-year 
real property, the amount of the deduction allowed 
shall be determined by using the straight-line method 
(without regard to salvage value) and a recovery period 
of 19 years.” 

(B) Subparagraph (C) of section 168(f(12) (relating to 
exception for projects for residential rental property) is 
amended to read as follows: 

“(C) EXCEPTION FOR LOW- AND MODERATE-INCOME HOUS- 
InG.—Subparagraph (A) shall not apply to— 

“(i) any low-income housing, an 

“(ii) any other recovery property which is placed in 
service in connection with projects for residential 
rental property financed by the proceeds of obligations 
described in section 103(b\4)(A).” 

(C) Any property described in paragraph (3) of section 
631(d) of the Tax Reform Act of 1984 shall be treated as 
property described in clause (ii) of section 168(f(12\C) of the 
Internal Revenue Code of 1954 as amended by subpara- 
graph (B). 

(5) COORDINATION WITH IMPUTED INTEREST CHANGES.—In the 
case of any property placed in service before May 9, 1985 (or 
treated as placed in service before such date by section 105(b\3) 
of Public Law 99-121)— 

(A) any reference in any amendment made by this subsec- 
tion to 19-year real property shall be treated as a reference 
to 18-year real property, and 

(B) section 168(f(12B ii) of the Internal Revenue Code of 
1954 (as amended by paragraph (4XA)) shall be applied by 
substituting ‘18 years’ for “19 years”. 

(b) TREATMENT OF TRANSFEREE IN CERTAIN TRANSACTIONS.— 

(1) IN GENERAL.—Subparagraph (A) of section 168(f(10) (relat- 
ing to transferee bound by transferor’s period and method in 
certain cases) is amended to read as follows: 

“(A) IN GENERAL.—In the case of recovery property trans- 
ferred in a transaction described in subparagraph (B), for 
purposes of computing the deduction allowable under 
subsection (a) with respect to so much of the basis in the 
hands of the transferee as does not exceed the adjusted 
basis in the hands of the transferor— 

“(i) if the transaction is described in subparagraph 
(BXi), the transferee shall be treated in the same 
manner as the transferor, or 

“(ii) if the transaction is described in clause (ii) or (iii) 
of subparagraph (B) and the transferor made an elec- 
tion with respect to such property under subsection 
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(bX3) or (fX2XC), the transferee shall be treated as 
having made the same election (or its equivalent).” 

(2) TREATMENT OF TERMINATIONS OF PARTNERSHIPS.—Subpara- 
graph (B) of section 168(f(10) is amended by adding at the end 
thereof the saree new sentence: 

“Clause (i) shall not apply in the case of the termination of 
a partnership under section 708(b\(1\B).” 

(3) EFFECTIVE DATE.—The amendments made by this subsec- 
tion shall apply to property placed in service by the transferee 
peed December 31, 1985, in taxable years ending after such 

ate. 

(c) AMENDMENT RELATED TO SECTION 112 OF THE a 
(2) of section 453(i) (defining recapture income) is amended by 
striking out “section 1245 or 1250” and inserting in lieu thereof 
“section 1245 or 1250 (or so much of section 751 as relates to section 
1245 or 1250)”. 

(d) AMENDMENTS RELATED TO SECTION 113 oF THE AcT.— 

(1) TREATMENT OF FILMS, VIDEO TAPES, AND SOUND RECORD- 
INGS.—Except with res to property placed in service by the 
taxpayer on or before March 28, 1985, subsection (c) of section 
167 (relating to limitations on use of certain methods and rates) 
is amended by adding at the end thereof the following new 
sentence: 

“Paragraphs (2), (3), and (4) of subsection (b) shall not apply to any 
motion picture film, video tape, or sound recording.” 

(2) CLERICAL AMENDMENT.—Subsection (q) of section 48 is 
amended by redesignating the paragraph relating to special 
rule for qualified films as paragraph (7). 

(e) AMENDMENTS RELATED TO SECTION 114 oF THE AcT.— 

(1) Paragraph (1) of section 48(b) (defining new section 38 
property) is amended by adding at the end thereof the following 
new sentence: “Such term includes any section 38 property the 
reconstruction of which is completed by the taxpayer, but only 
with respect to that portion of the basis which is properly 
attributable to such reconstruction.” 

(2) Paragraph (2) of section 48(b) (relating to special rule for 
sale-leasebacks) is amended— 

(A) by striking out “paragraph (1)” and inserting in lieu 
thereof “the first sentence of paragraph (1)”, 

(B) by striking out “used under the lease” and ee 
in lieu thereof ‘‘used under the leaseback (or lease) refe 
to in subparagraph (B)”, 

(C) by adding at the end thereof the following new sen- 
tence: “The preceding sentence shall not apply to any 
property if the lessee and lessor of such property make an 
election under this sentence. Such an election, once made, 
_ be revoked only with the consent of the Secretary.”, 


an 
(D) by striking out “3 months of’ in subparagraph (B) and 
inserting in lieu thereof “3 months after’. 


SEC. 1810. AMENDMENTS RELATED TO FOREIGN PROVISIONS. 


(a) AMENDMENTS RELATED TO SECTION 121 oF THE AcT.— 
(1) TREATMENT OF CERTAIN DOMESTIC CORPORATIONS.— 
(A) IN GENERAL.—Subsection (g) of section 904 (relating to 
source rules in the case of United States-owned foreign 
corporations) is amended by redesignating paragraph (9) as 
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paragraph (10), and by inserting after paragraph (8) the 
following new paragraph: 

“(9) TREATMENT OF CERTAIN DOMESTIC CORPORATIONS.—For 
purposes of this subsection— 

“(A) in the case of interest treated as not from sources 
within the United States under section 861(aX1\B), the 
corporation paying such interest shall be treated as a 
United States-owned foreign corporation, and 

“(B) in the case of any dividend treated as not from 
sources within the United States under section 861(a\2)A), 
the corporation paying such dividend shall be treated as a 
United States-owned foreign corporation.” 

(B) ErFrectIvE DATE.—The amendment made by subpara- 
graph (A) shall take effect on March 28, 1985. In the case of 
any taxable year ending after such date of any corporation 
treated as a United States-owned foreign corporation by 
reason of the amendment made by subparagraph (A)— 

(i) only income received or accrued by such corpora- 
tion after such date shall be taken into account under 
section 904(g) of the Internal Revenue Code of 1954; 
except that 

(ii) paragraph (5) of such section 904(g) shall be ap- 
plied 7 taking into account all income received or 
accrued by such corporation during such taxable year. 

(2) TREATMENT OF CERTAIN FOREIGN CORPORATIONS ENGAGED IN 
TRADE OR BUSINESSES WITHIN THE UNITED STATES.—Subparagraph 
(E) of section 121(b)\(2) of the Tax Reform Act of 1984 (relating to 
special rules for applicable CFC) is amended by adding at the 
end thereof the following new clause: 

“(iii) TREATMENT OF CERTAIN FOREIGN CORPORATIONS 
ENGAGED IN BUSINESS IN UNITED STATES.—For pee 
of clause (ii), a foreign corporation shall be treated as a 
United States person with respect to any interest pay- 
ment made by such corporation if— 

“() at least 50 percent of the gross income from 
all sources of such corporation for the 3-year period 
ending with the close of its last taxable year ending 
on or before March 31, 1984, was effectively con- 
nected with the conduct of a trade or business 
within the United States, and 

“(ID at least 50 percent of the gross income from 
all sources of such corporation for the 3-year period 
ending with the close of its taxable year preceding 
the payment of such interest was effectively con- 
nected with the conduct of a trade or business 
within the United States.” 

_(8) TREATMENT OF CERTAIN SHORT-TERM BORROWING.—Clause 
(ii) of section 121(bX2\D) of the Tax Reform Act of 1984 (defining 
applicable CFC) is amended by striking out “or the holding of 
short-term obligations” and all that follows and inserting in lieu 
thereof “(or short-term borrowing from nonaffiliated persons) 
and lending the proceeds of such obligations (or such borrowing) 
to affiliates.” 

(4) COORDINATION WITH TREATY OBLIGATIONS.—Section 904(g) 
of the Internal Revenue Code of 1954 shall apply notwithstand- 
ing any treaty obligation of the United States to the contrary 
(whether entered into on, before, or after the date of the enact- 
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ment of this Act) unless (in the case of a treaty entered into 
after the date of the enactment of this Act) such treaty by 
specific reference to such section 904(g) clearly expresses the 
intent to override the provisions of such section. 

(5) TRANSITIONAL RULE RELATED TO SECTION 125(bX5) OF THE 
act.—For purposes of section 125(bX5) of the Tax Reform Act of 
1984 (relating to separate application of section 904 in case of 
income covered by transitional rules), any carryover under 
section 904(c) of the Internal Revenue Code of 1954 allowed to a 
taxpayer which was incorporated on August 31, 1962, attrib- 
utable to taxes paid or accrued in taxable years beginning in 
1981, 1982, 1983, or 1984, with res to amounts included in 
gross income under section 951 of such Code in respect of a 
controlled a which was incorporated on 
May 27, 1977, be treated as taxes paid or accrued on 
income separately treated under such section 125(b\(5). 

(b) AMENDMENTS RELATED TO SECTION 122 oF THE Act.— 

(1) TREATMENT OF SUBPART F AND FOREIGN PERSONAL HOLDING 
COMPANY INCLUSIONS.—Subparagraph (C) of section 904(dX3) 
(relating to exception where designated corporation has small 
amount of separate limitation interest) is amended by adding at 
the end thereof the following new sentence: 

“The preceding sentence shall not apply to a7 amount 
includible in gross income under section 551 or 951.” 

(2) TREATMENT OF INTEREST AND DIVIDENDS FROM MEMBERS OF 
SAME AFFILIATED GROUP.—Paragraph (3) of section 904(d) (relat- 
ing to certain amounts attributable to United States-owned 
foreign corporations, etc., treated as interest) is amended b 
striking out aaneees (J), by redesignating ———— ) 
as sub ph (J), and by inserting after subparagraph (H) 
the following new subparagraph: 

“() INTEREST AND DIVIDENDS FROM MEMBERS OF SAME 
AFFILIATED GROUP.—For purposes of this paragraph, divi- 
dends and interest received or accrued by the designated 
payor corporation from another member of the same affili- 
ated = (determined under section 1504 without regard 
to su ion (bX3) thereof) shall be treated as separate 
limitation interest if (and only if) such amounts are attrib- 
utable (directly or ones to separate limitation interest 
of any other member of such group.” 

(3) TREATMENT OF INTEREST FROM DESIGNATED PAYOR CORPORA- 
TION.— oe (2) of section 904(d) is amended » Prague sae 
at the end thereof the following: “For purposes of this subsec- 
tion, interest (after the operation of section 904(dX3)) received 
from a designated payor corporation described in section 
904(dX3XEXiii) by a taxpayer which owns directly or indirectly 
less than 10 percent of the voting stock of such designated payor 
corporation shall be treated as interest described in subpara- 

Ih (A) to the extent such interest would have been so treated 
such taxpayer received it from other than a designated 
payor corporation.” 

(4) DEFINITION OF DESIGNATED PAYOR CORPORATION.— 

(A) IN GENERAL.—Subparagraph (E) of section 904(d\3) 
(defining designated payor corporation) is amended by strik- 
ing out “and” at the end of clause (ii), by striking out the 
period at the end of clause (iii) and inserting in lieu thereof 

‘, and”, and by adding at the end thereof the following: 





100 STAT. 2824 PUBLIC LAW 99-514—OCT. 22, 1986 


“(iv) any other corporation formed or availed of for 

purposes of avoiding the provisions of this paragraph. 

For purposes of this paragraph, the rules of paragraph (9) of 
subsection (g) shall apply. 

(B) EFFECTIVE DATES.— 

(i) The amendment made by enna (A) 
insofar as it adds the last sentence to subparagraph (E) 
of section 905(d)\(3) shall take effect on March 28, 1985. 
In the case of any taxable year ending after such date 
of any corporation treated as a designated payor cor- 
poration by reason of the amendment made by 
subparagraph (A)— 

(D only income received or accrued by such cor- 
poration after such date shall be taken into 
account under section 904(d\3) of the Internal 
Revenue Code of 1954; except that 

(II) subparagraph (C) of such section 904(d\3) 
shall be applied by taking into account all income 
received or accrued by such corporation during 
such taxable year. 

(ii) The amendment made by subparagraph (A) 
insofar as it adds clause (iv) to aw (E) of 
section 904(d\3) shall take effect on December 31, 1985. 
For purposes of such amendment, the rule of the 
second sentence of clause (i) shall be applied by taking 
= account December 31, 1985, in lieu of March 28, 

(c) AMENDMENTS RELATED TO SECTION 123 oF THE ACT.— 

(1) Subparagraph (A) of section 956(bX3) (relating to certain 
trade or service receivables acquired from related United States 
persons) is amended by striking out “paragraph (2)” and insert- 
ing in hen thereof ‘‘paragraph (2) (other than subparagraph (H) 
thereof)’. 

(2) Subsection (d) of section 864 (relating to treatment of 
related person factoring income) is amended by redesignating 
paragraph (7) as paragraph (8) and by inserting after paragraph 
(6) the following new paragraph: 

“(7) EXCEPTION FOR CERTAIN RELATED PERSONS DOING BUSINESS 
IN SAME FOREIGN COUNTRY.—Paragraph (1) shall not apply to 
any trade or service receivable acquired by any person from a 
related person if— 

“(A) the person acquiring such receivable and such re- 
lated person are created or organized under the laws of the 
same foreign country and such related person has a 
substantial part of its assets used in its trade or business 
located in such same foreign country, and 

“(B) such related person would not have derived any 
foreign base company income (as defined in section 954(a), 
determined without regard to section 954(bX3XA)), or any 
income effectively connected with the conduct of a trade or 
business within the United States, from such receivable if it 
had been collected by such related person.” 

(3) Clause (i) of section 864(dX5\A) (relating to certain provi- 
sions not to apply) is amended by inserting before the period at 
the end thereof the following: ‘and subparagraph (J) of section 
are (relating to interest from members of same affiliated 
group)”. 
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(d) AMENDMENTS RELATED TO SECTION 127 oF THE AcT.— 
(1) DEFINITION OF PORTFOLIO INTEREST.— 

(A) Paragraph (2) of section 871(h) (defining portfolio 
interest) is amended by striking out “which is described in 
in the matter preceding a (A) and inserting in 
lieu thereof “which would be subject to tax under subsec- 
tion (a) but for this subsection and which is described in” 

(B) Paragraph (2) of section 881(c) (defining portfolio 
interest) is amended by striking out “which is described in 
in the matter preceding ype omg (A) and inserting in 
lieu thereof “which would be subject to tax under subsec- 
tion (a) but for this subsection and which is described in” 

(2) ATTRIBUTION OF SHAREHOLDER STOCK TO CORPORATION.— 
Subparagraph (C) of section 871(h\(3) (relating to portfolio 
interest not to include interest received by 10-percent share- 
holders) is amended by striking out “and” at the end of clause 
(i), by redesignating clause (ii) as clause (iii), and by inserting 
after clause (i) the following new clause: 

“(ii) section 318(aX3XC) shall be applied— 

“() without regard to the 50-percent limitation 
therein; and 

“(II in any case where such section would not 
apply but for subclause (I), by considering a cor- 
poration as owning the stock (other than stock in 
such corporation) which is owned by or for any 
shareholder of such corporation in that proportion 
which the value of the stock which such share- 
holder owns in such corporation bears to the value 
of all stock in such corporation, and”. 

(3) CLERICAL AMENDMENTS.— 

(A) Paragraph (1) of section 871(a) is amended by striking 
out “provided in subsection (i)” in the matter p 
ae (A), and inserting in lieu thereof “provided in 
subsection 

(B) Clause (ii) of section 871(hX2\B) is amended by strik- 
ing out has received” and inserting in lieu thereof 

“receives”. 

(C) Clause (ii) of section 881(c\2B) is amended by strik- 

ing out “ has received” and inserting in lieu thereof 
“receives” 

(D) Paragraph (9) of section 1441(c) is amended by striking 
at oe and inserting in lieu thereof “section 

(E) Subsection (a) of section 1442 is amended— 

(i) by striking out “sections 871(h\(2)” and inserting 
in lieu thereof “sections 871(h)”, 
(ii) by striking out “sections '881(cX(2)” and inserting 
in lieu thereof “sections 881(c)”, and 
(iii) by striking out “section 1449(cX9)” and inserting 
in lieu thereof “section 1441(c\(9)’. 
(e) AMENDMENTS RELATED TO SECTION 128 oF THE AcT.— 

(1) DEDUCTION FOR ORIGINAL ISSUE DISCOUNT.— 

(A) Subparagraph (A) of section 163(e\(3) (relating to spe- 
cial rule for original issue discount on obligation held by 
related aoe person) is amended by adding at the end 
thereof the following new sentence: “The preceding sen- 
tence shall not apply to the extent that the original issue 
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discount is effectively connected with the conduct by such 
foreign related person of a trade or business within the 
United States unless such original issue discount is exempt 
from taxation (or is subject to a reduced rate of tax) pursu- 
ant to a treaty obligation of the United States.” 

(B) Subsection (e) of section 163 is amended by redesignat- 
“ the paragraph relating to cross references as paragraph 
( 


(2) TAXATION OF ORIGINAL ISSUE DISCOUNT.— 

(A) Subparagraph (C) of section 871(a\(1) (relating to 
income not connected with United States business) is 
amended to read as follows: 

“(C) in the case of— 

“(i) a sale or exchange of an original issue discount 
obligation, the amount of the original issue discount 
accruing while such obligation was held by the non- 
resident alien individual (to the extent such discount 
was not theretofore taken into account under clause 
(ii), and 

“(ii) a payment on an original issue discount obliga- 
tion, an amount equal to the original issue discount 
accruing while such obligation was held by the non- 
resident alien individual (except that such original 
issue discount shall be taken into account under this 
clause only to the extent such discount was not thereto- 
fore taken into account under this clause and only to 
the extent that the tax thereon does not exceed the 
payment less the tax imposed by subparagraph (A) 
thereon), and”. 

(B) Paragraph (3) of section 881(a) (relating to tax on 
income of foreign corporations not connected with United 
States business) is amended to read as follows: 

“(3) in the case of— 

‘“(A) a sale or exchange of an original issue discount 
obligation, the amount of the original issue discount accru- 
ing while such obligation was held by the foreign corpora- 
tion (to the extent such discount was not theretofore taken 
into account under subparagraph (B)), and 

“(B) a payment on an original issue discount obligation, 
an amount equal to the original issue discount accruing 
while such obligation was held by the foreign corporation 
(except that such original issue discount shall be taken into 
account under this subparagraph only to the extent such 
discount was not theretofore taken into account under this 
subparagraph and only to the extent that the tax thereon 
does not exceed the pa yment less the tax imposed by para- 
graph (1) thereon), and”. 

(f) AMENDMENTS RELATED TO SECTION 129 or THE AcT.— 
(1) TREATMENT OF ELECTIONS UNDER SECTION 897(i).— 

(A) Paragraph (1) of section 897(i) (relating to election by 
foreign corporation to be treated as domestic corporation) is 
amended by striking out “and section 6039C”’ and inserting 
in lieu thereof “, section 1445, and section 6039C”’. 

(B) Paragraph (4) of section 897(i) is amended by striking 
out “this section and section 6039C” and inserting in lieu 
thereof “this section, section 1445, and section 6039C”. 
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(2) EXEMPTION FOR INTERESTS IN CERTAIN CORPORATIONS.— 
Paragraph (3) of section 1445(b) (relating to nonpublicly traded 
domestic corporation furnishing affidavit that it is not a United 
— real property holding corporation) is amended to read as 
ollows: 

“(3) NONPUBLICLY TRADED DOMESTIC CORPORATION FURNISHES 
AFFIDAVIT THAT INTERESTS IN CORPORATION NOT UNITED STATES 
REAL PROPERTY INTERESTS.—Except as provided in paragraph (7), 
this paragraph applies in the case of a disposition of any 
interest in —_ domestic corporation if the domestic corporation 
furnishes to the transferee an affidavit by the domestic corpora- 
tion stating, under penalty of perjury, that— 

“(A) the domestic corporation is not and has not been a 
United States real property holding corporation (as defined 
in section 897(cX2)) during the applicable period specified in 
section 897(c\1AXii), or 

“(B) as of the date of the disposition, interests in such 
corporation are not United States real property interests by 
reason of section 897(c1)B).” 

(3) NOTICE OF FALSE AFFIDAVIT.— 

(A) Clause (i) of section 1445(d\(1\B) (relating to notice of 
false affidavit; foreign corporations) is amended to read as 
follows: 

“(i) any transferor’s agent— 
“(T) such agent has actual knowledge that such 
affidavit is false, or 
“(ID in the case of an affidavit described in 
subsection (b\2) furnished by a corporation, such 
corporation is a foreign corporation, or”. 

(B) Paragraph (1) of section 1445(d) is amended by strik- 
ing out “described in paragraph (2A)” and inserting in lieu 
thereof “described in paragraph (2)”. 

(4) TREATMENT OF CERTAIN DOMESTIC PARTNERSHIPS, TRUSTS, 
AND ESTATES.— 

(A) IN GENERAL.—Paragraph (1) of section 1445(e) (relat- 
ing to certain domestic partnerships, trusts, and estates) is 
amended to read as follows: 

“(1) CERTAIN DOMESTIC PARTNERSHIPS, TRUSTS, AND ESTATES.— 
In the case of any disposition of a United States real property 
interest as defined in section 897(c) (other than a disposition 
described in paragraph (4) or (5)) by a domestic partnership, 
domestic trust, or domestic estate, such partnership, the trustee 
of such trust, or the executor of such estate (as the case may be) 
shall be required to deduct and withhold under subsection (a) a 
tax equal to 28 percent of the gain realized to the extent such 
gain 


“(A) is allocable to a foreign person who is a partner or 
beneficiary of such partnership, trust, or estate, or 

“(B) is allocable to a portion of the trust treated as owned 
> foreign person under subpart E of part I of subchapter 


(B) EFFECTIVE DATE.—The amendment made by subpara- 
graph (A) shall apply to dispositions after the day 30 days 
after the date of the enactment of this Act. 

(5) DisTRIBUTIONS BY DOMESTIC CORPORATIONS TO FOREIGN 
SHAREHOLDER.—Paragraph (8) of section 1445(e) (relating to dis- 
tributions by certain domestic corporations to foreign share- 
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holders) is amended by adding at the end thereof the following 
new sentence: “The preceding sentence shall not apply if, as of 
the date of the distribution, interests in such corporation are 
not United States real property interests by reason of section 
897(c\1XB).” 

(6) CERTAIN TAXABLE DISTRIBUTIONS.—Paragraph (4) of section 
1445(e) (relating to taxable distributions by domestic or foreign 
aor neng trusts, or estates) is amended by striking out 
‘section 897(g)’ and inserting in lieu thereof “section 897”. 

(7) PAYMENT OF TAX.—Subsection (d) of section 6039C (relating 
to special rule for United States interests and Virgin Islands 
interests) is amended by striking out “subject to tax under 
section 897(a)” and inserting in lieu thereof “subject to tax 
under section 897(a) (and any person required to withhold tax 
under section 1445)”. 

(8) PAYMENTS THROUGH 1 OR MORE ENTITIES.—Paragraph (6) of 
section 1445(e) (relating to regulations) is amended by inserting 
before the period at the end thereof the following: “and regula- 
tions for the application of this subsection in the case of pay- 
ments through 1 or more entities’. 

(9) CONFORMING AMENDMENTS TO SECTION 6652(g).— 

(A) Paragraph (1) of section 6652(g) (relating to returns, 
rn required under section 6039C) is amended to read as 
ollows: 

“(1) IN GENERAL.—In the case of each failure to make a return 
required by section 6039C which contains the information re- 
quired by such section on the date prescribed therefor (deter- 
mined with regard to any extension of time for filing), unless it 
is shown that such failure is due to reasonable cause and not to 
willful neglect, the amount determined under paragraph (2) 
shall be paid (upon notice and demand by the Secretary and in 
the same manner as tax) by the person failing to make such 
return.” 

‘ = Paragraph (3) of section 6652(g) is amended to read as 
ollows: 

“(3) LumrraTion.—The amount determined under paragraph 
(2) with respect to any person for failing to meet the require- 
ments of section 6039C for any calendar year shall not exceed 
the lesser of— 

“(A) $25,000, or 

“(B) 5 percent of the aggregate of the fair market value of 
the United States real property interests owned by such 
person at any time during such year. 

For purposes of the preceding sentence, fair market value shall 
be determined as of the end of the calendar year (or, in the case 
of any property disposed of during the calendar year, as of the 
date of such disposition).” 

(C) The subsection heading for subsection (g) of section 
6652 is amended by striking out “, Erc.,”. 

(g) AMENDMENTS RELATED TO SECTION 131 oF THE ACT.— 

(1) Subsection (f) of section 367 (relating to transitional rule) is 
hereby repealed. 

(2) Paragraph (1) of section 7482(b) (relating to venue) is 
amended by striking out “section 7428, 7476, or 7477” and 
inserting in lieu thereof “section 7428 or 7476”. 

(3) Paragraph (8) of section 6501(c) (relating to failure to notify 
the Secretary under section 6038B) is amended— 
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(A) by striking out “subsection (a) or (d)” and inserting in 
lieu thereof “subsection (a), (d), or (e)”, and 

(B) by striking out “exchange” each place it appears and 
inserting in lieu thereof “exchange or distribution”. 

(4XA) Subsection (a1) of section 367 (relating to foreign cor- 
porations) is amended by striking out “355,”. 

(B) Subsection (e) of section 367 (relating to treatment of 
liquidations under section 336) is amended— 

(i) by striking out “described in section 336” and inserting 
in lieu thereof “described in section 336 or 355 (or so much 
of section 356 as relates to section 355)”, and 

(ii) by striking out “LiqumpatTions UNDER SEcTION 366” in 
the subsection heading and inserting in lieu thereof “Dis- 
TRIBUTIONS DESCRIBED IN SECTION 336 oR 355”. 

(h) AMENDMENTS RELATED TO SECTION 132 or THE AcT.— 

(1) Subsection (c) of section 552 (relating to certain dividends 
and interest not taken into account) is amended by adding at 
the end thereof the following new sentence: 

“For purposes of the preceding sentence, the term ‘related person’ 
has the meaning given a term by section 954(dX(3) (determined by 
substituting ‘foreign personal holding company’ for ‘controlled for- 
eign corporation’ each place it ap 

(2) Paragraph (1) of section 551 (relating to stock held 
through foreign entity) is amended by stri out “United 
States shareholder” and inserting in lieu thereof “United States 
shareholder or an estate or trust which is a foreign estate or 
trust”. 

(i) AMENDMENTS RELATED TO SECTION 133 oF THE AcT.— 

(1) Subparagraph (B) of section 1248(iX(1) a to treat- 
ment of certain indirect transfers) is amended by striking out 
“in redemption of his stock” and inserting in lieu thereof “in 
redemption or liquidation (whichever is appropria te)”. 

(2) Clause (iii) of section 133(dX3XB) of the Tax Reform Act of 
1984 (relating to amendments related to section 1248) is 
amended by striking out “180 days after the date of the enact- 
ment of this Act” and inserting in lieu thereof “the date which 
. ; ue after the date of the enactment of the Tax Reform Act 
0) . 

(j) AMENDMENTS RELATED TO SECTION 136 oF THE AcT.— 

(1) CoLLECTION oF TAx.—Subsection (b) of section 269B (relat- 
ing to stapled entities) is amended by inserting before the period 
at the end thereof the following: “and regulations providing 
that any tax imposed on the foreign corporation referred to in 
subsection (aX1) may, if not paid by such corporation, be col- 
lected from the domestic corporation referred to in such subsec- 
tion or the shareholders of such foreign corporation”’. 

(2) EXCEPTION WHERE CORPORATIONS OWNED BY FOREIGN PER- 
sons.—Section 269B is amended by adding at the end thereof 
the following new subsection: 

“(e) SUBSECTION (aX1) Not To Appiy rn CERTAIN CasEs.— 

“(1) IN GENERAL.—Subsection (aX1) shall not apply if it is 
established to the satisfaction of the Secretary that the domestic 
corporation and the foreign corporation referred to in such 
subsection are foreign owned 

“(2) FOREIGN OWNED.—For purposes of paragraph (1), a cor- 
poration is foreign owned if less than 50 percent of— 
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“(A) the total combined voting power of all classes of 
stock of such corporation entitled to vote, and 
“(B) the total value of the stock of the corporation, 
is held directly (or indirectly through applying paragraphs (2) 
and (3) of section 958(a) and paragraph (4) of section 318(a)) by 
United States persons (as defined in section 7701(aX30)).” 

(k) AMENDMENT TED TO SECTION 137 or THE Act.—Subsection 
(e) of section 954 (defining foreign base company services income) is 
amended to read as follows: 

“(e) ForEIGN Base Company Services INCOME.— 

“(1) IN GENERAL.—For purposes of subsection (aX3), the term 
‘foreign base company services income’ means income (whether 
in the form of compensation, commissions, fees, or otherwise) 
derived in connection with the performance of technical, mana- 
gerial, engineering, architectural, scientific, skilled, industrial, 
commercial, or like services which— 

“(A) are performed for or on behalf of any related person 
(within the meaning of subsection (dX3)), and 

“(B) are performed outside the country under the laws of 
which the controlled foreign corporation is created or 


organized. 

“(2) ExcepTion.—Paragraph (1) shall not apply to income 
derived in connection with the performance of services which 
are directly related to— 

“(A) the sale or exchange by the controlled foreign cor- 
poration of property manufactured, produced, grown, or 
extracted by it and which are performed before the time of 
the sale or exchange, or 

“(B) an offer or effort to sell or exchange such property. 

“(3) TREATMENT OF CERTAIN INSURANCE CONTRACTS.—For pur- 
poses of paragraph (1), in the case of any services performed 
with respect to any policy of insurance or reinsurance with 
respect to which the pri insured is a related person (within 
the meaning of section 864(d)\(4))— 

“(A) such primary insured shall be treated as a related 
person for purposes of paragraph (1)(A) (whether or not the 
requirements of subsection (dX3) are met), 

“(B) such services shall be treated as performed in the 
country within which the insured hazards, risks, losses, or 
liabilities occur, and 

“(C) except as otherwise provided in regulations by the 
Secretary, rules similar to the rules of section 953(b) shall 
be applied in determining the income from such services.” 

(1) AMENDMENTs RELATED TO SECTION 138 oF THE ACT.— 

(1) Clause (i) of section 7701(bX4XE) (relating to limitation of 
teachers and trainees) is amended by adding at the end thereof 
the following new sentence: “In the case of an individual all of 
whose compensation is described in section 872(bX3), the preced- 
ing sentence shall be applied by substituting ‘4 calendar years’ 
for ‘2 calendar years’.” 

(2) Subparagraph (A) of section 7701(bX1) is amended— 

(A) by striking out “the requirements of clause (i) or (ii)”’ 
and inserting in lieu thereof “the requirements of clause (i), 
(ii), or (iii)”, and 

(B) by adding at the end thereof the following new clause: 

‘iii) First YEAR ELECTION.—Such individual makes 
the election provided in paragraph (4).” 
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(3) Subparagraph (A) of section 7701(bX2) is amended by 
adding at the end thereof the following new clause: 

“(iv) RESIDENCY STARTING DATE FOR INDIVIDUALS 
MAKING FIRST YEAR ELECTION.—In the case of an 
individual who makes the election paren by para- 

aph (4) with respect to any calendar year, the resi- 

ency starting date shall be the lst day during such 
calendar year on which the individual is treated as a 
resident of the United States under that paragraph.” 
(4) Subsection (b) of section 7701 is amended by redesignating 
paragraphs (4), (5), (6), (7), (8), (9), and (10) as aphs (5), (6), 
‘1), (8), (9), (10), and (11), respectively, and by inserting after 
paragraph (3) the following new paragraph: 
“(4) FIRST-YEAR ELECTION.— 
“(A) An alien individual shall be deemed to meet the 
requirements of this subparagraph if such individual— 

“() is not a resident of the United States under 
clause (i) or (ii) of paragraph (1A) with respect to a 
=" year (hereinafter referred to as the ‘election 
year’), 

“(ii) was not a resident of the United States under 
paragraph (1A) with respect to the calendar year 
immediately preceding the election year, 

“(iii) is a resident of the United States under clause 
(ii) of paragraph (1A) with respect to the calendar year 
immediately following the election year, and 

“(iv) is both— 

“(D present in the United States for a period of 
at least 31 consecutive days in the election year, 


an 

“(ID present in the United States during the 
period beginning with the first day of such 31-day 
period and ending with the last day of the election 
year (hereinafter referred to as the ‘testing period’) 
for a number of days equal to or ex ing 75 
percent of the number of days in the testing period 
(provided that an individual shall be treated for 
ae of this subclause as present in the United 
tates for a number of days during the testing 
period not exceeding 5 days in the ageregate, not- 
withstanding his absence from the United States 

on such days). 
“(B) An alien individual who meets the requirements of 
subparagraph (A) shall, if he so elects, be treated as a 
resident of the United States with respect to the election 


year. 

“(C) An alien individual who makes the election provided 
" subparagraph (B) shall be treated as a resident of the 

nited States for the portion of the election year which 
begins on the Ist day of the earliest testing period during 
such year with respect to which the individual meets the 
requirements of clause (iv) of sub aph (A). 

“(D) The rules of subparagraph (DXi) of porngeaes (3) 
shall apply for purposes of determining an individual’s 
presence in the United States under this gona. 

“(E) An election under oubpen aph (B) shall be made on 
the individual’s tax return for the election year, provided 
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that such election may not be made before the individual 
has met the substantial presence test of paragraph (3) with 
respect to the calendar year immediately following the 
election year. 

“(F) An election once made under subparagraph (B) re- 
mains in effect for the election year, unless revoked with 
the consent of the Secretary.” 

(5XA) Section 7701(bX4XA) (defining exempt individual) is 
amended by striking “or” at the end of clause (ii), by striking 
the period at the end of clause (iii) and inserting “, or” and by 
adding after clause (iii) the following new clause: 

“(iv) a professional athlete who is temporarily in the 
United States to compete in a charitable sports event de- 
scribed in section 274(k)(2).” 

(B) The amendments made by this paragraph shall apply to 
periods after the date of the enactment of this Act. 


SEC. 1811. AMENDMENTS RELATED TO REPORTING, PENALTY, AND 
OTHER PROVISIONS. 


(a) AMENDMENTS RELATED TO SECTION 145 OF THE ACT.— 

(1) Section 6050H (relating to returns relating to mortgage 
interest received in trade or business from individuals) is 
amended by adding at the end thereof the following new 
subsection: 

“(g) SpectaL RULES FOR COOPERATIVE HousinGc CoRPORATIONS.— 
For purposes of subsection (a), an amount received by a cooperative 
housing corporation from a tenant-stockholder shall be deemed to be 
interest received on a mortgage in the course of a trade or business 
engaged in by such corporation, to the extent of the tenant-stock- 
holder’s proportionate share of interest described in section 
216(aX(2). Terms used in the preceding sentence shall have the same 
meanings as when used in section 216.” 

(2) Paragraph (2) of section 145(d) of the Tax Reform Act of 
1984 is amended by striking out “section 6652” and inserting in 
lieu thereof “section 6676”. 

(b) AMENDMENTS RELATED TO SECTION 149 oF THE AcT.— 

(1) RETURN OF PARTNERSHIP INCOME.— 

(A) IN GENERAL.—Section 6031 (relating to return of part- 
nership income) is amended— 

(i) by inserting ‘or who holds an interest in such 
partnership as a nominee for another person” in 
subsection (b) after “who is a partner”, and 

(ii) by adding at the end thereof, the following new 
subsection: 

“(c) NOMINEE ReportinGc.—Any person who holds an interest in a 
partnership as a nominee for another person— 

“(1) shall furnish to the partnership, in the manner pre- 
scribed by the Secretary, the name and address of such other 
person, and any other information for such taxable year as the 
Secretary may by form and regulation prescribe, and 

“(2) shall furnish in the manner prescribed by the Secretary 
such other person the information provided by such partnership 
under subsection (b).” 

(B) EFFECTIVE DATE.—The amendments made by this 
subsection shall apply to partnership taxable years begin- 
ning after the date of the enactment of this Act. 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2833 


(2) RETURNS RELATING TO CERTAIN PARTNERSHIP INTERESTS.— 
Paragraph (2) of section 6050K(c) (relating to requirement that 
transferor notify partnership) is amended by striking out “this 
subsection” and inserting in lieu thereof “this section’. 

(c) AMENDMENTS RELATED TO SECTION 150 oF THE AcT.— 

(1) Paragraph (3) of section 6678(a) (relating to failure to 
furnish certain statements) is amended by striking out “or” at 
the end of su gta amp (E), by adding “or” at the end of 
subparagraph (F), and by inserting after subparagraph (F) the 


following new subparagrap 
“(G) section 6045(d) (relating to a required in 


the case of certain substitute e 

(2) Clause (ii) of section 6652(a\ Dircla Soneutie to penalty in the 
case of intentional disregard) is amended by inserting “(other 
than by subsection (d) of such section)” after “section 6045”. 
(d) AMENDMENT RELATED TO SECTION 155 oF THE Act.—Section 
6660 (relating to addition of tax in the case of valuation understate- 
ment for purposes of estate or gift taxes) is amended by adding at 

the end thereof the following new subsection: 

“(f) UNDERPAYMENT DeEFINED.—For purposes of this section, the 
term ‘underpayment’ has the meaning given to such term by section 
6653(c)(1).” 

(e) AMENDMENT RELATED TO SECTION 157 oF THE Act. eee 
(3) of section 7502(e) is amended by striking out “the tax’ 
inserting in lieu thereof “any tax”. 


SEC. 1812. AMENDMENTS RELATED TO MISCELLANEOUS PROVISIONS. 


(a) AMENDMENTS RELATED TO SECTION 171 oF THE AcT.— 

(1) Subsection (a) of section 111 (relating to recovery of tax 
benefit items) is amended by striking out “did not reduce 
income subject to tax” and es in lieu thereof “did not 
reduce the amount of tax imposed b y this chapter”. 

(2) Subsection (c) of section 111 (relating to treatment of 
carryovers) is amended by striking out “reducing income subject 
to tax or reducing tax imposed by this chapter, as the case may 
= and inserting in lieu thereof “reducing tax imposed by this 
chapter”. 

(3) Paragraph (12) of section 381(c) (relating to recovery of bad 
debts, prior taxes, or delinquency amounts) is amended to read 
as follows: 

“(12) RECOVERY OF TAX BENEFIT ITEMS.—If the acquiring cor- 
poration is entitled to the recovery of any amounts previously 
deducted by (or allowable as credits to) the distributor or trans- 
feror corporation, the acquiring corporation shall succeed to the 
treatment under section 111 which would apply to such 
amounts in| the hands of the distributor or transferor 
corporation 

(4) Paragraph (2) of section 1351(d) is amended by striking out 

“relating to recovery of bad debts, etc.” and inserting in lieu 
thereof “relating to recovery of tax benefit items”. 
j = Paragraph (3) of section 1398(g) is amended to read as 
ollows: 

“(3) RECOVERY OF TAX BENEFIT ITEMS.—Any amount to which 
section 111 (relating to recovery of tax benefit items) applies.” 

(b) AMENDMENTS RELATED TO SECTION 172 oF THE AcT.— 

(1) CooRDINATION OF SECTION 7872 WITH TAXES ON PRIVATE 

FOUNDATIONS.—Subparagraph (B) of section 4941(d\2) (defining 
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self-dealing) is amended by striking out “without interest or 
other charge” and inserting in lieu thereof “without interest or 
other charge (determined without regard to section 7872)”. 
(2) COORDINATION WITH WITHHOLDING.—Paragraph (9) of sec- 
a 7872(f) (relating to no withholding) is amended to read as 
ollows: 
“(9) No wITHHOLDING.—No amount shall be withheld under 
chapter 24 with respect to— 
“(A) any amount treated as transferred or retransferred 
under subsection (a), and 
“(B) any amount treated as received under subsection 


) DEFINITION OF DEMAND LOAN. —Paragraph (5) of section 
rer (defining demand loan) is amended to read as follows: 

5) DEMAND LOAN.—The term ‘demand loan’ means any loan 
whien is payable in full at any time on the demand of the 
lender. Such term also includes (for pu other than deter- 
mining the applicable Federal rate under Lape gs ho (2)) any 
loan if the benefits of the interest arrangements of such loan 
are not transferable and are conditioned on the future perform- 
ance of substantial services by an individual. To the extent 
provided in regulations, such term also includes any loan with 
an indefinite maturity.” 

(4) CLARIFICATION OF APPLICABLE FEDERAL RATE.—Subpara- 
graph (B) of section T872(FX2) (defi applicable Federal rate) 
is amended by inserting “, compounded semiannually” imme- 
diately before the period at ‘the end thereof. 

(5) TAIN ISRAEL BONDS NOT SUBJECT TO RULES RELATING TO 
BELOW-MARKET LOANS.—Section 7872 of the Internal Revenue 
Code of 1954 (relating to treatment of loans with below-market 
_— rates) shall not apply to any obligation issued by Israel 
1 — 

(A) the obligation is payable in United States dollars, and 
(B) the obligation bears interest at an annual rate of not 
less than 4 percent. 
(c) AMENDMENTS TED TO SECTION 174 oF THE AcT.— 

(1) TREATMENT OF FOREIGN PERSONS.—Subsection (a) of section 

267 is —s by adding at the end thereof the following new 


“(3) Soames TO FOREIGN PERSONS.—The Secretary shall by 
regulations apply the matching principle of paragraph (2) in 
cases in which the person to whom the payment is to be made is 
not a United States person.’ 

(2) TREATMENT OF CERTAIN SALES OF INVENTORY EXPANDED.— 
Subparagraph (B) of section 267(fX3) (relating to loss deferral 
rules not to apply in certain cases) is amended by inserting “(or 
persons described in subsection (bX10))” after “same controlled 
group”. 

(3) TREATMENT OF CERTAIN RELATED PARTNERSHIPS.— 

(A) Effective with respect to sales or exchanges after 
September 27, 1985, paragraphs (1A) and (2A) of section 
707(b) (relating to certain sales or exchanges of property 
with respect to controlled partnerships) are each en 
by ee out “a partner” and inserting in lieu thereof “ 


(B) A (1) of section 707(b) is amended % adding 


at the end thereof the following new sentence: “For pur- 
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poses of section 267(aX2), partnerships described in subpara- 
graph (B) of this paragraph shall be treated as persons 
specified in section 267(b).”” 
(C) Subsection (e) of section 267 is amended by adding at 

the end thereof the following new paragraph: 

“(6) CROSS REFERENCE.— 
“For additional rules relating to partnerships, see section 707(b).” 

(4) CLERICAL AMENDMENTS 


(A) Paragraph (12) of ‘section 267(b) (defining related per- 
sons) is ead by striking out “same persons owns” and 


inserting in lieu thereof “same persons own”. 

(B) Subparagraph (B) of section 178(b\(2) (defining related 
persons) is amended by inserting before the period “and 
subsection (f(1A) of such section shall not app es 

ining related 


(C) Clause (ii) of section 936(hX8XD) (de 
person) is amended to read as follows: 

“(ii) SPECIAL RULE.—For purposes of clause (i), section 
267(b) and section 707(bX1) shall be applied by 
substituting ‘10 percent’ for ‘50 percent’.” 

(5) EXCEPTION FOR CERTAIN INDEBTEDNESS.—Clause (i) of sec- 
tion 174(cX3XA) of the Tax Reform Act of 1984 shall be applied 
by substituting “December 31, 1983” for “September 29, 1983” 
in the case of indebtedness which matures on January 1, 1999, 
the payments on which from January 1989 through November 
1993 equal U/L plus $77,600, the payments on which from 
December 1993 to maturity equal U/L plus $50,100, and which 
accrued interest at 13.75 percent through December 31, 1989. 

(d) AMENDMENTS RELATED TO SECTION 177 oF THE AcT.— 

(1) CLARIFICATION OF TREATMENT OF DIVIDENDS PAID BY FED- 
ERAL HOME LOAN BANKS.— 

(A) Subparagraph (B) of section 246(a\(2) (relating to cer- 
tain dividends of Federal home loan banks) is amended— 

(i) by striking out “For purposes of sub ph (A), 
in” and inserting in lieu thereof “In”, an 

(ii) by striking out subclause (II) of clause (i) and 
inserting in lieu thereof the following: 

ED which were not previously treated as 
distributed under subparagraph (A) or this 
subparagraph, bears to”. 

(B) ae (2) of section 246(a) (relating to subsection 
not to apply to certain dividends of Federal Home Loan 
Banks) is amended by redesignating subparagraph (C) as 
subparagraph (D) and by inserting after subparagraph (B) 
the following new subparagraph: 

“(C) COORDINATION WITH SECTION 243.—To the extent that 
paragraph (1) does not appl to any dividend by reason of 
subparagraph (A) or (B) of this paragraph, the requirement 
contained in section 243(a) that the corporation paying the 
ow be subject to taxation under this chapter shall not 


apply. 

(C) Subparagraph (D) of section 246(a\(2) (as redesignated 
by sub ph (B)) is amended by adding at the end 
thereof the following new clause: 

“(iv) EARNINGS AND PROFITS.—The earnings and prof- 
its of any FHLB for any taxable year shall be treated as 
equal to the sum of— 
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“(I) any dividends received by the FHLB from 
the FHLMC during such taxable year, and 

“(ID the total earnings and profits (determined 
without regard to dividends described in subclause 
(I) of the FHLB as reported in its annual financial 
statement prepared in accordance with section 20 
of the Federal Home Loan Bank Act (12 U.S.C. 
1440).” 

(2) CLARIFICATION OF EFFECTIVE DATE.—Paragraph (4) of sec- 
tion 177(d) of the Tax Reform Act of 1984 (relating to effective 
dates) is amended to read as follows: 

“(4) CLARIFICATION OF EARNINGS AND PROFITS OF FEDERAL 
HOME LOAN MORTGAGE CORPORATION. — 

“(A) TREATMENT OF DISTRIBUTION OF PREFERRED STOCK, 
ETCc.—For purposes of the Internal Revenue Code of 1954, 
the distribution of preferred stock by the Federal Home 
Loan Mortgage Corporation during December of 1984, and 
the other distributions of such stock by Federal Home Loan 
Banks during January of 1985, shall be treated as if they 
were distributions of money equal to the fair market value 
of the stock on the date of the distribution by the Federal 
Home Loan Banks (and such stock shall be treated as if it 
were purchased with the money treated as so distributed). 
No deduction shall be allowed under section 243 of the 
Internal Revenue Code of 1954 with respect to any dividend 
paid by the Federal Home Loan Mortgage Corporation out 
of earnings and profits accumulated before January 1, 1985. 

“(B) SECTION 246(a) NOT TO APPLY TO DISTRIBUTIONS OUT 
OF EARNINGS AND PROFITS ACCUMULATED DURING 1985.— 
Subsection (a) of section 246 of the Internal Revenue Code 
of 1954 shall not apply to any dividend paid by the Federal 
Home Loan Mortgage Corporation during 1985 out of earn- 
ings and profits accumulated after December 31, 1984.” 

(e) AMENDMENTS RELATED TO SECTION 179 OF THE AcCT.— 

(1) CLARIFICATION OF DEFINITION OF PASSENGER AUTOMOBILE.— 

(A) SecTion 280F.—Clause (ii) of section 280F(d\5\A) 
(defining passenger automobile) is amended by striking out 
“gross vehicle weight” and inserting in lieu thereof “un- 
loaded gross vehicle weight”. 

(B) GAS GUZZLER TAX.— 

(i) Clause (ii) of section 4064(bX 1A) (defining pas- 
senger automobile) is amended by striking out “gross 
vehicle weight” and inserting in lieu thereof “unloaded 
gross vehicle weight”. 

(ii) Paragraph (5) of section 4064(b) (defining manu- 
facturer) is amended to read as follows: 

“(5) MANUFACTURER.— 

“(A) IN GENERAL.—The term ‘manufacturer’ includes a 
producer or importer. 

“(B) EXCEPTION FOR CERTAIN SMALL MANUFACTURERS.—A 
person shall not be treated as the manufacturer of any 
automobile if— 

“(i) such person would (but for this subparagraph) be 
so treated solely by reason of lengthening an existing 
automobile, and 
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“(ii) such person is a small manufacturer (as defined 
in subsection (d)(4)) for the model year in which such 
lengthening occurs.” 

(iii) The amendments made by clauses (i) and (ii) shall 
take effect as if included in the amendments made by 
section 201 of Public Law 95-618; except that the 
amendment made by clause (i) shall not apply to any 
station wagon if— 

(I) such station wagon is originally equipped with 
more than 6 seat belts, 

(ID such station wagon was manufactured before 
November 1, 1985, and 

(IID such station wagon is of the 1985 or 1986 
model year. 

(C) Trucks AND vVANS.—Subparagraph (A) of section 
280F(dX5) is amended by adding at the end thereof the 
following new sentence: 

“In the case of a truck or van, clause (ii) shall be applied by 
substituting ‘gross vehicle weight’ for ‘unloaded gross ve- 
hicle weight’.’ 

(2) DEDUCTIONS OF EMPLOYEE FOR USE OF LISTED PROPERTY.— 
Subparagraph (A) of section 280F(dX3) (relating to deductions of 
employee) is amended by striking out “recovery deduction 
allowable to the employee” and inserting in lieu thereof “recov- 
ery deduction allowable to the employee (or the amount of any 
deduction allowable to the employee for rentals or other pay- 
ments under a lease of listed property)”. 

(3) TREATMENT OF CERTAIN COMPUTERS.—Subparagraph (B) of 
section 280F(d\(4) (relating to exception for certain computers) is 
amended by striking out “at a regular business establishment” 
and inserting in lieu thereof “at a regular business establish- 
ment and owned or leased by the person operating such 
establishment”. 

(4) EXCEPTION FOR PROPERTY USED IN BUSINESS OF TRANSPORT- 
ING PERSONS OR PROPERTY.—Paragraph (4) of section 280F(d) 
(defining listed property) is amended by adding at the end 
thereof the following new subparagraph: 

“(C) EXCEPTION FOR PROPERTY USED IN BUSINESS OF 
TRANSPORTING PERSONS OR PROPERTY.—Except to the extent 
provided in regulations, clause (ii) of subparagraph (A) shall 
not apply to any property substantially all of the use of 
which is in a trade or business of providing to unrelated 
persons services consisting of the transportation of persons 
or property for compensation or hire.” 

(5) CLERICAL AMENDMENT.—Paragraph (2) of section 280F(d) 
(relating to subsequent depreciation deductions reduced for 
deductions allocable to personal use) is amended by striking out 
“fs not use described in” and inserting in lieu thereof “is use 
described in”. 


CHAPTER ee TO TITLE II OF THE 


SEC. 1821. AMENDMENTS RELATED TO SECTION 211 OF THE ACT. 


(a) Certain Amounts Not Less THAN SURRENDER VALUE OF CON- 
TRACT.—Subsection (c) of section 807 (relating to rules for certain 
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reserves) is amended by adding at the end thereof the following new 
sentence: “In no case shall the amount determined under paragraph 
(3) for any contract be less than the net surrender value of such 
contract.” 

(b) CLARIFICATION OF DEFINITION OF ExcEss INTEREST.—Subpara- 
graph (B) of section 808(d\(1) (defining excess interest) is amended to 
read as follows: 

“(B) in excess of interest determined at the prevailing 
State assumed rate for such contract.” 

(c) CooRDINATION OF 1984 FREsH-START ADJUSTMENT WITH CER- 
TAIN ACCELERATIONS OF POLICYHOLDER DivipENDS Depuctions.—Sec- 
tion 808 (relating to a ora dividends deduction) is amended by 
adding at the end thereof the following new subsection: 

“(f) COORDINATION OF 1984 FresH-START ADJUSTMENT WITH ACCEL- 
ERATION OF POLICYHOLDER DivipENDS DEDUCTION THROUGH CHANGE 
IN BusINEsS PRACTICE.— 

“(1) IN GENERAL.—The amount determined under paragraph 
(1) of subsection (c) for the year of change shall (before any 
reduction under paragraph (2) of subsection (c)) be reduced by so 
much of the accelerated policyholder dividends deduction for 
such year as does not exceed the 1984 fresh-start adjustment for 
policyholder dividends (to the extent such adjustment was not 
previously taken into account under this subsection). 

“(2) YEAR OF CHANGE.—For purposes of this subsection, the 
term ‘year of change’ means the taxable year in which the 
change in business practices which results in the accelerated 
policyholder dividends deduction takes effect. 

“(3) ACCELERATED POLICYHOLDER DIVIDENDS DEDUCTION DE- 
FINED.—For purposes of this subsection, the term ‘accelerated 
policyholder dividends deduction’ means the amount which (but 
for this subsection) would be determined for the taxable — 
under paragraph (1) of subsection (c) but which would have been 
determined (under such ph) for a later taxable year 
under the business practices of the taxpayer as in effect at the 
close of the preceding taxable year. 

“(4) 1984 FRESH-START ADJUSTMENT FOR POLICYHOLDER DIVI- 
DENDS.—For purposes of this subsection, the term ‘1984 fresh- 
start adjustment for policyholder dividends’ means the amounts 
held as of December 31, 1983, by the taxpayer as reserves for 
dividends to policyholders under section 811(b) (as in effect on 
the day before the date of the enactment of the Tax Reform Act 
of 1984) other than for dividends which accrued before January 
1, 1984. Such amounts shall be Eceery reduced to reflect the 
amount of previously nondeductible policyholder dividends (as 
determined under section 809f) as in effect on the day before 
the date of the enactment of the Tax Reform Act of 1984). 

“(5) SEPARATE APPLICATION WITH RESPECT TO LINES OF BUSI- 
NEsSS.—This subsection shall be applied separately with respect 
to each line of business of the taxpayer. 

“(6) SUBSECTION NOT TO APPLY TO MERE CHANGE IN DIVIDEND 
AMOUNT.—This subsection shall not apply to a mere change in 
the amount of policyholder dividends. 

“(7) SUBSECTION NOT TO APPLY TO POLICIES ISSUED AFTER DECEM- 
BER 31, 1983.— 

“(A) IN GENERAL.—This subsection shall not apply to any 
policyholder dividend paid or accrued with respect to a 
policy issued after December 31, 1983. 
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“(B) EXCHANGES OF SUBSTANTIALLY SIMILAR POLICIES.—For 

purposes of subparagraph (A), any policy issued after 
December 31, 1983, in exchange for a substantially similar 
policy issued on or before such date shall be treated as 
issued before January 1, 1984. A similar rule shall apply in 
the case of a series of exchanges. 

“(8) SUBSECTION TO APPLY TO POLICIES PROVIDED UNDER EM- 
PLOYEE BENEFIT PLANS.—This subsection shall not apply to any 
policyholder dividend paid or accrued with respect to a group 
policy issued in connection with a plan to provide welfare 
benefits to employees (within the meaning of section 419(e\2)).” 

(d) CLARIFICATION OF Equity Base.—Paragraph (2) of section 
809(b) (defining equity base) is amended by adding at the end thereof 
the following new sentence: “No item shall be taken into account 
more than once in determining equity base.” 

(e) DEFINITION oF 50 LarGcest Stock CoMPANIES.— 

(1) IN GENERAL.—Subparagraph (C) of section 809(d)4) (defin- 
ing 50 largest stock companies) is amended by striking out the 
last sentence and inserting in lieu thereof the following: 

“the Secretary— 

“(i) shall, for purposes of determining the base period 
stock earnings rate, exclude from the group determined 
under the preceding sentence any company which had 
— equity base at any time during 1981, 1982, or 
1983, 

“(ii) shall exclude from such group for any calendar 
a any company which has a negative equity base, 
an 

“(iii) may by regulations exclude any other company 
which otherwise would have been included in such 
group if the inclusion of the excluded company or 
companies would, by reason of the small equity base of 
such company, seriously distort the stock earnings rate. 

The aggregate number of companies excluded by the Sec- 
retary under clause (iii) shall not exceed the excess of 2 over 
the number of companies excluded under clause (ii).” 

(2) ONLY DOMESTIC COMPANIES TAKEN INTO ACCOUNT.—Section 
809 is amended— 

(A) by striking out “largest stock life insurance compa- 
nies” in subsection (d\4C) and inserting in lieu thereof 
“largest domestic stock life insurance companies”, and 

(B) by striking out “mutual life insurance companies” in 
subsection (e1) and inserting in lieu thereof “domestic 
mutual life insurance companies”. 

(f) CLARIFICATION OF STATEMENT GAIN oR Loss FROM OPER- 
ATIONS.—Paragraph (1) of section 809(g) (defining statement gain or 
loss from operations) is amended by striking out so much of such 
paragraph as precedes subparagraph (B) and inserting in lieu 
thereof the following: 

“(1) STATEMENT GAIN OR LOSS FROM OPERATIONS.—The term 
‘statement gain or loss from operations’ means the net gain or 
loss from operations required to be set forth in the annual 
—— determined without regard to Federal income taxes, 
and— 

“(A) determined by substituting for the amount shown for 
policyholder dividends the amount of deduction for policy- 
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holder dividends determined under section 808 (without 
regard to section 808(c\(2)),”. 

(g) DIFFERENTIAL EARNINGS RaTE WuicH May BE UsEpD For Pur- 
POSES OF EsTIMATED TAX PAYMENTS.—Subsection (c) of section 809 
(defining differential earnings rate) is amended by adding at the end 
thereof the following new paragraph: 

“(3) COORDINATION WITH ESTIMATED TAX PAYMENTS.—For pur- 
poses of applying section 6655 with respect to any installment of 
estimated tax, the amount of tax shall be determined by using 
the lesser of— 

“(A) the differential earnings rate of the second tax year 
preceding the taxable year for which the installment is 
made, or 

“(B) the differential earnings rate for the taxable year for 
which the installment is made.” 

(h) RECOMPUTATION OF DIFFERENTIAL EARNINGS AMOUNT Not 
TAKEN INTO ACCOUNT FOR PURPOSES OF ESTIMATED Tax.—Subsection 
(f) of section 809 (relating to recomputation in subsequent year) is 
amended by adding at the end thereof the following new paragraph: 

“(5) SUBSECTION NOT TO APPLY FOR PURPOSES OF ESTIMATED 
TAX.—Section 6655 shall be applied to any taxable year without 
regard to any adjustments under this subsection for such year.’ 

(i) AMENDMENTS RELATED TO PRORATION FORMULAS.— 

(1) Paragraph (2) of section 812(b) is amended— 

(A) by strikin g out “the prevailing State assumed rate” 
subparagraph (A) and inserting in lieu thereof “the alt 
ing State assumed rate or, where such rate is not used, 
another appropriate rate’, 

(B) by striking out “an ” at the end of subparagraph (B), 


(C) by striking out the oe at the end of subparagraph 


(C) and inserting in lieu t f “, and”, and 
(D) by adding at the end thereof the following new 
subparagraph: 
thon interest on amounts left on deposit with the com- 
pany 
(2) Subparagraph (B) of section 812(b\3) (relating to gross 
investment income’s proportionate share of policyholder divi- 
dends) is amended— 
(A) by striking out “(including tax-exempt interest)” in 
clause (ii), and 
(B) by adding at the end thereof the following new sen- 
tence: 
“For nae of subparagraph (B\ii), life insurance gross 
income shall be determined by including tax-exempt in- 
terest and by applying section 807(aX2\B) as if it did not 
contain clause (i) thereof.” 
(3) Subsection (c) of section 812 (defining net investment 
income) is amended to read as follows: 
“(c) Net INVESTMENT INcoME.—For purposes of this section, the 
term ‘net investment income’ means— 
_ “(D except as provided in paragraph (2), 90 percent of gross 
investment income; or 
“(2) in the case of gross investment income attributable to 
assets held in segregated asset accounts under variable con- 
tracts, 95 percent of gross investment income.’ 
(4) Section 812 is amended by adding at the end thereof the 
following new subsection: 
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“(g) TREATMENT OF INTEREST PARTIALLY TAX-ExempT UNDER SEc- 
TION 133.—For purposes of this section and subsections (a) and (b) of 
section 807, the terms ‘gross investment income’ and ‘tax-exempt 
interest’ shall not include any interest received with respect to a 
securities acquisition loan (as defined in section 133(b)). Such in- 
terest shall not be included in life insurance gross income for 
purposes of subsection (b)(3).” 

TREATMENT OF FOREIGN Lire INSURANCE COMPANIES.—Para- 
graph (1) of section 813(a) (relating to adjustment where surplus held 
in United States is less than specified minimum) is amended b 
adding at the end thereof the following new sentence: “The coueet 
ing sentence shall be applied before computing the amount of the 
special life insurance company deduction and the small life insur- 
ance —— deduction, and any increase under | the preceding 
sentence be treated as gross investment income.’ 

(k) TREATMENT OF CERTAIN DisTRIBUTIONS TO SHAREHOLDERS FROM 
Pre-1984 PoticyHOLDERS SuRPLUs ACCOUNT.— 

(1) Subsection (f) of section 815 (relating to other rules ap- 
plicable to policyholders surplus account continued) is amended 
by striking out “sections 6501(c\(6)” and inserting in lieu thereof 
“sections 819(b), 6501(c\6)”. 

(2) Subsection (a) of section 815 is amended by adding at the 
end thereof the following new sentence: 

“For jee of the ———— sentence, the term ‘indirect distribu- 
tion’ shall not inclu e any bona fide loan with arms-length terms 
and conditions.” 

(3) In the case of any loan made before March 1, 1986 (other 
than a loan which is renegotiated, extended, renewed, or revised 
after February 28, 1986), which does not meet the requirements 
of the last sentence of section 815(a) of the Internal Revenue 
Code of 1954 (as added by paragraph (2)), the amount of the 
indirect distribution for purposes of such section 815(a) shall be 
the foregone interest on the loan (determined by using the 
lowest rate which would have met the arms-length require- 
ments of such sentence for such a loan). 

(1) TREATMENT OF DericreNcy REserves.—Section 816 (defining life 
insurance company) is amended by adding at the end thereof the 
following new subsection: 

TREATMENT OF DEFICIENCY RESERVES.—For purposes of this 
section and section 813(aX4\XB), the terms ‘life insurance reserves’ 
and ‘total reserves’ shall not include deficiency reserves.’ 

(m) TREATMENT OF CERTAIN NONDIVERSIFIED CONTRACTS.— 

(1) Subsection (h) of section 817 (relating to treatment of 
certain nondiversified contracts) is amended by striking out 
paragraphs (3) and (4) and inserting in lieu thereof the follow- 
meg) SPECIAL RULE FOR INVESTMENTS IN UNITED STATES OBLIGA- 

TIONS.—To the extent that any segregated asset account with 
respect to a variable life insurance contract is invested in 
securities issued by the United States Treasury, the invest- 
ments made by such account shall be treated as adequately 
diversified for purposes of paragraph (1). 

“(4) LOOK-THROUGH IN CERTAIN CASES.—For purposes of this 
subsection, if all of the beneficial interests in a regulated invest- 
ment company or in a trust are held by 1 or more— 

‘(A) insurance companies (or affiliated companies) in 
their general account or in segregated asset accounts, or 
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“(B) fund managers (or affiliated companies) in connec- 
tion with the creation or management of the regulated 
investment company or trust, 

the diversification requirements of paragraph (1) shall be ap- 
plied by taking into account the assets held by such regulated 
investment company or trust. 

“(5) INDEPENDENT INVESTMENT ADVISORS PERMITTED.—Nothing 
in this subsection shall be construed as prohibiting the use of 
independent investment advisors.” 

(2) Paragraph (1) of section 817(h) is amended by striking out 
the last sentence. 

(n) TREATMENT OF CERTAIN DEFERRED COMPENSATION PLANS.— 
Subparagraph (A) of section 818(aX6) (defining pension plan con- 
tract) is amended to read as follows: 

“(A) a governmental plan (within the meaning of section 
414(d)) or an eligible State deferred compensation plan 
(within the meaning of section 457(b)), or’. 

(o) Drvipenps Wrrxin AFriLiaten Group.—Subsection (e) of sec- 
tion 818 (relating to special rule for consolidated returns) is 
amended to read as follows: 

“(e) SPECIAL RULEs FOR CONSOLIDATED RETURNS.— 

“(1) ITEMS OF COMPANIES OTHER THAN LIFE INSURANCE COMPA- 
NIES.—If an election under section 1504(c\2) is in effect with 
respect to an affiliated group for the taxable year, all items of 
the members of such group which are not life insurance compa- 
nies shall not be taken into account in determining the amount 
of the tentative LICTI of members of such group which are life 
insurance companies. 

“(2) DIVIDENDS WITHIN GROUP.—In the case of a life insurance 
company filing or required to file a consolidated return under 
section 1501 with respect to any affiliated grou P for any taxable 
year, any determination under this part with respect to any 
dividend paid by one member of such group to another member 
of such group shall be made as if such 

group was not filing a consolidated return.” 

(p) TREATMENT OF DIviIDENDs From Sussip1aRiEs, Etc.—Paragraph 
(4) of section 805(a) (relating to dividends received by company) is 
amended by redesignating ee (D) as subparagraph (E) 
and b ole out subparagraph ( and inserting in lieu thereof 
the fo wing: new subparagraphs 

“(C) 100 PERCENT DIVIDEND.—For purposes of subpara- 
graph (A)— 

“(i) IN GENERAL.—Except as provided in clause (ii), 
the term ‘100 percent dividend’ means any dividend if 
the percentage used for purposes of determining the 
deduction allowable under section 243, 244, or 24 i 
100 percent. 

“(1i) TREATMENT OF DIVIDENDS FROM NONINSURANCE 
COMPANIES.—The term ‘100 percent dividend’ does not 
include any distribution by a corporation which is not 
an insurance company to the extent such distribution 
is out of tax-exempt interest or out of dividends which 
are not 100 percent dividends (determined with the 
application of this clause as if it applies to distributions 
by all corporations including insurance companies). 

“(D) SPECIAL RULES FOR CERTAIN DIVIDENDS FROM INSUR- 
ANCE COMPANIES.— 
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“(i) IN GENERAL.—In the case of any 100 percent 
dividend paid to any life insurance company out of the 
earnings and profits for any taxable year beginning 
after December 31, 1983, of another life insurance com- 


y if— 
“() the paying company’s share determined 
under section 812 for such "taxable year, exceeds 
“iD the receiving company’s share determined 
under section 812 for its le year in which the 
dividend is received or accrued, 
the deduction allowed under section 243, 244, or 245(b) 
(as the case may be) shall be reduced as provided in 
clause (ii). 
“(ii) AMOUNT OF REDUCTION.—The reduction under 
this clause for a dividend is an amount equal to— 
“(I) the portion of such dividend attributable to 
prorated amounts, multiplied b by 
“(II the percentage obtained by subtracting the 
share described in subclause (ID) of clause (i) from 
the share described in subclause (I) of such clause. 

“(iii) PRORATED AMOUNTS.—For purposes of this 
subparagraph, the term ‘prorated amounts’ means tax- 
exempt interest and dividends other than 100 percent 
dividends. 

“(iv) PORTION OF DIVIDEND ATTRIBUTABLE TO PRORATED 
AMOUNTS.—For purposes of this sub ph, in 
determining the portion of any dividend attributable to 
prorated amounts— 

“(D any dividend by the paying corporation shall 
be treated as paid first out of earnings and profits 
for taxable years beginning after mber 31, 
1983, attributable to prorated amounts (to the 
extent thereof), and 

“(ID by determining the — of earnings and 
profits so attributable without any reduction for 
the tax imposed by this chapter. 

“(v) SUBPARAGRAPH TO APPLY TO DIVIDENDS FROM 
OTHER INSURANCE COMPANIES.—Rules similar to the 
rules of this subsection shall apply in the case of 100 
percent dividends paid by an insurance company which 
is not a life insurance company.’ 

(q) SpectaL RuLE For APPLICATION OF HiGH SurRPLUS MUTUAL 
Ru es.—In the case of any mutual life insurance company— 

(1) which was incorporated on February 23, 1888, and 

(2) which acquired a stock subsidiary during 1982, 
the amount of such company’s excess equity base for purposes of 
section 809i) of such Code shall, notwithstanding the last sentence 
of section 809(i2D), equal $175, 000, 000. 

(r) CLERICAL AMENDMENT.—Paragraph (3) of section 809(f) is 
amended by striking out “subsection (c\2)” and inserting in lieu 
thereof “su ion (cX1\B)”. 

(s) AMENDMENTS RELATED TO SEcTION 807.—Subparagraph (C) of 
section 807(d\(5) is amended by adding at the end thereof the follow- 
ing: “When the Secretary by regulation changes the table applicable 
to a type of contract, the new table shall be treated (for purposes of 
subparagraph (B) and for purposes of determining the issue dates of 
contracts for which it shall be used) as if it were a new prevailing 
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commissioner’s standard table adopted by the twenty-sixth State as 
of a date (no earlier than the date the regulation is issued) specified 
by the Secretary.” 

(t) AMENDMENT RELATED TO SECTION 817.— 

(1) Subsection (d) of section 817 is amended by adding at the 
end thereof the following new sentence: ‘Paragraph (3) shall be 
applied without regard to whether there is a guarantee, and 
obligations under such guarantee which exceed obligations 
under the contract without regard to such guarantee shall be 
accounted for as part of the company’s general account.” 

(2) The amendment made by paragraph (1) shall apply— 

(A) to contracts issued after December 31, 1986, and 

(B) to contracts issued before January 1, 1987, if such 
contract was treated as a variable contract on the tax- 
payer’s return. 


SEC. 1822. AMENDMENTS RELATED TO SECTION 216 OF THE ACT. 


(a) CLARIFICATION OF APPLICATION OF 10-YEAR SPREAD.—Subpara- 
graph (C) of section 216(b\3) of the Tax Reform Act of 1984 (relating 
to 10-year spread inapplicable where no 10-year spread under prior 
law) is amended by striking out “was required to have been taken 
into account” and inserting in lieu thereof “would have been re- 
quired to be taken into account”’. 

(b) TREATMENT OF CERTAIN ELECTIONS UNDER SECTION 818(c).— 
Subparagraph (B) of section 216(b)(4) of the Tax Reform Act of 1984 
(relating to the elections under section 818(c) after September 27, 
1983, not taken into account) is amended by striking out “Subpara- 
graph (A)” and inserting in lieu thereof “Paragraph (3) and subpara- 
graph (A) of this paragraph”. 

(c) Exection Nor To Have Reserves RECOMPUTED.— 

(1) Clause (ii) of section 216(cX2\A) of the Tax Reform Act of 
1984 (relating to election with respect to contracts issued after 
1983 and before 1989) is amended by striking out “$3,000,000” 
and inserting in lieu en “$3,000,000 (determined with 
regard to this paragra _ 

(2) Subparagraph (A) of section 216(cX2) of the Tax Reform 
Act of 1984 is amended by striking out “be equal to” and all 
that follows down through the period at the end thereof and 
inserting in lieu thereof the following: “be equal to the greater 
of the statutory reserve for such contract (adjusted as provided 
in subparagraph (B)) or the net surrender value of such contract 
a — in section 807(e)(1) of the Internal Revenue Code of 

(3) Subparagraph (B) of section 216(c)\(2) of the Tax Reform Act 
of 1984 is amended— 

(A) by striking out “statutory reserves” and inserting in 
lieu thereof ‘ ‘opening and closing statutory reserves”, and 

(B) by striking out “under section 805(c\1) of such Code” 
and inserting in lieu thereof “under the principles of sec- 
tion 805(c\(1) of such Code”. 

(d) SpectaL Rute WHERE ReEtnsurER Not Usinc CALENDAR YEAR 
AS TAXABLE YEAR.—Subparagraph (A) of section 216(b)\(3) of the Tax 
Reform Act of 1984 is amended by adding at the end thereof the 
following: “For purposes of this sub aph, if the reinsurer’s 
taxable year is not a calendar year, the first day of the reinsurer’s 
first taxable year beginning after December 31, 1983, shall be 
substituted for: ‘January l, 1984" each place it appears.’ 
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(e) CLARIFICATION OF EFrect OF FRESH START ON EARNINGS AND 
Prorits.—Paragraph (1) of section 216(b) of the Tax Reform Act of 
1984 is amended by adding at the end thereof the following new 
sentences: “The preceding sentence shall apply for purposes of 
computing the earnings and profits of any insurance company for its 
lst taxable year beginnin, in 1984. The preceding sentence shall be 
applied by substituting ‘1985’ for ‘1984’ in the case of an insurance 
company which is a member of a controlled group (as defined in 
section 806(d\(3)), the common parent of which is 

“(A) a company having its principal place of business in 
Alabama and incorporated in Delaware on November 29, 1979, 


or 
“(B) a company having its principal place of business in 
Houston, Texas, and incorporated in Delaware on June 9, 1947.” 
(f) TREATMENT OF SECTION 818(c) ELECTIONS MADE BY CERTAIN 
AcquirED CoMPANIES.—Paragraph (4) of section 216(b) of the Tax 
Reform Act of 1984 is amended by adding at the end thereof the 
following new subparagraph: 
“(C) SECTION 818 (Cc) ELECTIONS MADE BY CERTAIN ACQUIRED 
COMPANIES.— 
“(i) IN GENERAL.—If the case of any corporation— 
“() which made an election under such section 
818(c) before September 28, 1983, = 
“(II) which was acquired in ualified stock 
purchase (as defined in sot 3 c) of the In- 
—— Revenue Code of 1954) before December 31, 
the fact that such corporation is treated as a new corpora- 
tion under section 338 of such Code shall not result in the 
election described in clause (i) not applying to such new 
corporation. 

“(ii) TIME FOR MAKING SECTION 818(C) OR 338 ELEC- 
TION.—In the case of any corporation described in 
clause (i), the time for making an election under section 
818(c) of such Code (with respect to the first taxable 
year of the corporation beginning in 1983 and ending 
after September 28, 1983), or making an election under 
section 338 of such Code with respect to the qualified 
stock purchase described in clause (iXII), shall not 
expire before the close of the 60th day after the date of 
the enactment of the Tax Reform Act of 1986. 

“(iii) STATUTE OF LIMITATIONS.—In the case of any 
such election under section 818(c) or 338 of such Code 
which would not have been timely made but for clause 
(ii), the period for assessing any deficiency attributable 
to such election (or for filing claim for credit or refund 
of any overpayment attributable to such election) shall 
not expire before the date 2 years after the date of the 
enactment of this Act. 


SEC. 1823. AMENDMENT RELATED TO SECTION 217 OF THE ACT. 


Subsection (n) of section 217 of the Tax Reform Act of 1984 
(relating to special rule for companies using net level reserve 
method for noncancellable accident and health insurance contracts) 
is amended to read as follows: 

“(n) SPECIAL RULE FoR CoMpPANIES Usinc Net LeveL RESERVE 
METHOD FOR NONCANCELLABLE ACCIDENT AND HEALTH INSURANCE 
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Contracts.—A company shall be treated as meeting the require- 
ments of section 807(d\3\AXiii) of the Internal Revenue Code of 
1954, as amended by this Act, with respect to any directly-written 
noncancellable accident and health insurance contract (whether 
under existing or new plans of insurance) for any taxable year if— 

“(1) such company— 

“(A) was using the net level reserve method to compute at 
least 99 percent of its statutory reserves on such contracts 
as of December 31, 1982, and 

“(B) received more than half its total direct premiums in 
1982 from directly-written noncancellable accident and 
health insurance, 

“(2) after December 31, 1983, and through such taxable year, 
such company has continuously used the net level reserve 
method for computing at least 99 percent of its tax and statu- 
tory reserves on such contracts, and 

(3) for any such contract for which the company does not use 
the net level reserve method, such company uses the same 
method for computing tax reserves as such company uses for 
computing its statutory reserves.” 


SEC. 1824. AMENDMENT RELATED TO SECTION 218 OF THE ACT. 
Section 218 of the Tax Reform Act of 1984 is hereby repealed. 


SEC. 1825. AMENDMENTS RELATED TO SECTION 221 OF THE ACT. 

(a) COMPUTATIONAL RULES.— 

(1) Paragraph (1) of section 7702(e) (relating to computational 
rules) is amended— 

(A) by striking out “shall be no earlier than” in subpara- 
graph (B) and inserting in lieu thereof “shall be deemed to 
be no earlier than”, 

(B) by striking out “and” at the end of subparagraph (B), 

(C) by redesignating subparagraph (C) as subparagraph 
ae and —" after subparagraph (B) the following new 
subparagra 

“tC the Heath benefits shall be deemed to be provided 
until the maturity date determined by taking into account 
subparagraph (B), and”, and 
(D) by striking out “the maturity date described in 
openers: (B)” in subparagraph (D) (as so redesignated) 
my inserting in lieu thereof “the maturity date determined 
by taking into account subparagraph (B)”. 

(2) ubparagraph (C) of section 7702(b\2) is amended by strik- 
ing out “subparagraphs (A) and (C)” and inserting in lieu 
thereof “subparagraphs (A) and (D)”. 

(3) Section 7702(eX1) is amended by inserting “(other than 
subsection (d))” after “section”. 

(4) Section 7702(e\2) is amended— 

(A) by striking out “and” at the end of subparagraph (A), 

(B) by striking out the period at the end of su cporreeh 

), and inserting in lieu thereof a comma and “and’ 

(C) by adding at the end thereof the following’ eo 
subparagraph: 

“(C) for purposes of the cash value accumulation test, the 


death benefit increases may be taken into account if the 
contract— 
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“(i) has an initial death benefit of $5,000 or less and a 
maximum death benefit of $25,000 or less, 

“(ii) provides for a fixed predetermined annual in- 
crease not to exceed 10 percent of the initial death 
benefit or 8 percent of the death benefit at the end of 
the preceding year, and 

“(iii) was purchased to cover payment of burial ex- 
penses or in connection with prearranged funeral 
expenses. 

For purposes of subparagraph (C), the initial death benefit of a 

contract shall be determined by treating all contracts issued to 

the same contract owner as 1 contract.” 
(b) CLARIFICATION OF SECTION 7702(f\7).— 
(1) Paragraph (7) of section 7702(f) (relating to adjustments) is 
amended to read as follows: 
“(7) ADJUSTMENTS.— 

“(A) IN GENERAL.—If there is a change in the benefits 
under (or in other terms of) the contract which was not 
reflected in any previous determination or adjustment 
made under this section, there shall be proper adjustments 
in future determinations made under this section. 

a “(B) RULE FOR CERTAIN CHANGES DURING FIRST 15 YEARS.— 

“(i) a change described in subparagraph (A) reduces 
benefits under the contract, 

“(ii) the change occurs during the 15-year period 
beginning on the issue date of the contract, and 

(iii) a cash distribution is made to the policyholder 

as a result of such change, 
section 72 (other than subsection (eX5) thereof) shall apply 
to such cash distribution to the extent it does not ex the 
recapture ceiling determined under subparagraph (C) or (D) 
(whichever applies). 

“(C) RECAPTURE CEILING WHERE CHANGE OCCURS DURING 
FIRST 5 YEARS.—If the change referred to in subparagraph 
(BXii) occurs during the 5-year period beginning on the 
issue date of the contract, the recapture ceiling is— 

“(i) in the case of a contract to which subsection (a1) 
applies, the excess of— 

“(D the cash surrender value of the contract, 
immediately before the reduction, over 

“(II the net single premium (determined under 
subsection (b)), immediately after the reduction, or 

“(ii) in the case of a contract to which subsection 
(aX(2) applies, the greater of— 

‘DD the excess of the aggregate premiums paid 
under the contract, immediately before the reduc- 
tion, over the guideline premium limitation for the 
contract (determined under subsection (c)\(2), taking 
into account the adjustment described in subpara- 
graph (A)), or 

“(ID the excess of the cash surrender value of the 
contract, immediately before the reduction, over 
the cash value corridor of subsection (d) (deter- 
mined immediately after the reduction). 

“(D) RECAPTURE CEILING WHERE CHANGE OCCURS AFTER 
5TH YEAR AND BEFORE 16TH YEAR.—If the change referred to 
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in subparagraph (B) occurs after the 5-year period referred 
to under subparagraph (C), the recapture ceiling is the 
excess of the cash surrender value of the contract, imme- 
diately before the reduction, over the cash value corridor of 
subsection (d) (determined immediately after the reduction 
and whether or not subsection (d) applies to the contract). 

“(E) TREATMENT OF CERTAIN DISTRIBUTIONS MADE IN 
ANTICIPATION OF BENEFIT REDUCTIONS.—Under regulations 
prescribed — Secretary, subparagraph (B) shall apply 
also to any ribution made in anticipation of a reduction 
in benefits under the contract. For ee ey of the preced- 
ing sentence, ap 2 re lone adjustments be made in the 
provisions of subparagraphs (C) and (D); and any distribu- 
tion which reduces the cash surrender value of a contract 
and which is made within 2 years before a reduction in 
benefits under the contract sl be treated as made in 
anticipation of such reduction. 

(2) Subparagraph (A) of section "7702(6X1) (defining premiums 
paid) is amended by striking out “less any other amounts 
received” and inserting in lieu thereof “less any excess pre- 
miums with respect to which there is a distribution described in 
— (B) or (E) of paragraph (7) and any other amounts 
received 

(c) CLARIFICATION OF TREATMENT OF Contracts WuIcH Do Nor 
Meet Test.—Clause (ii) of section 7702(gX 1B) (defining income on 
the contract) is amended to read as follows: 

“(i) the premiums paid (as defined in subsection 
(f{1)) under the contract during the taxable year.” 

(d) TREATMENT OF FLEXIBLE PREMIUM Contracts IssuED DuRING 
1984 WuicH Meet New REQquIREMENTS.—Subsection (b) of section 
221 of the Tax Reform Act of 1984 (relating to 1-year extension of 
flexible premium contract provisions) is amended by adding at the 
end thereof the following new ph: 

“(3) TRANSITIONAL RULE.—Any flexible premium contract 
issued ay Beare which meets the Ty en of section 
7702 of the Internal Revenue Code of 1954 (as added by this 
section) shall be treated as meeting the requirements of section 
101(f) of such Code.” 

(e) TREATMENT OF CERTAIN CoNTRACTs IsSUED BEFORE OCTOBER 1, 
1984.—Clause (i) of section 221(d\2XC) of the Tax Reform Act of 1984 
(relating to certain contracts issued before October 1, 1984) is 
amended— 

(1) by striking out “in clause (i) thereof’ in the material 
preceding subclause (I), and 

(2) by striking out “any mortality charges” in subclause (I) 
and inserting in lieu thereof ‘ Wie mortality charges and any 
initial excess interest guarantees 


SEC. 1826. AMENDMENTS RELATED TO SECTION 222 OF THE ACT. 


(a) Exception For ANNurTy Contracts WHICH ARE PART OF 
QUALIFIED PLans.—Subsection (s) of section 72 (relating to required 
distributions where holder dies before entire interest is distributed) 
is —- by adding at the end thereof the following new para- 
graph: 


““(5) EXCEPTION FOR ANNUITY CONTRACTS WHICH ARE PART OF 
QUALIFIED PLANS.—This subsection shall not apply to any annu- 
ity contract— 
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“(A) which is provided— 

“(i) under a plan described in section 401(a) which 
includes a trust exempt from tax under section 501, or 

“(ii) under a plan described in section 403(a), 

‘(B) which is described in section 403(b), or 

“(C) which is an individual retirement annuity or pro- 
vided under an individual retirement account or annuity.” 

(b) SpectaL Rutes WuHere Howper Is Nor Inpivinvat, Erc.— 

(1) Subsection (s) of section 72 (relating to required distribu- 
tions where holder dies before entire interest is distributed) is 
— by adding at the end thereof the following new para- 
graphs: 

“(6) SPECIAL RULE WHERE HOLDER IS CORPORATION OR OTHER 
NON-INDIVIDUAL.— 

“(A) IN GENERAL.—For purposes of this subsection, if the 
holder of the contract is not an individual, the primary 
annuitant shall be treated as the holder of the — 

“(B) PRIMARY ANNUITANT.—For purposes of subpara- 
graph (A), the term ‘primary annuitant’ means the individ- 
ual, the events in the life of whom are of primary impor- 
tance in affecting the timing or amount of the payout under 
the contract. 

“(7) TREATMENT OF CHANGES IN PRIMARY ANNUITANT WHERE 
HOLDER OF CONTRACT IS NOT AN INDIVIDUAL.—For purposes of 
this subsection, in the case of a holder of an annuity contract 
which is not an individual, if there is a change in a primary 
annuity (as defined in ragraph (6B)), such change shall be 
treated as the death of the holder.” 

(2) Paragraph (1) of section 72(s) is amended by striking out 

“the holder of such contract” each place it appears and insert- 
ing in lieu thereof “any holder of such contract”. 

(3) Paragraph (4) of section 72(e) (relating to amounts not 
received as annuities) is amended by adding at the end thereof 
the following new subparagraph: 

“(C) TREATMENT OF TRANSFERS WITHOUT ADEQUATE 
CONSIDERATION.— 

“(i) IN GENERAL.—If an individual who holds an 
annuity contract transfers it without full and adequate 
consideration, such individual shall be treated as 
receiving an amount equal to the excess of— 

“(TD the cash surrender value of such contract at 
the time of transfer, over 
“(II) the investment in such contract at such 
time, 
under the contract as an amount not received as an 
annuity. 

“(ii) EXCEPTION FOR CERTAIN TRANSFERS BETWEEN 
SPOUSES OR FORMER SPOUSES.—Clause (i) shall not apply 
to any transfer to which section 1041(a) (relating to 
transfers of property between spouses or incident to 
divorce) applies. 

“(iii) ADJUSTMENT TO INVESTMENT IN CONTRACT OF 
TRANSFEREE.—If under clause (i) an amount is included 
in the gross income of the transferor of an annuity 
contract, the investment in the contract of the trans- 
feree in such contract shall be increased by the amount 
so included.” 
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(4) The amendments made by this subsection shall apply to 
contracts issued after the date which is 6 months after the date 
- the enactment of this Act in taxable years ending after such 

ate. 

(c) CLARIFICATION OF EXCEPTION FOR DISTRIBUTION AFTER DEATH.— 
Effective with respect to distributions made after the date 6 months 
after the date of the enactment of this Act, subparagraph (B) of 
section 72(q)(2) (relating to 5-percent penalty for premature distribu- 
tions from annuity contracts) is amended to read as follows: 

‘(B) made on or after the death of the holder (or, where 
the holder is not an individual, the death of the primary 
annuitant (as defined in subsection (s6\B))),”. 

(d) Exception FoR ANNUITIES WHICH ARE QUALIFIED FUNDING 
Assets.—Paragraph (2) of section 72(q) (relating to 5-percent penalty 
for premature distributions from annuity contracts) is amended by 
striking out “or” at the end of subparagraph (E), by striking out the 
period at the end of subparagraph (F) and inserting in lieu 
thereof “, or”, and by adding at the end thereof the following new 
subparagraph: 

“(G) under a qualified funding asset (within the meaning 
of section 130(d), but without regard to whether there is a 
qualified assignment).” 


SEC. 1827. AMENDMENTS RELATED TO SECTION 223 OF THE ACT. 


(a) DETERMINATION OF CosTs IN THE CASE OF DISCRIMINATORY 
NS.— 

(1) IN GENERAL.—Subparagraph (B) of section 79(d\1) (relating 
to nondiscrimination requirements) is amended to read as 
follows: 

“(B) the cost of group-term life insurance on the life of 
any key employee shall be the greater of— 
‘i) such cost determined without regard to subsec- 
tion (c), or 
ya such cost determined with regard to subsection 


(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 
shall apply to taxable years ending after the date of the enact- 
ment of this Act. 

(b) CLARIFICATION OF EFFECTIVE DaTE.— 

(1) Subparagraph (A) of section 223(d\(2) of the Tax Reform 
Act of 1984 (relating to treatment of former employees in case of 
existing group-term insurance plans) is amended by striking out 
the material following clause (ii) and inserting in lieu thereof 
the following: 

“but only with respect to an individual who attained age 55 
on or before January 1, 1984, and was employed by such 
employer (or a predecessor employer) at -~ time during 
1983. Such amendments also shall not apply to any em- 
ployee who retired from employment on or before January 
1, 1984, and who, when he retired, was covered by the plan 
(or a predecessor plan).” 

(2) Subparagraph (C) of section 223(d\2) of the Tax Reform 
Act of 1984 is amended by striking out “after December 31, 
1986,” and by striking out “shall not be taken into account” and 
inserting in lieu thereof ‘may, at the employer’s election, be 
disregarded”. 
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(3) COMPARABLE SUCCESSOR PLANS.—Paragra a (2) of section 
223(d) of the Tax Reform Act of 1984 is amended by adding at 
the end thereof the following new subparagraph: 

“(D) CoMPARABLE SUCCESSOR PLANS. —For purposes of 
subparagraph (A), a plan shall not fail to be treated as a 
comparable successor to a plan described in sub ph 
(Ai) with respect to any ce na whose benefits do not 
increase under the successor 

(c) DEFINITION OF Key EMPLOYEE. Puranas (6) of section 79(d) 
(defining key employee) is amended— 
(1) by striking out all that follows “section 416(i)” and insert- 
ing in lieu thereof a period, and 
(2) by adding at the end thereof the following new sentence: 
“Such term also includes any retired employee if such employee 
when he retired or separated from service was a key employee.” 
(d) SEPARATE TREATMENT OF FORMER EMPLOYEES.—Subsection (d) 
of section 79 (relating to nondiscrimination requirements) is 
amended by adding at the end thereof the following new paragraph: 
“(8) TREATMENT OF FORMER EMPLOYEES.—To the extent pro- 
vided in regulations, this subsection shall be applied separately 
with respect to former employees.” 
(e) CooRDINATION WITH SECTION 83.—Paragraph (5) of section 83(e) 
is amended by striking out “the cost of’. 


SEC. 1828. AMENDMENT RELATED TO SECTION 224 OF THE ACT. 


Paragraph (1) of section 1035(b) (defining endowment contract) is 
amended by striking out “subject to tax under subchapter L”. 


SEC. 1829. WAIVER OF INTEREST ON CERTAIN UNDERPAYMENTS OF TAX. 


No interest shall be payable for any period before July 19, 1984, 
on any underpayment of a tax imposed by the Internal Revenue 
Code of 1954, to the extent such underpayment was created or 
increased by any provision of subtitle A of title II of the Tax Reform 
Act of 1984 (relating to taxation of life insurance companies). 


SEC. 1830. SCOPE OF SECTION 255 OF THE TAX EQUITY AND FISCAL 
RESPONSIBILITY ACT OF 1982. 


In the case of any taxable year beginning before January 1, 1982, 
in applying the provisions of section 255(c)\(2) of the Tax Equity and 
Fiscal Responsibility Act of 1982, the Internal Revenue Service shall 
give full and complete effect to ‘the terms of any modified coinsur- 
ance contract. The terms to be given effect within the meaning of 
this provision shall include, but are not limited to, the effective date 
and investment income rate as stated in such contract. 


CHAPTER a TO TITLE Ill OF THE 


SEC. 1831. AMENDMENT RELATED TO SECTION 301 OF THE ACT. 


Clause (iv) of section 170(b\1C) (defining capital gain property) is 
amended by striking out “this subparagraph” and inserting in lieu 
thereof “this paragraph”. 


SEC. 1832. AMENDMENT RELATED TO SECTION 303 OF THE ACT. 


Paragraph (2) of section 4940(e) (relating to requirements) is 
amended by striking out subparagraph (B) and the material follow- 
ing such subparagraph and inserting in lieu thereof the following: 
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“(B) such private foundation was not liable for tax under 
section 4942 with respect to any year in the base period.” 


SEC. 1833. AMENDMENT RELATED TO SECTION 305 OF THE ACT. 


Section 6214(c) is amended by striking out “section 4962(b)” and 
inserting in lieu thereof “section 4963(b)”’. 


SEC. 1834. AMENDMENT RELATED TO SECTION 311 OF THE ACT. 


Subparagraph (A) of section 311(aX(3) of the Tax Reform Act of 
1984 is amended by striking out “a State law” and inserting in lieu 
thereof “a State law (originally enacted on April 22, 1977)”. 


CHAPTER ieee tae TO TITLE IV OF THE 


SEC. 1841. AMENDMENT RELATED TO SECTION 411 OF THE ACT. 


Section 6654 (relating to failure by individual to pay estimated 
income tax) is amended by redesignating subsections (j), (k), and (1) 
as subsections (k), (1), and (m), respectively, and by inserting after 
subsection (i) the following new subsection: 

“(j) SpectaL Rutes FoR NONRESIDENT ALIENS.—In the case of a 
nonresident alien described in section 6072(c): 

“(1) PAYABLE IN 3 INSTALLMENTS.—There shall be 3 required 
installments for the taxable year. 

“(2) TIME FOR PAYMENT OF INSTALLMENTS.—The due dates for 
required installments under this subsection shall be determined 
under the following table: 

“In the case of the following 

required installments: The due date is: 

1st une 

September 15 
January 15 of 
the following 
taxable year. 

“(3) AMOUNT OF REQUIRED INSTALLMENTS.— 

“(A) FIRST REQUIRED INSTALLMENT.—In the case of the 
first required installment, subsection (d) shall be applied by 
substituting ‘50 percent’ for ‘25 percent’ in subsection 
(dX1)(A). 

“(B) DETERMINATION OF APPLICABLE PERCENTAGE.—The 
applicable percentage for purposes of subsection (d\2) shall 
be determined under the following table: 

“In the case of the following The applicable 
required installments: percentage is: 
45 


SEC. 1842. AMENDMENTS RELATED TO SECTION 421 OF THE ACT. 


(a) CoorDINATION WiTH Section 1041.—Section 267 (relating to 
losses, expenses, and interest with respect to transactions between 
related taxpayers) is amended by adding at the end thereof the 
following new subsection: 

“(g) COORDINATION WITH SEcTION 1041.—Subsection (a1) shall not 
apply to any transfer described in section 1041(a) (relating to trans- 
fers of property between spouses or incident to divorce).” 
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(b) TREATMENT OF TRANSFERS IN TRUST WHERE LIABILITY EXCEEDS 
Basis.—Section 1041 (relating to transfers of property between 
spouses or incident to divorce) is amended by adding at the end 
thereof the following new subsection: 

“(e) TRANSFERS IN TRUST WHERE LiaBiLiry Exceeps Basis.— 
Subsection (a) shall not apply to the transfer of property in trust to 
the extent that— 

“(1) the sum of the amount of the liabilities assumed, plus the 
— of the liabilities to which the property is subject, 
exc 

“(2) the total of the adjusted basis of the property transferred. 

Proper adjustment shall be made under subsection (b) in the basis of 
the transferee in such property to take into account gain recognized 
by reason of the preceding sentence.” 

(c) TREATMENT OF CERTAIN TRANSFERS IN TRUST.—Subsection (g) of 
section 453B (relating to transfers between spouses, or incident to 
divorce) is amended by striking out “section 1041” and inserting in 
lieu thereof “section 1041 (other than a transfer in trust)’. 

(d) CLERICAL AMENDMENT.—Paragraph (17) of section 7701(a) 
(defining husband and wife as including former husband and wife) is 
ma uae out “and 682” and inserting in lieu thereof 

, 682, an ‘ 


SEC. 1843. AMENDMENTS RELATED TO SECTION 422 OF THE ACT. 


(a) Cross REFERENCE.—Section 71 —t to alimony and sepa- 
rate maintenance payments) is amended by adding at the end 
thereof the following new subsection: 
“(g) Cross REFERENCES.— 
“(1) For deduction of alimony or separate maintenance payments, see 
section 215. 


“(2) For taxable status of income of an estate or trust in the case of 
divorce, etc., see section 682.” 


(b) INSTRUMENT Not RequirRED To Speciry ABSENCE OF LIABILITY 
To Make PayMENTs AFTER DEATH.—Subparagraph (D) of section 
T1(bX1) (definin, alimony or separate maintenance payments) is 
amended by striking out “(and the divorce or separation instrument 
states that there is no such liability)’. 

(c) RECOMPUTATION WHERE Excess FRONT-LOADING OF ALIMONY 
PAYMENTS.— 

(1) IN GENERAL.—Subsection (f) of section 71 is amended to 
read as follows: 

“(f) RECOMPUTATION WHERE Excess FRONT-LOADING OF ALIMONY 
PAYMENTS— 

“(1) IN GENERAL.—If there are excess alimony payments— 
“(A) the payor spouse shall include the amount of such 
excess payments in gross income for the payor spouse’s 
taxable — beginning in the 3rd post-separation year, and 
“(B) the payee spouse shall be allowed a deduction in 
computing adjusted gross income for the amount of such 
excess payments for the payee’s taxable year beginning in 
the 3rd post-separation year. 
“(2) EXCESS ALIMONY PAYMENTS.—For purposes of this subsec- 
tion, the term ‘excess alimony ania mean the sum of— 
ae the excess payments for the 1st post-separation year, 


“(B) the excess payments for the 2nd post-separation 
year. 
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“(3) EXCESS PAYMENTS FOR 1ST POST-SEPARATION YEAR.—For 
purposes of this subsection, the amount of the excess payments 
for the 1st post-separation year is the excess (if any) of— 

“(A) the amount of the alimony or separate maintenance 
payments paid by the payor spouse during the lst post- 
separation year, over 

“(B) the sum of— 

“(i) the average of— 

“(I) the alimony or separate maintenance pay- 
ments paid by the payor spouse during the 2nd 
post-separation year, reduced by the excess pay- 
ments for the 2nd post-separation year, and 

“(ID the alimony or separate maintenance pay- 
ments paid by the payor spouse during the 3rd 
post-separation year, plus 

“(ii) $15,000. 

“(4) EXCESS PAYMENTS FOR 2ND POST-SEPARATION YEAR.—For 
purposes of this subsection, the amount of the excess payments 
for the 2nd post-separation year is the excess (if any) of— 

“(A) the amount of the alimony or separate maintenance 
payments paid by the payor spouse during the 2nd post- 
separation year, over 

“(B) the sum of — 

“(i) the amount of the alimony or separate mainte- 
nance payments paid by the payor spouse during the 
3rd post-separation year, plus 

“(ii) $15,000. 

“(5) EXCEPTIONS.— 

“(A) WHERE PAYMENT CEASES BY REASON OF DEATH OR 
REMARRIAGE.—Paragraph (1) shall not apply if— 

“(i) either spouse dies before the close of the 3rd post- 
separation year, or the payee spouse remarries before 
the close of the 3rd post-separation year, and 

“(ii) the alimony or separate maintenance payments 
cease by reason of such death or remarriage. 

“(B) SupporT PAYMENTS.—For purposes of this subsection, 
the term ‘alimony or separate maintenance payment’ shall 
not include any payment received under a decree described 
in subsection (bX2XC). 

“(C) FLUCTUATING PAYMENTS NOT WITHIN CONTROL OF 
PAYOR SPOUSE.—For purposes of this subsection, the term 
‘alimony or separate maintenance payment’ shall not in- 
clude any payment to the extent it is made pursuant to a 
continuing liability (over a period of not less than 3 years) 
to pay a fixed portion or portions of the income from a 
business or property or from compensation for employment 
or self-employment. 

“(6) Post-SEPARATION YEARS.—For purposes of this subsection, 
the term ‘lst post-separation years’ means the lst calendar year 
in which the payor spouse paid to the payee spouse alimony or 
separate maintenance payments to which this section applies. 
The 2nd and 3rd post-separation years shall be the lst and 2nd 
succeeding calendar years, respectively.” 

(2) EFFECTIVE DATES.— 

“(A) IN GENERAL.—The amendment made by paragraph 
(1) shall apply with respect to divorce or separation in- 
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struments (as defined in section 71(bX2)) of the Internal 
Revenue Code of 1986 executed after December 31, 1986. 

“(B) MOopIFICATIONS OF INSTRUMENTS EXECUTED BEFORE 
JANUARY 1, 1987.—The amendments made by paragraph (1) 
shall also apply to any divorce or separation instrument (as 
so defined) executed before January 1, 1987, but modified on 
or after such date if the modification expressly provides 
that the amendments made by paragraph (1) shall apply to 
such modification. 

(3) TRANSITIONAL RULE.—In the case of any instrument to 
which the amendment made by paragraph (ly does no’ t apply, 
paragraph (2) of section 71(f) of the Internal Revenue le of 
1954 (as in effect on the day before the date of the enactment of 
this Act) shall apply only with respect to the first 3 post- 


— ion years. 

(d) CAL AMENDMENT.—Subparagraph (B) of section 71(cX2) 
(relating to treatment of certain reductions related to contingen 
involving child) is amended by striking out “specified in paragrap 
(1)” and inserting in lieu thereof “specified in subparagraph (A)’. 


SEC. 1844. AMENDMENTS RELATED TO SECTION 431 OF THE ACT. 


(a) Derinrrion OF RELATED Person.—Clause (v) of section 
46(cX8XD) is amended by striking out “clause (i)” and inserting in 
lieu thereof “this subparagraph”. 

(b) CLARIFICATION OF RECAPTURE. 

(1) Paragraph (1) of section n 474) (relating to increases in 
nonqualified nonrecourse financing) is amended— 

(A) by striking out “reducing the qualified investment” 
and inserting in lieu thereof “reducing the credit base (as 
defined in section 48(cX8XC))’, and 

(B) by adding at the end thereof the following new sen- 
tence: “For purposes of determining the amount of credit 
subject to the early disposition or cessation rules of subsec- 
tion (a), the net increase in the amount of the nonqualified 
nonrecourse financing with respect to the property shall be 
treated as reducing the property’s credit base (and cor- 
respondingly reducing the qualified investment in the prop- 
erty) i in the year in which the property was first placed in 

service.” 


(2) Subparagraph (F) of section 47(dX3) is hereby repealed. 

(3) Subparagraph (A) of section 46(cX9) (relating to subsequent 
decreases in nonqualified nonrecourse financing with respect to 
property) is amended by striking out “additional qualified 
investment in” and inserting in lieu thereof “an increase in the 
credit base for”’. 

(4) Clause (i) of section 47(dX3XE) is amended by inserting 
before the semicolon at the end thereof the following: “reduced 
by the sum of the credit recapture amounts with respect to such 
property for all preceding taxable — - 

(5) Clause (i) of section 46(cX9X ) is amended by. striking out 

“any increase in a taxpayer’s qualified investment” and all that 
follows down through the period at the end thereof and insert- 
ing in lieu thereof the following: “any increase in a taxpayer’s 
credit base for any property by reason of this paragraph shall be 
taken into account as if it were property placed in service by the 
taxpayer in the taxable year in which the pro perty referred to 
in subparagraph (A) was first placed in service. 
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SEC. 1845. AMENDMENT RELATED TO SECTION 452 OF THE ACT. 


Section 456 of the Tax Reform Act of 1984 is amended by adding 
at the end thereof the following new subsection: 

“(d) Section 452.—The amendment made by section 452 shall 
apply to products manufactured or produced after October 31, 1984.” 


SEC. 1846. AMENDMENTS RELATED TO SECTION 473 OF THE ACT. 


Subsection (d) of section 39 (relating to transitional rules) is 
amended— 

(1) by striking out “or 44G” in paragraph (1A) and inserting 

in lieu thereof “or 44G (as in effect before the enactment of the 


Tax Reform Act of 1984)”, and 
(2) by striking out “as so defined in section 25(b)” in para- 
com (2B) and inserting in lieu thereof ‘‘as defined in section 
. 


SEC. 1847. AMENDMENTS RELATED TO SECTION 474 OF THE ACT. 


(a) Minimum Tax AMENDMENTS.— 

(1) Subparagraph (A) of section 55(c\3) (relating to carryover 
and carryback of certain credits) is amended by striking out “of 
such limitation” and inserting in lieu thereof “of such credit 
allowable’”’. 

(2) Effective with respect to taxable years beginning after 
December 31, 1982, clause (i) of section 55(cX2\E) (relating to 
— rule for applying section 904(c)) is amended to read as 

ollows: 

“(i) the limitation of section 904(a) shall be deemed to 
be the amount of foreign tax credit allowable under 
section 27(a) in computing the regular tax for the 
taxable year incre by the amount of the limitation 
determined under subparagraph (C), and”. 

(b) CLERICAL AMENDMENTS.— 

(1) The clause heading for clause (iii) of section 30(bX2XD) is 
amended by striking out “NEW JOBS OR WIN CREDIT’ and insert- 
ing in lieu thereof “TARGETED JOBS CREDIT’. 

(2) Paragraph (1) of section 86(f) is amended by striking out 
“section 37(c(3XA)” and inserting in lieu thereof “section 
22(cX3 A)”. 

(3) Subparagraph (C) of section 151(e\(5) is amended by strik- 
= out “section 37(e)” and inserting in lieu thereof “section 

e)”. 

(4) Clause (i) of section 415(c\X3XC) is amended by striking out 
“section 37(e\3)” and inserting in lieu thereof “section 22(e\(3)”. 

(5) Paragraph (9) of section 422A(c) is amended by striking out 
“section 37(eX3)” and inserting in lieu thereof “section 22(eX3)”. 

(6) Paragraph (5) of section 48(1) is amended— 

(A) , striking out “section 44C(c)” and inserting in lieu 
thereof “section 23(c)”’, and 

(B) by striking out “section 44C(cX4AXviii)” and insert- 
ing in lieu thereof “section 23(c\4\A)viii)’’. 

(7) Subparagraph (E) of section 108(bX2) is amended by strik- 
ing out “section 33” and inserting in lieu thereof “section 27”. 

(8) Subsection (b) of section 280C is amended— 

(A) by striking out “section 29” each place it appears and 
inserting in lieu thereof “section 28”, and 

(B) by striking out “section 29(b)” and inserting in lieu 
thereof “section 28(b)”. 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2857 


(9) Section 6699 is amended— 

(A) by striking out “section 44G” each place it appears in 
subsections (a) and (cX2XB) and inserting in lieu thereof 
“section 41”, and 

(B) by striking out “section 44G(cX1XB)” in subsection 
(aX4) and inserting in lieu thereof “section 41(cX1\B)’. 

(10) Subsection (a) of section 6411 is amended by striking out 
“or unused business credit” in the second sentence thereof and 
inserting in lieu thereof “unused research credit, or unused 
business credit”. 

(11) Sub ph (A) of section 46(b\2) is amended by strik- 
ing out “48(1X3XAXvii)” in the table contained in such subpara- 
graph and inserting in lieu thereof “48(1(3AXviii)’. 

(12) Paragraph (1) of section 163(b) of the Tax Reform Act of 
1984 is amended by inserting “(as amended by sections 211, 314, 
and 474 of this Act)” after “ ion 6501”. 

(13) Section 6501 is amended by redesignating subsection (n) 
as subsection (0) and by inserting after subsection (m) the 
following new subsection: 

“(n) DEFICIENCIES ATTRIBUTABLE TO ELECTION OF CERTAIN CRED- 
1rs.—The period for assessing a deficiency attributable to any elec- 
tion under section 40(f) or 51(j) (or any revocation thereof) shall not 
expire before the date 1 year after the date on which the Secretary 
is notified of such election (or revocation).” 

(14) Subsection (k) of section 6501 is amended by striking out 
“an investment credit carryback, or a work incentive program 
carryback, or a new employee credit carryback” and inserting 
in leu thereof “or a credit carryback (as defined in section 
6511(d4XC))”. 

(15) Subsection (h) of section 6511 (relating to limitations on 
credit or refund) is amended— 

(A) by striking out “section 6501(qX1\B)” in —— (1) 
and inserting in lieu thereof “section 6501(m\(1XB)”, and 

(B) by striking out “section 6501(qX2\B)” in a (2) 
and inserting in lieu thereof “section 6501(m\2\B)”’. 

(16) Paragraph (1) of section 665(d) is amended by striking out 
“subpart A of part IV” and inserting in lieu thereof “part IV” 


SEC. 1848. AMENDMENTS RELATED TO SECTION 491 OF THE ACT. 


(a) Paragraph (9) of section 46(f) (relating to special rule for 
additional credit) is — repealed. 

(b) Subparagraph (A) of section 401(cX2) (defining earned income) 
is amended by striking out “sections 404 and 405(c)” and inserting in 
lieu thereof “section 404”. 

(c) Subparagraph (D) of section 404(aX8) is amended by strikin; 
out “the deductions allowed by this section and section 405(c)” an 
inserting in lieu thereof “the deduction allowed by this section”. 

(d) The second sentence of section 203%e) is amended by striking 
out “or a bond described in paragraph (3)”. 

(eX1) Section 6704 is amended— 

(A) by striking out “section 6047(e)” each place it my in 
ae (a) and inserting in lieu thereof “section 6047(d)”’, 


an 
(B) by striking out “section 6047(e)” in the section heading 
and inserting in lieu thereof “section 6047(d)”’. 
(2) Subsection (e) of section 6047 is amended by adding at the end 
thereof the following new paragraph: 





100 STAT. 2858 PUBLIC LAW 99-514—OCT. 22, 1986 


“(3) For provisions relating to penalty for failure to comply with the 

provisions of subsection (d), see section 6704.” 

(3) The table of sections for subchapter B of chapter 68 is amended 
by striking out “section 6047(e)” in the item relating to section 6704 
and inserting in lieu thereof “section 6047(d)”. 

(f) Subsection (b) of section 4973 (defining excess contributions) is 
amended— 

(1) by striking out “, individual retirement annuities, or 
bonds” in the material preceding paragraph (1) and inserting in 
lieu thereof “or individual retirement annuities”, 

(2) by striking out subparagraph (A) of paragraph (1) and 
inserting in lieu thereof the following: 

“(A) the amount contributed for the taxable year to the 
accounts or for the annuities (other than a rollover con- 
tribution described in section 402(aX5), 402(aX7), 403(aX4), 
403(bX8), or 408(d(3)), over”, and 

(3) by striking out “or bonds” in paragraph (2XC) thereof. 


CHAPTER ieee: aur: TO TITLE V OF THE 


SEC. 1851. AMENDMENTS RELATED TO WELFARE BENEFIT PLAN PROVI- 
SIONS. 


(a) AMENDMENTS RELATED TO SECTION 511 oF THE AcT.— 

(1) TREATMENT OF PLANS FOR INDEPENDENT CONTRACTORS.— 
Paragraph (1) of section 419(g) (relating to extension to plans for 
independent contractors) is amended by striking out “such a 
plan” and inserting in lieu thereof “such a relationship”. 

(2) AMENDMENTS TO SECTION 419A(d).— 

(A) CooRDINATION WITH SECTION 415.—Paragraph (2) of 
section 419A(d) (relating to coordination with section 415) is 
amended by adding at the end thereof the following new 
sentence: “Subparagraph (B) of section 415(c\1) shall not 
apply to any amount treated as an annual addition under 
the preceding sentence.” 

(B) SEPARATE ACCOUNT REQUIREMENTS APPLY ONLY WHERE 
THERE IS PRE-FUNDING.—Paragraph (1) of section 419A(d) is 
amended by adding at the end thereof the following new 
sentence: 

“The requirements of this paragraph shall apply to the first 
taxable year for which a reserve is taken into account under 
subsection (cX2) and to all subsequent taxable years.” 

(3) CLARIFICATION OF SECTION 419A(e) .— 

(A) Subsection (e) of section 419A is amended to read as 
follows: 

“(e) SPecIAL LIMITATIONS ON RESERVES FOR MEDICAL BENEFITS OR 
Lire INSURANCE BENEFITS PROVIDED TO RETIRED EMPLOYEES.— 

“(1) RESERVE MUST BE NONDISCRIMINATORY.—No reserve may 
be taken into account under subsection (c\2) for post-retirement 
medical benefits or life insurance benefits to be provided to 
covered employees unless the plan meets the requirements of 
section 505(b) with respect to such benefits (whether or not such 
requirements apply to such plan). The preceding sentence shall 
not apply to any plan maintained pursuant to an agreement 
between employee representatives and 1 or more employers if 
the Secretary finds that such agreement is a collective bargain- 
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ing agreement and that post-retirement medical benefits or life 
insurance benefits were the subject of good faith bargaining 
between such employee representatives and such employer or 
em loyers. 

“(2) LIMITATION ON AMOUNT OF LIFE INSURANCE BENEFITS.— 
Life insurance benefits shall not be taken into account under 
subsection (c\(2) to the extent the ate amount of such 
seo aan” to be provided with respect to the employee exceeds 

(B) Subsection (e) of section 419A of the Internal Revenue 
Code of 1954 (as amended by subparagraph (A)) shall not 
apply to any group-term life insurance to the extent that 
the amendments made by section 223(a) of the Tax Reform 
Act of 1984 do not apply to such insurance by reason of 
paragraph (2) of section 223(d) of such Act. 

(4) TREATMENT OF COLLECTIVELY BARGAINED PLANS.—Para- 
graph (5) of section 419A(f) (relating to higher limit in case of 
collectively bargained plans) is amended by striking out “wel- 
fare benefit fund established under” and insertin ing in lieu 
thereof “welfare benefit fund maintained pursuant to”. 

(5) CLARIFICATION OF ACTUARIAL CERTIFICATION REQUIRE- 
MENT.—Subparagraph (A) of section 419A(c)\(5) (relating to spe- 
cial limitation where no actuarial certification) is amended by 
striking out “under paragraph (1)” and inserting in lieu thereof 
“under this subsection”. 

(6) AGGREGATION RULES.— 

(A) Paragraph (1) of section 419A(h) (relating to aggrega- 
tion rules) is amended to read as follows: 

“(1) AGGREGATION OF FUNDS.— 

“(A) MANDATORY AGGREGATION.—For purposes of subsec- 
tions (c)(4), (d\(2), and (e\(2), all welfare benefit funds of an 
em loyer shall be treated as 1 fund. 

“(B) PERMISSIVE AGGREGATION FOR PURPOSES NOT SPECI- 
FIED IN SUBPARAGRAPH (A).—For purposes of this section 
(other than the provisions specified in —— (A)), at 
the election of the employer, 2 or more fare benefit 
funds of such employer may (to the extent not inconsistent 
with the purposes of this subpart and section 512) be 
treated as 1 fund.” 

(B) Subsection (b) of section 419A is amended by striking 
out “this subpart” and inserting in lieu thereof “this sub- 
part and section 512”. 

(7) CLARIFICATION OF ADJUSTMENTS FOR EXISTING RESERVES.— 
Paragraph (7) of section 419A(f) (relating to adjustments for 
existing excess reserves) is amended by striking out subpara- 
graph (C) and inserting in lieu thereof the following new sub- 
paragraphs: 

“(C) EXISTING EXCESS RESERVE.—For purposes of comput- 
ing the increase under subparagraph (A) for any taxable 
= _ term ‘existing excess reserve’ means the excess (if 
any) of— 

“(i) the amount of assets set aside at the close of the 
first taxable year ending after July 18, 1984, for pur- 
described in subsection (a), over 
“(ii) the account limit determined under this section 
(without regard to this paragraph) for the taxable year 
for which such increase is being computed 
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‘(D) FUNDS TO WHICH PARAGRAPH APPLIES.—This para- 
graph shall apply only to a welfare benefit fund which, as of 
July 18, 1984, had assets set aside for purposes described in 
subsection (a).” 

(8(A) CLARIFICATION OF FUND.—Subsection (e) of section 419 
(defining welfare benefit funds) is amended by adding at the end 
thereof the following new paragraph: 

“(4) TREATMENT OF AMOUNTS HELD PURSUANT TO CERTAIN 
INSURANCE CONTRACTS.— 

“(A) IN GENERAL.—Notwithstanding paragraph (3\C), the 
term ‘fund’ shall not include amounts held by an insurance 
company pursuant to an insurance contract if— 

“(i) such contract is a life insurance contract de- 
scribed in section 264(a\1), or 

“(ii) such contract is a qualified nonguaranteed con- 
tract. 

“(B) QUALIFIED NONGUARANTEED CONTRACT.— 

“(i) IN GENERAL.—For purposes of this paragraph, the 
term ‘qualified nonguaranteed contract’ means any 
insurance contract (including a reasonable premium 
stabilization reserve held thereunder) if— 

“(D there is no guarantee of a renewal of such 
contract, and 

“(II) other than insurance protection, the only 
payments to which the employer or employees are 
entitled are experience rated refunds or policy divi- 
dends which are not guaranteed and which are 
determined by factors other than the amount of 
welfare benefits paid to (or on behalf of) the 
employees of the employer or their beneficiaries. 

“(ii) Liurration.—In the case of any qualified 
nonguaranteed contract, subparagraph (A) shall not 
apply unless the amount of any experience rated 
refund or policy dividend payable to an employer with 
respect to a policy year is treated by the employer as 
received or accrued in the taxable year in which the 
policy year ends.” 

(B) EFFECTIVE DATE OF REGULATIONS.—Except in the case of a 
reserve for post-retirement medical or life insurance benefits 
and any other arrangement between an insurance company and 
an employer under which the employer has a contractual right 
to a refund or dividend based solely on the experience of such 
employer, any account held for an employer by any person and 
defined as a fund in regulations issued pursuant to section 
419(eX3\C) of the Internal Revenue Code of 1954 shall be consid- 
ered a “fund” no earlier than 6 months following the date such 
regulations are published in final form. 

(9) CLARIFICATION OF TAXES PAID BY EMPLOYER ON INCOME OF 
CERTAIN WELFARE BENEFIT FUNDS.—Subsection (g) of section 
419A (relating to employer taxed on income of welfare benefit 
funds in certain cases) is amended by adding at the end thereof 
the following new paragraph: 

“(3) COORDINATION WITH SECTION 419.—If any amount is in- 
cluded in the gross income of an employer for any taxable year 
under paragraph (1) with respect to any welfare benefit fund— 

‘(A) the amount of the tax imposed by this chapter which 
is attributable to the amount so included shall be treated as 
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a contribution paid to such welfare benefit fund on the last 
day of such taxable year, and 

‘(B) the tax so attributable shall be treated as imposed on 
the fund for purposes of section 419(c)(4)(A).” 

(10) AMENDMENTS TO TAX ON UNRELATED BUSINESS INCOME.— 

(A) Clause (i) of section 512(aX3\E) is amended by striking 
out “determined under section 419A(c)” and inserting in 
lieu thereof “determined under section 419A (without 

' regard to subsection (f)(6) thereof)’. 

(B) Subparagraph (E) of section 512(aX3) is amended by 
striking out clause (ii) and by ens clauses (iii) and 
(iv) as clauses (ii) and (iii), respective y. 

(C) Clause (ii) of section 512(aX3\E) (as redesignated by 
subparagraph (B)) is amended— 

(i) by striking out “a existing reserve” in subclause (I) 
and inserting in lieu thereof “an existing reserve”, and 

(ii) by striking out subclause (I]) and inserting in lieu 
thereof the following: 

“(I For purposes of subclause (II), the term 
‘reserve for post-retirement medical or life insur- 
ance benefits’ means the greater of the amount of 
assets set aside for pu of post-retirement 
medical or life insurance benefits to be provided to 
covered employees as of the close of the last plan 

ear ending before the date of the enactment of the 
ax Reform Act of 1984 or on July 18, 1984,”. 

(D) Clause (iii) of section 512(aX3XE) (as esignated b 
subparagraph (B)) is amended by striking out “paragrap 
shall not” and inserting in lieu thereof “subparagraph shall 
not”. 

(11) AMENDMENTS RELATED TO TAX ON CERTAIN FUNDED WEL- 
FARE BENEFIT PLANS.—Subsection (b) of section 4976 (defining 
disqualified benefit) is amended to read as follows: 

“(b) DisQuaALiFieD BENEFIT.—For pur of subsection (a)— 

“(1) IN GENERAL.—The term ‘disqualified benefit’? means— 

“(A) any post-retirement medical benefit or life insurance 
benefit provided with respect to a key employee if a sepa- 
rate account is required to be established for such employee 
under section 419A(d) and such payment is not from such 
account, 

“(B) any post-retirement medical benefit or life insurance 
benefit provided with respect to an individual in whose 
favor discrimination is prohibited unless the plan meets the 
requirements of section 505(b) with respect to such benefit 
(whether or not such requirements apply to such plan), and 

“(C) an rtion of a welfare benefit fund reverting to the 
benefit o the employer. 

“(2) EXCEPTION FOR COLLECTIVE BARGAINING PLANS.—Para- 
graph (1B) shall not apply to any plan maintained pursuant to 
an agreement between employee representatives and 1 or more 
employers if the Secretary finds that such agreement is a 
collective bargaining agreement and that the benefits referred 
to in paragraph (1B) were the subject of good faith bargaining 
between such employee representatives and such employer or 
employers. 

“(3) EXCEPTION FOR NONDEDUCTIBLE CONTRIBUTIONS.—Para- 
graph (1XC) shall not apply to any amount attributable to a 
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contribution to the fund which is not allowable as a deduction 
under section 419 for the taxable year or any prior taxable year 
(and such contribution shall not be included in any carryover 
under section 419(d)). 

“(4) EXCEPTION FOR CERTAIN AMOUNTS CHARGED AGAINST EXIST- 
ING RESERVE.—Subparagraphs (A) and (B) of paragraph (1) shall 
not apply to post-retirement benefits charged against an exist- 
ing reserve for post-retirement medical or life insurance bene- 
fits (as defined in section 512(aX3XE)) or charged against the 
income on such reserve.” 

(12) CLARIFICATION OF EFFECTIVE DATE.—Subsection (e) of sec- 
tion 511 of the Tax Reform Act of 1984 is amended by adding at 
the end thereof the following new paragraphs: 

“(6) AMENDMENTS RELATED TO TAX ON UNRELATED BUSINESS 
INCOME.—The amendments made by subsection (b) shall apply 
with respect to taxable years ending after December 31, 1985. 
For purposes of section 15 of the Internal Revenue Code of 1954, 
such amendments shall be treated as a change in the rate of a 
tax imposed by chapter 1 of such Code. 

“(7) AMENDMENTS RELATED TO EXCISE TAXES ON CERTAIN WEL- 
FARE BENEFIT PLANS.—The amendments made by subsection (c) 
shall apply to benefits provided after December 31, 1985.” 

(13) ion 419A(f\(5) is amended to read as follows: 

“(5) SPECIAL RULE FOR COLLECTIVE BARGAINED AND EMPLOYEE 
PAY-ALL PLANS.—No accounts limits shall apply in the case of 
ae asset account under a separate welfare benefit 
und— 

“(A) under a collective bargaining agreement, or 
“(B) an employee pay-all plan under section 501(cX9) if— 

“(i) such plan has at least 50 employees (determined 
without regard to subsection (h\(1)), and 

“(ii) no employee is entitled to a refund with respect 
to amounts in the fund, other than a refund b on 
the experience of the entire fund.” 

(14) CLERICAL AMENDMENT.—Paragraph (2) of section 511(e) of 
the Tax Reform Act of 1984 is amended by striking out “and 
section 514’. 

(b) AMENDMENTS RELATED TO SECTION 512 oF THE AcT.— 

(1) TRANSITIONAL RULE FOR CERTAIN TAXPAYERS WITH FULLY 
VESTED VACATION PAY PLANS.— 

(A) IN GENERAL.—In the case of any taxpayer— 

(i) who maintained a fully vested vacation pay plan 
where payments are expected to be paid (or are in fact 
paid) within 1 year after the accrual of the vacation 
pay, and 

(ii) who makes an election under section 463 of the 
Internal Revenue Code of 1954 for such taxpayer’s Ist 
taxable year ending after the date of the enactment of 
the Tax Reform Act of 1984, 

in lieu of establishing a suspense account under such sec- 
tion 463, such election shall be treated as a change in the 
taxpayer’s method of accounting and the adjustments re- 
qui as a result of such change shall be taken into 
account under section 481 of such Code. 

(B) EXTENSION OF TIME FOR MAKING ELECTION.—In the 
case of any taxpayer who meets the requirements of 
subparagraph (A\i), the time for making an election under 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2863 


section 463 of such Code for such taxpayer’s Ist taxable 
year ending after the date of the enactment of the Tax 
Reform Act of 1984 shall not expire before the date 6 
months after the date of the enactment of this Act. 

(2) CLERICAL AMENDMENTS.— 

(A) Clause (ii) of section 404(bX2\B) (relating to exceptions 
for certain benefits) is amended by striking out “to any 
benefit” and inserting in lieu thereof “any benefit”. 

(B) Subsection (b) of section 404 is amended— 

(i) by striking out “UNFUNDED” in the subsection 
heading and inserting in lieu thereof “Certain”, and 
(ii) by striking out “UNFUNDED” in the heading of 
paragraph (2) and inserting in lieu thereof “ceRTAIN”. 

(CXi) Section 404(a) is amended by striking out “section 
162 (relating to trade or business expenses) or section 212 
(relating to expenses for the production of income); but, if 
they satisfy the conditions of either of such sections,” and 
inserting in lieu thereof “this chapter; but, if they would 
otherwise be deductible,’’. 

(ii) Subsection (d) of section 404 is amended by striking 
out “under section 162 or 212” each place it appears and 
inserting in lieu thereof “under this chapter”. 

(iii) Subsection (a) of section 404A is amended— 

(I) by striking out “under section 162, 212, or 404” 
and inserting in lieu thereof “under this chapter”, and 

(II) by striking out “they satisfy the conditions of 
section 162” and inserting in lieu thereof “they would 
otherwise be deductible’”’. 

(iv) Subsection (a) of section 419 is amended— 

(I) by striking out “under section 162 or 212” and 
inserting in lieu thereof “under this subchapter”, and 
(II) by striking out “they satisfy the requirements of 
either of such sections” and inserting in lieu thereof 
“they would otherwise be deductible”. 
(c) AMENDMENTS RELATED TO SECTION 513 oF THE AcT.— 

(1) Paragraph (1) of section 505(a) (relating to certain require- 
ments must be met in case of organizations described in para- 
graph (9) or (20) of section 501(c)) is amended by striking out “of 
an employer”. 

(2) Paragraph (1) of section 505(b) (relating to. nondiscrimina- 
tion requirements) is amended by striking out * ‘as provided in 
paragraph (2)” and inserting in lieu thereof “as otherwise pro- 
vided in this subsection”. 

(3) Subparagraph (B) of section 505(bX(1) is amended by strik- 
ing out “highly compensated employees” and inserting in lieu 
thereof “highly compensated individuals”. 

(4) Paragraph (2) of section 505(a) (relating to exception for 
collective bargairing agreements) is amended to read as follows: 

“(2) EXCEPTION FOR COLLECTIVE BARGAINING AGREEMENTS.— 
Paragraph (1) shall not apply to any organization which is part 
of a plan maintained pursuant to an agreement between em- 
ployee representatives and 1 or more employers if the Secretary 
finds that such agreement is a collective bargaining agreement 
and that such plan was the subject of good faith bargaining 
between such employee representatives and such employer or 
employers.” 
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SEC. 1852. AMENDMENTS RELATED TO PENSION PLAN PROVISIONS. 


(a) AMENDMENTS RELATED TO SECTION 521 oF THE AcT.— 
(1) CLARIFICATION THAT DISTRIBUTION FROM INDIVIDUAL RETIRE- 
MENT ACCOUNTS OR ANNUITIES MUST BEGIN AT 7042.— 

(A) Paragraph (6) of section 408(a) (defining individual 
retirement account) is amended by striking out “(relating to 
required distributions)” and inserting in lieu thereof “(with- 
out regard to subparagraph (C\ii) thereof) and the inciden- 
tal death benefit requirements of section 401(a)”. 

(B) Paragraph (3) of section 408(b) (defining individual 
retirement annuity) is amended by striking out “(relating 
to required distributions)” and inserting in lieu thereof 
“(without regard to subparagraph (C\ii) thereof) and the 
incidental death benefit requirements of section 401(a)”. 

(2) EXEMPTION OF PRE-1985 ACCUMULATIONS FROM PENALTY ON 
PREMATURE DISTRIBUTIONS.— 

(A) Subparagraph (A) of section 72(m)5) (relating to pen- 
alties applicable to certain amounts received by 5-percent 
owners) is amended to read as follows: 

“(A) This subparagraph shall apply— 

“(i) to amounts which— 

“(I) are received from a qualified trust described 
in section 401(a) or under a plan described in sec- 
tion 403(a), and 

“(II) are received by a 5-percent owner before 
such owner attains the age of 59% years, for any 
reason other than such owner becoming disabled 
(within the meaning of paragraph (7) of this sec- 
tion), and 

“(ii) to amounts which are received from a qualified 
trust described in section 401(a) or under a plan de- 
scribed in section 403(a) at any time by a 5-percent 
owner, or by the successor of such owner, but only to 
the extent that such amounts are determined (under 
regulations prescribed by the Secretary) to exceed the 
benefits provided for such individual under the plan 
formula. 

Clause (i) shall not apply to any amount received by an 
individual in his capacity as a policyholder of an annuity, 
endowment, or life insurance contract which is in the 
nature of a dividend or similar distribution and clause (i) 
shall not apply to amounts attributable to benefits accrued 
before January 1, 1985.” 

(B) Subparagraph (C) of section 72(m\(5) is amended to 
read as follows: 

“(C) For purposes of this paragraph, the term ‘b-percent 
owner’ means any individual who, at any time during the 5 
plan years preceding the plan year ending in the taxable 
year in which the amount is received, is a 5-percent owner 
(as defined in section 416(iX1\B)).” 

(C) Paragraph (5) of section 72(m) is amended by striking 
out “OWNER-EMPLOYEES” in the paragraph heading and 
inserting in lieu thereof “5-PERCENT OWNERS’. 

(3) EXTENSION OF DISTRIBUTION REQUIREMENTS TO SECTION 
403(b) ANNUITIES.— 
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(A) Subsection (b) of section 403 (relating to taxability of 
beneficiary under annuity purchased by section 501(c\(3) 
organization or public school) is amended by adding at the 
end thereof the following new paragraph: 

“(10) DisTRIBUTION REQUIREMENTS.—Under regulations pre- 
scribed by the Secretary, this subsection shall not apply to any 
annuity contract (or to any custodial account described in para- 
graph (7) or retirement income account described in paragraph 
(9)) unless requirements similar to the requirements of section 
401(aX9) are met (and requirements similar to the incidental 
death benefit requirements of section 401(a) are met) with 
respect to such annuity contract (or custodial account or retire- 
ment income account).” 

(B) Paragraph (7) of section 403(b) is amended by striking 
out subparagraph (D). 

(C) The amendments made by this paragraph shall apply 
to benefits accruing after December 31, 1986, in taxable 
years ending after such date. 

(4) CLARIFICATION OF REQUIRED BEGINNING DATE.— 

(A) Subparagraph (C) of section 401(aX9) (defining re- 

quired beginning date) is amended by striking out the last 
sentence and inserting in lieu thereof the following: 
“Clause (ii) shall not apply in the case of an employee who 
is a 5-percent owner (as defined in section 416(iX1\B)) at 
any time during the 5-plan-year period ending in the cal- 
endar year in which the employee attains age 70%. If the 
employee becomes a 5-percent owner during any subse- 
quent plan year, the required beginning date shall be April 
1 of the calendar year following the calendar year in which 
such subsequent plan year ends.” 

(B) Subsection (d) of section 409 (relating to employer 
securities must stay in the plan) is amended by adding at 
the end thereof the following new sentence: 

“This subsection shall not apply to any distribution required under 
section 401(aX9).” 

(5) REQUIRED DISTRIBUTIONS NOT ELIGIBLE FOR ROLLOVER TREAT- 
MENT.— 

(A) Paragraph (5) of section 402(a) (relating to rollover 
amounts) is amended by adding at the end thereof the 
following new subparagraph: 

“(G) REQUIRED DISTRIBUTIONS NOT ELIGIBLE FOR ROLLOVER 
TREATMENT.—Subparagraph (A) shall not apply to any dis- 
tribution to the extent such distribution is required under 
section 401(a)9).” 

(BXi) Subparagraph (B) of section 403(a)(4) is amended by 
striking out “through (F)” and inserting in lieu thereof 
“through (G)”. 

(ii) Paragraph (8) of section 403(b) is amended by adding 
at the end thereof the following new subparagraph: 

“(D) REQUIRED DISTRIBUTIONS NOT ELIGIBLE FOR ROLLOVER 
TREATMENT.—Subparagraph (A) shall not apply to any dis- 
tribution to the extent such distribution is required under 
paragraph (10).” 

(C) Paragraph (3) of section 408(d) (relating to rollover 
contributions) is amended by adding at the end thereof the 
following new subparagraph: 
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“(E) DENIAL OF ROLLOVER TREATMENT FOR REQUIRED DIS- 
TRIBUTIONS.—This subparagraph shall not apply to any 
amount to the extent such amount is required to be distrib- 
uted under subsection (a6) or (bX(3).” 

(6) TREATMENT OF DISTRIBUTIONS REQUIRED UNDER INCIDENTAL 
DEATH BENEFIT RULES.—Paragraph (9) of section 401(a) (relating 
to required distributions) is amended by adding at the end 
thereof the following new subparagraph: 

“(G) TREATMENT OF INCIDENTAL DEATH BENEFIT DISTRIBU- 
TIONS.—For purposes of this title, any distribution required 
under the incidental death benefit requirements of this 
subsection shall be treated as a distribution required under 
this paragraph.” 

(7) CLERICAL AMENDMENTS.— 

(A) Paragraph (1) of section 408(c) is amended by striking 
out “paragraphs (1) through (7) and inserting in lieu 
thereof “paragraphs (1) through (6)”. 

(B) Subsection (a) of section 4974 (relating to excise tax on 
certain accumulations in individual retirement accounts or 
annuities) is amended by striking out “section 408(a) (6) or 
(7), or 408(b) (3) or (4)” and inserting in lieu thereof “section 
408(aX6) or 408(bX3)’. 

(C) Subsection (b) of section 4974 is amended by striking 
out “section 408(a) (6) or (7) or 408(b) (3) or (4)” and inserting 
in lieu thereof “section 408(aX6) or 408(bX3)”. 

(b) AMENDMENTS RELATED TO SECTION 522 OF THE ACT.— 

(1) Clause (v) of section 402(aX5XE) (defining partial distribu- 
tion) is amended by striking out “of any portion of” and insert- 
ing in lieu thereof “of all or any portion of”. 

(2) Clause (i) of section 402(aX5\D) (relating to special rules for 
partial distributions) is amended by adding at the end thereof 
the following new sentence: 

“For purposes of subclause (I), the balance to the credit 
of the employee shall not include any accumulated 
deductible employee contributions (within the meaning 
of section 72(0X5)).” 

(3XA) Section 402 is amended by adding at the end thereof the 
following new subsection: 

“(g) TREATMENT OF SELF-EMPLOYED INDIVIDUALS.—For purposes of 
this section, except as otherwise provided in subparagraph (A) of 
subsection (eX4), the term ‘employee’ includes a self-employed 
individual (as defined in section 401(cX1XB)) and the employer of 
such individual shall be the person treated as his employer under 
section 401(cX4).” 

(B) Paragraph (4) of section 402(e) is amended by striking out 
subparagraph (F). 

(4) Paragraph (7) of section 402(a) (relating to rollover where 
spouse received distributions after death of employee) is 
amended by striking out “the spouse were the employee” and 
inserting in lieu thereof “the spouse were the employee; except 
that a trust or plan described in subclause (III) or (IV) of 
paragraph (5XEXiv) shall not be treated as an eligible retire- 
ment plan with respect to such distribution”. 

(5) Clause (ii) of section 402(aX5\D) is amended by striking out 
a plan described in subclause (IV) or (V)’” and inserting in lieu 
thereof ‘“‘a trust or plan described in subclause (III) or (IV)”. 


“ 
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(6) Clause (i) of section 402(aX5XF) is amended by striking out 
“a transfer described in subparagraph (A)” and inserting in lieu 
thereof “a transfer resulting in any portion of a distribution 
being excluded from gross income under subparagraph (A)”’. 

(7) Clause (v) of section 402(aX6\D) is amended by striking out 
“(7B)” and inserting in lieu thereof “(7)”. 

(8) Paragraph (20) of section 401(a) is amended by striking out 
“qualifying rollover distribution (determined as if section 
402(aX5\D\i) did not contain subclause (II) thereof) described in 
section 402(aX5XAXi) or 403(aX4XAXi)” and inserting in lieu 
thereof “qualified total distribution described in section 
402(aX5XEXiKD”. 

(9) Subsection (e) of section 522 of the Tax Reform Act of 1984 
is amended by striking out “the date of the amendment” and 
inserting in lieu thereof ‘“‘the date of the enactment”. 

(10) Subparagraph (C) of section 403(bX8) is amended by strik- 
ing out “(Fi)” and inserting in lieu thereof “and (FXi)”. 

(c) AMENDMENTS RELATED TO SECTION 523 OF THE Act.— 

(1) Subparagraph (B) of section 72(eX7) (relating to plans 
substantially all the contributions of which are employee con- 
tributions) is amended— 

(A) by striking out “any trust or contract” and inserting 
in lieu thereof “any plan or contract”, 

(B) by striking out “85 percent of” and inserting in lieu 
thereof “85 percent or more of”, and 

(C) by adding at the end thereof the following new sen- 
tence: 

“For purposes of clause (ii), deductible employee contribu- 
tions (as defined in subsection (o5\A)) shall not be taken 
into account.” 

(2) Subparagraph (E) of section 72(qX2) (relating to 5-percent 
penalty for premature distributions from annuity contracts) is 
amended by striking out “subsection (eX5\D)” and inserting in 
lieu thereof “subsection (e5\D) (determined without regard to 
subsection (e\7))”. 

(3) Subsection (f) of section 72 is amended— 

(A) by striking out “subsection (dX1)” and inserting in 
lieu thereof “subsections (d\(1) and (eX7)”’, and 

(B) by striking out “subsection (e1B)” and inserting in 
lieu thereof “subsection (e\(6)”. 

(4) Paragraph (2) of section 72(m) is amended— 

(A) by striking out “3 years)” in subparagraph (B) and 
inserting in lieu thereof “3 years) and subsection (eX7) 
(relating to plans where substantially all contributions are 
employee contributions)”, and 

(B) by striking out “subsection (e1\(B)” in subparagraph 
(C) and inserting in lieu thereof “‘subsection (eX6)”’. 

(5) Subsection (b) of section 402 is amended by striking out 
“section 72(eX1)” and inserting in lieu thereof “section 72(eX5)”. 

(d) AMENDMENTS RELATED TO SECTION 524 oF THE AcT.— 

(1) Subparagraph (A) of section 416(iX1) (defining key em- 
ployee) is amended by adding at the end thereof the following 
new sentence: “Such term shall not include any officer or 
employee of an entity referred to in section 414(d) (relating to 
governmental plans).” 
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(2) Subparagraph (E) of section 416(g\4) (relating to benefits 
not taken into account if employee not employed for last 5 
years) is amended to read as follows: 

“(E) BENEFITS NOT TAKEN INTO ACCOUNT IF EMPLOYEE NOT 
EMPLOYED FOR LAST 5 YEARS.—If any individual has not 
performed services for the employer maintaining the plan 
at any time during the 5-year period ending on the deter- 
mination date, any accrued benefit for such individual (and 
the account of such individual) shall not be taken into 
account.” 

(e) AMENDMENTS RELATED TO SECTION 525 oF THE AcT.— 

(1XA) Subsection (c) of section 2039 (relating to exception of 
certain annuity interests created by community property laws) 
is hereby repealed. 

(B) The amendment made by subparagraph/|(A) shall apply to 
— of decedents dying after the date of the enactment of 
this Act. 

(2XA) Section 2517 (relating to certain annuities under quali- 
fied plans) is hereby repealed. 

(B) The table of sections for subchapter B of chapter 12 is 
amended by striking out the item relating to section 2517. 

(C) Subsection (e) of section 406 is amended by striking out 
paragraph (5). 

(D) Subsection (e) of section 407 is amended by striking out 
paragraph (5). 

(E) The amendments made by this paragraph shall apply to 
transfers after the date of the enactment of this Act. 

(3) Section 525(b) of the Tax Reform Act of 1984 is amended by 
adding at the end thereof the following new pa aph: 

“(4) IRREVOCABLE ELECTION.—For purposes 0 ee (2) 
and section 245(c) of the Tax Equity and Fiscal ponsibility 
Act of 1982, an individual who— 

“(A) separated from service before January 1, 1985, with 
respect to one y (2), or January 1, 1983, with respect to 
section 245(c) of the Tax Equity and Fiscal Responsibility 
Act of 1982, and 

“(B) meets the requirements of such paragraph or such 
section other than the requirement that there be an irrev- 
ocable election, and that the individual be in pay status, 

shall be treated as having made an irrevocable election and as 
being in pay status within the time prescribed with respect to a 
form of benefit if such individual does not change such form of 
benefit before death.” 

(f) AMENDMENT RELATED TO SECTION 526 OF THE io ee 
(2) of section 526(d) of the Tax Reform Act of 1984 is amended by 
as “paragraph (6)” and inserting in lieu thereof “para- 
grap ; 

(g) AMENDMENTS RELATED TO SECTION 527 OF THE AcT.— 

(1) Paragraph (3) of section 401(k) (relating to application of 
participation and discrimination standards) is amended by 
adding at the end thereof the following new subparagraph: 

“(C) A cash or deferred arr: ment shall be treated as 
meeting the requirements of su ion (aX4) with respect 
to contributions if the requirements of subparagraph (A\ii) 
are met.” 

(2) a (A) of section 401(kX3) is amended by strik- 
ing out the last sentence and inserting in lieu thereof the 
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following: “If an employee is a participant under 2 or more cash 
or deferred arrangements of the employer, for purposes of 
determining the deferral percentage with respect to such em- 
ployee, all such cash or deferred arrangements shall be treated 
as 1 cash or deferred arrangement.” 

(3) Subparagraph (C) of section 401(k\(2) is amended by aos 
ing out “are nonforfeitable” and inserting in lieu thereof “ 
nonforfeitable”’. 

(h) AMENDMENTS RELATED TO SECTION 528 oF THE AcT.— 

(1) Subsection (h) of section 401 (relating to medical, etc., 
benefits for retired employees and their spouses and depend- 
ents) is amended— 

(A) by striking out “5-percent owner” each place it ap- 
pears in — (6) and inserting in lieu thereof “key 
employee’, 

(B) by cate out the last sentence and inserting in lieu 
thereof the following: 

“For purposes of paragraph (6), the term ‘key employee’ means any 
employee, who at any time during the plan year or any preceding 
plan year during which contributions were made on behalf of such 
employee, is or was a key employee as defined in section 416(i).” 

(2) Paragraph (1) of section 416(1) (relating to treatment of 
certain medical benefits) is amended by adding at the end 
thereof the following new sentence: “Subparagraph (B) of 
subsection (cX1) shall not apply to any amount treated as an 
annual addition under the preceding sentence.” 

(3) Subsection (1) of section 415 is amended by striking out “a 
defined benefit plan” each place it appears and inserting in lieu 
thereof “a pension or annuity plan”. 

(i) AMENDMENT ReLaTtep To Section 4402 or ERISA.—Section 
4402 of the Employee Retirement Income Security Act of 1974 (29 
U.S.C. 1461) is amended by adding at the end thereof the following 
new subsection: 

“(hX(1) In the case of an employer who entered into a collective 
bargaining agreement— 

“(A) which was effective on January 12, 1979, and which 
remained in effect through May 15, 1982, and 

“(B) under which contributions to a multiemployer plan were 
to cease on January 12, 1982, 

any withdrawal liability incurred by the employer pursuant to part 
1 of subtitle E as a result of the complete or partial withdrawal of 
the employer from the multiemployer plan before January 12, 1982, 
shall be void. 

“(2) In any case in which— 

“(A an employer engaged in the grocery wholesaling busi- 


“i had ceased all covered operations under a multiem- 
ployer plan before June 30, 1981, and had relocated its 
operations to a new facility in another State, and 

“(ii) had notified a local union representative on May 14, 
1980, that the employer had tentatively decided to dis- 
continue operations and relocate to a new facility in an- 
other State, and 

“(B) all State and local approvals with respect to construction 
of and commencement of operations at the new facility had 
been obtained, a contract for construction had been entered 
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into, and construction of the new facility had begun before 
September 26, 1980, 
any withdrawal liability incurred by the employer pursuant to part 
1 of subtitle E as a result of the complete or partial withdrawal of 
the employer from the multiemployer plan before June 30, 1981, 
shall be void.”. 


SEC. 1853. AMENDMENTS RELATED TO FRINGE BENEFIT PROVISIONS. 


(a) AMENDMENTS TO SECTION 132.— 

(1) Clause (ii) of section 132(f(2\B) (defining dependent chil- 
dren) is amended by striking out ‘‘are deceased” and inserting 
in lieu thereof “are deceased and who has not attained age 25”. 

(2) Subparagraph (A) of section 132(c\3) (defining employee 
discount) is amended by striking out “are provided to the 
employee by the employer” and inserting in lieu thereof “are 
provided by the employer to an employee for use by such 
employee”. 

(3) Subsection (i) of section 132 (relating to customers not to 
include employees) is amended by striking out “subsection 
(c(2\(B)” and inserting in lieu thereof “subsection (c)\(2)’”. 

(b) AMENDMENTS TO SECTION 125.— 

(1) CLARIFICATION OF BENEFITS WHICH MAY BE PROVIDED UNDER 
CAFETERIA PLANS.— 

(A) Subsections (c) and (dX1\B) of section 125 are each 
amended by striking out “statutory nontaxable benefits” 
each place it appears and inserting in lieu thereof “quali- 
fied benefits”. 

(B) Subsection (f) of section 125 is amended to read as 
follows: 

“(f) QUALIFIED Benerits DEFINED.—For purposes of this section, 
the term ‘qualified benefit’ means any benefit which, with the 
application of subsection (a), is not includible in the gross income of 
the employee by reason of an express provision of this chapter (other 
than section 117, 124, 127, or 132). Such term includes any group 
term life insurance which is includible in gross income only because 
it exceeds the dollar limitation of section 79 and such term includes 
any other benefit permitted under regulations.” 

(2) TRANSITIONAL RULE.—Paragraph (5) of section 531(b) of the 
Tax Reform Act of 1984 (relating to exception for certain cafe- 
teria plans and benefits) is amended by adding at the end 
thereof the following new subparagraph: 

“(D) COLLECTIVE BARGAINING AGREEMENTS.—In the case of 
any cafeteria plan in existence on February 10, 1984, and 
maintained pursuant to 1 or more collective bargaining 
agreements between employee representatives and 1 or 
more employers, the date on which the last of such collec- 
tive bargaining agreements terminates (determined with- 
out regard to any extension thereof agreed to after July 18, 
1984) shall be substituted for ‘January 1, 1985’ in subpara- 
graph (A) and for ‘July 1, 1985’ in subparagraph (B). For 
purposes of the preceding sentence, any plan amendment 
made pursuant to a collective bargaining agreement relat- 
ing to the plan which amends the plan solely to conform to 
any requirement added by this section (or any requirement 
in the regulations under section 125 of the Internal Reve- 
nue Code of 1954 proposed on May 6, 1984) shall not be 
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treated as a termination of such collective bargaining 
agreement.” 

(3) SPECIAL RULE WHERE CONTRIBUTIONS OR REIMBURSEMENTS 
SUSPENDED.—Paragraph (5) of section 531(b) of the Tax Reform 
Act of 1984 is amended by adding at the end thereof the 
following new subparagraph: 

“(E) SPECIAL RULE WHERE CONTRIBUTIONS OR REIMBURSE- 
MENTS SUSPENDED.—For purposes of subparagraphs (A) and 
(B), a plan shall not be treated as not continuing to fail to 
satisfy the rules referred to in such subparagraphs with 
respect to any benefit provided in the form of a flexible 
spending arrangement merely because contributions or re- 
imbursements (or both) with respect to such plan were 
suspended before January 1, 1985.’ 

(c) AMENDMENTS TO SECTION 4977.— 

‘ % Paragraph (2) of section 4977(c) is amended to read as 

ollows: 

“(2) at all times on or after January 1, 1984, and before the 
close of the calendar year involved, substantially all of the 
employees of the employer were entitled to employee discounts 
on goods or services provided by the employer in 1 line of 
business,”’. 

(2) Section 4977 (relating to tax on certain fringe benefits 
provided by an employer) is amended by adding at the end 
thereof the following new subsection: 

“(f) Section To Appty ONLY To EMPLOYMENT WITHIN THE UNITED 
Srates.—Except as otherwise provided in regulations, this section 
— apply only with respect to employment within the United 

tates.’ 


(3) For purposes of determining whether the requirements of 
section 4977(c) of the Internal Revenue Code of 1954 are met in 
the case of an agricultural cooperative incorporated in 1964, 
there shall not be taken into account employees of a member of 
the same controlled group as such cooperative which became a 
member during July 1980. 

(d) TREATMENT OF TELEPHONE CONCESSION SERVICE FOR CERTAIN 
RETIREES.—Section 559 of the Tax Reform Act of 1984 is amended by 
adding at the end thereof the following subsection: 

“(e) TELEPHONE SERVICE FOR Pre-DivestiTuRE RetTirEEs.—In the 
case of an employee who, by reason of retirement or disability, 
separated before January 1, 1984, from the service of an entity 
subject to the modified final judgment— 

“(1) all entities subject to the modified final judgment shall be 
treated as a single employer in the same line of business for 
purposes of determining whether telephone service provided to 
the employee is a no-additional-cost service as defined in section 
132 of the Internal Revenue Code of 1954; and 

“(2) payment by an entity subject to the modified final judg- 
ment of all or part of the cost of local telephone service provided 
to the employee by a person other than an entity subject to the 
modified final judgment (including rebate of the amount paid b 
the employee for the service and payment to the person provid- 
ing the service) shall be treated as telephone service provided to 
the employee by such single employer for purposes of determin- 
ing whether the telephone service is a no-additional-cost service 
as defined in section 132 of the Internal Revenue Code of 1954. 
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For purposes of this subsection, the term ‘employee’ has the mean- 
ing given to such term by section 132(f) of the Internal Revenue 
Code of 1954.” 

(e) TREATMENT OF CERTAIN LEASED OPERATIONS OF DEPARTMENT 
Strores.—For purposes of section 132(h\2)B) of the Internal Reve- 
nue Code of 1954, a leased section of a department store which, in 
connection with the offering of beautician services, customarily 
makes sales of beauty aids in the ordinary course of business shall 
be treated as engaged in over-the-counter sales of property. 

(f) TRANSITIONAL RULES FOR TREATMENT OF CERTAIN REDUCTIONS 
IN TUITION.— 

(1) A tuition reduction plan shall be treated as meeting the 
requirements of section 117(d\3) of the Internal Revenue Code 
of 1954 if— 

(A) such plan would have met the requirements of such 
section (as amended by this section but without regard to 
the lack of evidence that benefits under such plan were the 
subject of good faith bargaining) on the day on which 
eligibility to participate in the plan was closed, 

(B) at all times thereafter, the tuition reductions avail- 
able under such plan are available on substantially the 
= — to all employees eligible to participate in such 

an, an 

(C) the eligibility to participate in such plan closed on 
June 30, 1972, June 30, 1974, or December 31, 1975. 

(2) For purposes of applying section 117(dX3) of the Internal 
Revenue Code of 1954 to all tuition reduction plans of an 
employer with at least 1 such plan described in paragraph (1) of 
this subsection, there shall be excluded from consideration 
employees not included in the plan who are included in a unit of 
employees covered by an agreement that the Secretary of the 
Treasury or his delegate finds to be a collective bargaining 
agreement between employee representatives and 1 or more 
employers, if, with respect to plans other than plans described 
in paragraph (1), there is evidence that such benefits were the 
subject of good faith bargaining 

(3) Any reduction in tuition ‘provided with respect na a full- 
time course of education furnished at the graduate level before 
July 1, 1988, shall not be included in gross income if— 

(A) such reduction would not be included in gross income 
under the Internal Revenue Service regulations in effect on 
the date of the enactment of the Tax Reform Act of 1984, 


and 

(B) such reduction is provided with respect to a student 
who was accepted for admission to such course of education 
before July 1, 1984, and began such course of education 
before June 30, 1985. 


SEC. 1854. AMENDMENTS RELATED TO EMPLOYEE STOCK \OWNER$HIP 
PLANS. 


(a) AMENDMENTS RELATED TO SECTION 541.— 
(1) Section 1042(a) (relating to nonrecognition of gain) is 
amended— 
(A) by striking out “gain (if any) on such sale” and 
inserting in lieu thereof “gain (if any) on such sale Which 
would be recognized as long-term capital gain”, and 
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(B) by striking out “the taxpayer elects” in paragraph (1) 
and inserting in lieu thereof “the taxpayer or executor 
elects in such form as the Secretary may prescribe”. 

(2A) Section 1042(b\2) (relating to requirement that employ- 
ees must own 30 percent of stock) is amended to read as follows: 

“(2) PLAN MUST HOLD 30 PERCENT OF STOCK AFTER SALE.—The 
plan or cooperative referred to in paragraph (1) owns (after 
application of section 318(a\(4)), immediately after the sale, at 
least 30 percent of— 

“(A) each class of outstanding stock of the corporation 
(other than stock described in section 1504(aX4)) which 
issued the qualified securities, or 

“(B) the total value of all outstanding stock of the cor- 
poration (other than stock described in section 1504(a)(4)). 

(BXi) The requirement that section 1042(b) of the Internal 
Revenue Code of 1954 shall be applied with regard to section 
318(aX4) of such Code shall apply to sales after May 6, 1986. 

(ii) In the case of sales after July 18, 1984, and before the date 
of the enactment of this Act, paragraph (2) of section 1042(b) of 
such Code shall apply as if it read as follows: 

“(2) EMPLOYEES MUST OWN 30 PERCENT OF STOCK AFTER 
SALE.—The plan or cooperative referred to in paragraph (1) 
owns, immediately after the sale, at least 30 percent of the 
employer securities or 30 percent of the value of employer 
securities (within the meaning of section 409(1)) outstanding 
at the time of sale.” 

(3A) Section 409 is amended by redesignating subsection (n) 
as subsection (0) and by inserting after subsection (m) the 
following new subsection: 

“(n) Securities RECEIVED IN CERTAIN TRANSACTIONS.— 

“(1) IN GENERAL.—A plan to which section 1042 applies and an 
eligible worker-owned cooperative (within the meaning of sec- 
tion 1042(c)) shall provide that no portion of the assets of the 
plan or cooperative attributable to (or allocable in lieu of) 
employer securities acquired by the plan or cooperative in a sale 
to which section 1042 applies may accrue (or be allocated di- 
rectly or indirectly under any plan of the employer meeting the 
requirements of section 401(a))— 

“(A) during the nonallocation period, for the benefit of— 

“(ij) any taxpayer who makes an election under sec- 
tion 1042(a) with respect to employer securities, 

“(ii) any individual who is related to the taxpayer 
(within the meaning of section 267(b)), or 

“(B) for the benefit of any other person who owns (after 

application of section 318(a)) more than 25 percent of— 
“(i) any class of outstanding stock of the corporation 
which issued such employer securities or of any cor- 
poration which is a member of the same controlled 
group of corporations (within the meaning of subsec- 

tion (1(4)) as such corporation, or 
“(ii) the total value of any class of outstanding stock 

of any such corporation. 

For purposes of subparagraph (B), section 318(a) shall be applied 
oa regard to the employee trust exception in paragraph 

i). 

“(2) FAILURE TO MEET REQUIREMENTS.—If a plan fails to meet 
the requirements of paragraph (1)— 
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“(A) the plan shall be treated as having distributed to the 
person described in paragraph (1) the amount allocated to 
the account of such person in violation of paragraph (1) at 
the time of such allocation, 

“(B) the provisions of section 4979A shall apply, and 

“(C) the statutory period for the assessment of any tax 
imposed by section 4979A shall not expire before the date 
which is 3 years from the later of— 

“(i) the 1st allocation of employer securities in 
connection with a sale to the plan to which section 1042 
applies, or 

“(ii) the date on which the Secretary is notified of 
such failure. 

“(3) DEFINITIONS AND SPECIAL RULES.—For purposes of this 
subsection— 

“(A) LINEAL DESCENDANTS.—Paragraph (1AXii) shall not 
apply to any individual if— 

“(i) such individual is a lineal descendant of the 
taxpayer, and 

“(ii) the aggregate amount allocated to the benefit of 
all such lineal descendants during the nonallocation 
period does not exceed more than 5 percent of the 
employer securities (or amounts allocated in lieu 
thereof) held by the plan which are attributable to a 
sale to the plan by any person related to such descend- 
ants (within the meaning of section 267(c\4)) in a trans- 
action to which section 1042 applied. 

“(B) 25-PERCENT SHAREHOLDERS.—A person shall be 
treated as failing to meet the stock ownership limitation 
under paragraph (1B) if such person fails such limita- 
tion— 

“(i) at any time during the l-year period ending on 
the date of sale of qualified securities to the plan or 
cooperative, or 

“(ii) on the date as of which qualified securities are 
allocated to participants in the plan or cooperative. 

“(C) NONALLOCATION PERIOD.—The term ‘nonallocation 
period’ means the 10-year period beginning on the later 


of— 
“(i) the date of the sale of the qualified securities, or 
“(ii) the date of the plan allocation attributable to the 
final payment of acquisition indebtedness incurred in 
connection with such sale.” 
(B) Section 1042(b\(3) is amended by striking out paragraph (3) 
and redesignating paragraph (4) as paragraph (3). 
(C) The amendments made by this paragraph apply to sales of 
securities after the date of the enactment of this Act. 
(4) Section 1042(cX1) (defining qualified securities) is 
amended— 

(A) by striking out “securities outstanding that are” in 
subparagraph (A) and inserting in lieu thereof “stock 
outstanding that is”, 

“’ by inserting “and” at the end of subparagraph (A), 
an 

(C) by striking out subparagraph (B) and redesignating 
subparagraph (C) as subparagraph (B). 
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(5XA) Paragraph (4) of section 1042(c) (defining qualified 
9 nen property) is amended to _— as follows: 
ALIFIED REPLACEMENT PROPER’ 

(A) IN GENERAL.—The term ‘qualified replacement prop- 
erty’ means any security issued by a domestic operating 
corporation which— 

“(i) did not, for the taxable year preceding the tax- 
able year in which such security was purchased, have 
passive investment income (as defined in section 
1362(dX3XD)) in excess of 25 percent of the gross re- 
ceipts of such corporation for such preceding taxable 
year, an 

“(ii) is not the coapeottion which issued the qualified 
securities which such security is replacing or a member 
of the same controlled group of corporations (within the 
meaning of section 1563(aX1)) as such corporation. 

For p of clause (i), income which is described in 
section 954(cX3) shall not be treated as passive investment 
income. 

“(B) OPERATING CORPORATION.—For purposes of this 
paragraph — : 

“G) IN GENERAL.—The term E pviren corporation’ 
means a corporation more than rcent of the assets 
of which were, at the time the mnpenity was purchased 
or before the close of the placement period, used in the 
active conduct of the trade or business. 

“(ii) FINANCIAL INSTITUTIONS AND INSURANCE COMPA- 
NIES.—The term ‘operating corporation’ shall include— 

“() any financial institution described in section 
581 or 593, and 

“(ID an insurance company subject to tax under 
subchapter L. 

“(C) CONTROLLING AND CONTROLLED CORPORATIONS 
TREATED AS 1 CORPORATION.— 

“(i) IN GENERAL.—For purposes of applying this para- 
graph, if— 

“(I) the corporation issuing the security owns 
stock representing control of 1 or more other 
cor rations, 

“QD 1 or more other corporations own stock 
representing control of the corporation issuing the 
security, or 

“(IID) both, 

then all such corporations shall be treated as 1 
cor ration. 

“(ii) ControL.—For purposes of clause (i), the term 
‘control’ a the meaning given such term by section 
304(c). In determining control, there shall be dis- 
regarded any qualified replacement property of the 
taxpayer with respect to the section 1042 sale being 


“(D) Security DEFINED.—For purposes of this 
the term ‘security’ has the meaning given suc by 
section 165(gX2), except that such term shall not include 


any security issued by a government or political subdivision 
thereof.” 
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(i) before January 1, 1987, the taxpayer acquired any 
security (as defined in section 165(g\2) of the Internal 
Revenue Code of 1954) issued by a domestic corporation or 
by any State or political subdivision thereof, 

(ii) the taxpayer treated such security as qualified 
replacement property for purposes of section 1042 of such 
Code, and 

(iii) such property does not meet the requirements of 
section 1042(c\4) of such Code (as amended by subpara- 
graph (A)), 

then, with respect to-so much of any gain which the taxpayer 
treated as not recognized under section 1042(a) by reason of the 
acquisition of such property, the replacement period for pur- 
poses of such section shall not expire before January 1, 1987. 

(6A) Section 1042(c) (relating to definitions and special rules) 
is amended by adding at the end thereof the following new 
paragraph: 

“(1) SECTION NOT TO APPLY TO GAIN OF C CORPORATION.— 
Subsection (a) shall not apply to any gain on the sale of any 
qualified securities which is includible in the gross income of 
any C corporation.” 

(B) The amendment made by subparagraph (A) shall apply to 
sales after March 28, 1985, except that such amendment shall 
not apply to sales made before July 1, 1985, if made pursuant to 
a binding contract in effect on March 28, 1985, and at all times 
thereafter. 

(C) The amendment made by subparagraph (A) shall not 
apply to any sale occurring on December 20, 1985, with respect 
to which— 

(i) a commitment letter was issued by a bank on October 
31, 1984, and 

(ii) a final purchase agreement was entered into on 
November 5, 1985. 

(D) In the case of a sale on September 27, 1985, with respect to 
which a preliminary commitment letter was issued by a bank 
on April 10, 1985, and with respect to which a commitment 
letter was issued by a bank on June 28, 1985, the amendment 
made by subparagraph (A) shall apply but such sale shall be 
treated as having occurred on September 27, 1986. 

(7) Section 1042(d) (relating to basis of qualified replacement 
property) is amended by adding at the end thereof the following 
new flush sentence: 

“Any reduction in basis under this subsection shall not be taken 
into account for purposes of section 1278(aX2\AXii) (relating to 
definition of market discount).” 

(8A) Section 1042 is amended by redesignating subsection (e) 
as subsection (f) and by inserting after subsection (d) the follow- 
ing new subsection: 

“(e) RECAPTURE OF GAIN ON DISPOSITION OF QUALIFIED REPLACE- 
MENT PROPERTY.— 

“(1) IN GENERAL.—If a taxpayer disposes of any qualified 
replacement property, then, notwithstanding any other provi- 
sion of this title, gain (if any) shall be ized to the extent of 
the gain which was not recognized under subsection (a) by 
reason of the acquisition by such taxpayer of such qualified 
replacement property. 
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“(2) SPECIAL RULE FOR CORPORATIONS CONTROLLED BY THE TAX- 
PAYER.—If— 

“(A) a corporation issuing qualified replacement property 
disposes of a substantial portion of its assets other than in 
the ordinary course of its trade or business, and 

“(B) any taxpayer owning stock representing control 
(within the meaning of section 304(c)) of such corporation at 
the time of such disposition holds any qualified replace- 
ment property of such corporation at such time, 

then the taxpayer shall be treated as having disposed of such 
qualified replacement property at such time. 

“(3) RECAPTURE NOT TO APPLY IN CERTAIN CASES.—Paragraph 
(1) shall not apply to any transfer of qualified replacement 
property— 

“(A) in any reorganization (within the meaning of section 
368) unless the person making the election under subsection 
(aX1) owns stock representing control in the acquiring or 
acquired corporation and such property is substituted basis 
property in the hands of the transferee, 

“(B) by reason of the death of the person making such 
election, 

“(C) by gift, or 

“(D) in any transaction to which section 1042(a) applies.” 

(B) The amendment made by subparagraph (A) shall apply to 
dispositions after the date of the enactment of this Act, in 
taxable years ending after such date. 

(9A) Chapter 43 (relating to qualified pension, etc. plans) is 
amended by adding at the end thereof the following new section: 


“SEC. 49794. TAX ON CERTAIN PROHIBITED ALLOCATIONS OF QUALiSIED 
SECURITIES. 


“(a) ImposITION oF Tax.—If there is a prohibited allocation of 
qualified securities by any employee stock ownership plan or eligible 
worker-owned cooperative, there is hereby imposed a tax on such 
allocation equal to 50 percent of the amount involved. 

“(b) Pronisrrep ALLOCATION.—For purposes of this section, the 
term ‘prohibited allocation’ means— 

“(1) any allocation of qualified securities acquired in a sale to 
which section 1042 applies which violates the provisions of 
section 409(n), and 

“(2) any benefit which accrues to any person in violation of 
the provisions of section 409(n). 

— For Tax.—The tax imposed by this section shall be 
paid by— 

“(1) the employer sponsoring such plan, or 

“(2) the eligible worker-owned cooperative, 

which made the written statement described in section 1042(bX3\B). 

“(d) DeFinrT1Ions.—Terms used in this section have the same 
respective meaning as when used in section 4978.” 

(B) Subparagraph (B) of section 1042(bX3) is amended by 
striking out “section 4978(a)” and inserting in lieu thereof 
“sections 4978 and 4979A”’. 

(C) The table of sections for chapter 43 is amended by adding 
at the end thereof the following new item: 


“Sec. 4979A. Tax on certain prohibited allocations of qualified securities.” 
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(D) The amendments made by this paragraph shall apply to 
sales of securities after the date of the enactment of this Act. 
(10) Paragraph (5) of section 1042(c) (relating to securities 
acquired by underwriter) is amended— 
(A) by striking out “acquisition” and inserting in lieu 
thereof “sale”, 
(B) by inserting “to an employee stock ownership plan or 
er worker-owned cooperative” before “in”, and 
(C) by striking out “ACQUIRED” i in the heading thereof and 
inserting in lieu thereof “soLp”. 

(11) The heading for section 1042 is amended by inserting 
“EMPLOYEE” before “STOCK”. 

(12) The table of sections for part III of subchapter O of 
chapter 1 is amended by striking out the item relating to section 
1042 and inserting in lieu thereof the following new item: 

“Sec. 1042. Sales of stock to employee stock ownership plans or certain 
cooperatives.” 
(b) AMENDMENTS RELATED TO SECTION 542.— 

(1) Paragraph (5) of section 72(e) is amended by adding at the 
end of subparagraph (D) the following new flush sentence: 
“Any dividend described in section 404(k) which is received by a 
participant or beneficiary shall, for purposes of this. subpara- 
graph, be treated as paid under a separate contract to which 
clause (iiX1) applies.” 

(2) Section 404(k) is amended— 

(A) by adding at the end thereof the following new flush 
sentence: 
“Any deduction under subparagraph (A) or (B) of paragraph (2) shall 
be allowed in the taxable year of the corporation in which the 
eek is paid or distributed to the participant under paragraph 
an 
(B) by striking out “during the taxable year” in the 
matter preceding paragraph (1). 

(3) Section 404(k), as amended by paragraph (2), is amended by 
adding at the end thereof the following new sentence: “A plan 
to which this subsection applies shall not be treated as violating 
the requirements of section 401, 409, or meta 4 merely by 
reason of any distribution described in paragraph (2).” 

(4) Subsection (k) of section 404 is amended by adding at the 
end thereof the following new sentence: 

“The Secretary may disallow the deduction under this subsection for 
any dividend if the Secretary determines that such dividend con- 
stitutes, in substance, an avoidance of taxation.” 

(5) Paragraph (2) of section 404(k) is amended by striking out 

“participants i in the plan” each place it appears and inserting in 
lieu thereof “participants in the plan or their beneficiaries”. 

(6) The amendments made by paragraphs (1) and (2) shall not 
apply to dividends paid before January 1, 1986, if the taxpayer 
treated such dividends in a manner inconsistent with such 
amendments on a return filed with the Secretary before the 
date of the enactment of this Act. 

(c) AMENDMENTS RELATED TO SECTION 543.— 

(1) Subparagraph (B) of section 291(eX1) (defining financial 
institution preference item) is amended by adding at the end 
thereof the following new clause: 
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“(iv) SPECIAL RULES FOR OBLIGATIONS TO WHICH SEC- 
TION 133 APPLIES.—In the case of an obligation to which 
section 133 applies, interest on such obligation shall not 
be treated as exempt from taxes for purposes of this 

subparagraph.” 

(2)(A) Section 133 (relating to exemption for interest on cer- 
tain loans used to acquire employer securities) is amended by 
adding at the end thereof the following new subsection: 

“(d) APPLICATION WITH SECTION 483 AND ORIGINAL IssuE DiscouNT 
Rutes.—In applying section 483 and subpart A of part V of sub- 
chapter P to any obligation to which this section applies, appro- 
priate adjustments shall be made to the applicable Federal rate to 
take into account the exclusion under subsection (a).” 

(B) Section 7872(f) is amended by adding at the end thereof 
the following new paragraph: 

“(11) SPECIAL RULE FOR CERTAIN EMPLOYER SECURITY LOANS.— 
This section shall not apply to any loan between a corporation 
(or any member of the controlled group of corporations which 
includes such corporation) and an employee stock ownership 
plan described in section 4975(eX(7) to the extent that the in- 
terest rate on such loan is equal to the interest rate paid on a 
related securities acquisition loan (as described in section 133(b)) 
to such corporation.’ 

(C) Section 133(bX2) is amended by adding at the end thereof 

the following new flush sentence: 
“For purposes of this paragraph, subparagraphs (A) and (B) 
shall not apply to any loan which, but for such subparagraphs, 
would be a securities acquisition loan if such loan was not 
originated by the employer of any employees who are covered 
by the plan or by any member of the controlled group of 
corporations which includes such employer, except that this 
section shall not apply to any. interest received on such loan 
during such time as such loan is held by such employer (or any 
member of such controlled group).” 

(D) Section 133(b) is amended by redesignating paragraph (3) 
as paragraph (4) and by adding after paragraph (2) the following 
new paragraph: 

“(3) TERMS APPLICABLE TO CERTAIN SECURITIES ACQUISITION 
LOANS.—A loan to a corporation shall not fail to be treated as a 
securities acquisition loan merely because the proceeds of such 
loan are lent to an employee stock ownership plan sponsored by 
such corporation (or by any member of the controlled group of 
corporations which includes such corporation) if such loan 
includes— 

“(A) repayment terms which are substantially similar to 
the terms of the loan of such corporation from a lender 
described in subsection (a), or 

“(B) repayment terms providing for more rapid repay- 
ment of principal or interest on such loan but only if— 

“(i) allocations under the plan attributable to such 
repayment do not discriminate in favor of highly com- 
pensated employees (within the meaning of sectio 
414(q)), and 

“(ii) the total commitment period of such loan to the 
corporation does not exceed 7 years.’ 

(d) AMENDMENTS RELATED TO SECTION 544.— 
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(1XA) Section 2210(a) (relating to liability for payment of 
estate tax in case of transfer of employer securities to an ESOP 
or worker cooperative) is amended by striking out “and” at the 
end of paragraph (1), by redesignating paragraph (2) as para- 
graph (3), and by inserting after paragraph (1) the following new 
paragraph: 

“(2) the executor of the estate of the decedent may (without 
regard to this section) make an election under section 6166 with 
respect to that portion of the tax imposed by section 2001 which 
is attributable to employer securities, and”. 

(B) The amendment made by subparagraph (A) shall apply to 
the estates of decedents dying after September 27, 1985. 

(2) Section 2210(c) (relating to installment payments) is 
amended by adding at the end thereof the following new 
paragraph: 

“(3) SPECIAL RULES FOR APPLICATION OF SECTION 6166 (g).—In 
the case of any transfer of employer securities to an employee 
stock ownership plan or eligible worker-owned cooperative to 
which this section applies— 

‘“(A) TRANSFER DOES NOT TRIGGER ACCELERATION.—Such 
transfer shall not be treated as a disposition or withdrawal 
to which section 6166(g) applies. 

‘“(B) SEPARATE APPLICATION TO ESTATE AND PLAN IN- 
TERESTS.—Section 6166(g) shall be applied separately to the 
interests held after such transfer by the estate and such 
plan or cooperative. 

“(C) REQUIRED DISTRIBUTION NOT TAKEN INTO ACCOUNT.— 
In the case of any distribution of such securities by such 
plan which is described in section 4978(d\1)— 

“(i) such distribution shall not be treated as a disposi- 
tion or withdrawal for purposes of section 6166(g), and 

“(ii) such securities shall not be taken into account in 
applying section 6166(g) to any subsequent disposition 
or withdrawal.” 

(3) Section 2210(g) (relating to definitions) is amended by 
adding at the end thereof the following new paragraph: 

“(5) TAX IMPOSED BY SECTION 2001.—The term ‘tax imposed by 
section 2001’ includes any interest, penalty, addition to tax, or 
additional amount relating to any tax imposed by section 2001.” 

(4) Section 2210(c\1) is amended by inserting “any authorized 
officer of’ before “the cooperative” in the matter following 
subparagraph (B). 

(5) Section 2210(d) (relating to guarantee of payments) is 
amended— 

(A) by inserting “and any eligible worker-owned coopera- 
tive” before “shall guarantee” in the matter following para- 
graph (2), 

(B) by striking out “such plan” and inserting in lieu 
thereof “such plan or cooperative, respectively,”, and 

(C) by striking out “, including any interest payable 
under section 6601 which is attributable to such amount”. 

(6) Section 2210(gX3) is amended by striking out “section 
1041(bX2)” and inserting in lieu thereof “section 1042(c\2)”. 

(e) AMENDMENTS RELATED TO SECTION 545.— 

(1) Section 4978(a\1) (relating to tax on disposition of securi- 

ties to which section 1042 applies before close of minimum 
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holding period) is amended by striking out “then” and inserting 
in lieu thereof “than”. 

(2) Section 4978(b\(1) is amended by striking out “paragraph 
(1)” and inserting in lieu thereof “subsection (a)”. 

(3) Section 4978(c) is amended by striking out “section 
1042(aX2B)” and inserting in lieu thereof ‘ Menten 1042(b\(3)”. 

(4) Section 4978(dX1XC) is amended by striking out “section 
72(m\5)” and inserting in lieu thereof “section 72(m 7)’. 

(5) Section 4978(eX2) is amended by striking out “section 
1042(bX1)” and inserting in lieu thereof ‘anadlon 1042(c\(1)”. 

(6) Section 4978(eX3) is amended by striking out “section 
1042(bX1)” and inserting in lieu thereof “section 1042(c\(2)’. 

(7) Section 4978(d) (relating to dispositions to which section 
does not apply) is amended by adding at the end thereof the 
following new paragraph: 

“(3) LIQUIDATION OF CORPORATION INTO COOPERATIVE.—In the 
case of any exchange of qualified securities pursuant to the 
liquidation of the corporation issuing qualified securities into 
the eligible worker-owned cooperative in a transaction which 
meets the requirements of section 332 (determined by substitut- 
ing ‘100 percent’ for ‘80 percent’ each place it appears in section 
332(bX(1)), such exchange shall not be treated as a disposition for 
purposes of this section.” 

(f) OrHER AMENDMENTS.— 

(1XA) Section 409%e) (relating to voting rights) is amended by 
adding at the end thereof the following new paragraph: 

“(5) 1 VOTE PER PARTICIPANT.—A plan meets the requirements 
of paragraph (2) or (3) with respect to an issue if— 


“(A) the plan permits each participant 1 vote with respect 
to such issue, and 

“(B) the trustee votes the shares held by the plan in the 
— determined after application of subparagraph 


B) Pulliantats (3) of section 409%e) (relating to requirement for 

other employers) is amended by striking out all that follows 
with respect to” and inserting in lieu thereof the following: 
“any corporate matter which involves the voting of such shares 

with respect to the approval or disapproval of any corporate 
merger or consolidation, recapitalization, reclassification, liq- 
uidation, dissolution, sale of substantially all assets of a trade or 
business, or such similar transaction as the Secretary may 
prescribe in regulations.” 

(C) Paragraphs (2) and (3) of section 409(e) are amended by 
striking out “employer securities” and inserting in lieu thereof 
“securities of the employer”. 

(D) Paragraphs (2) and (3) of section 40%e) are amended by 
inserting “or beneficiary” after “participant” each place it 


appears. 

(2) Section 402 is amended by adding at the end thereof the 
following new section: 

“(g) Errect or DisposiTion oF Stock By PLAN ON Net UNREALIZED 
APPRECIATION.— 

“(1) IN GENERAL.—For purposes of subsection (aX1) or (eX4XJ), 
in the case of any transaction to which this subsection applies, 
the determination of net unrealized appreciation shall be made 
without regard to such transaction. 
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“(2) TRANSACTION TO WHICH SUBSECTION APPLIES.—This subsec- 
tion shall apply to any transaction in which— 

“(A) the plan trustee exchanges the plan’s securities of 
the employer corporation for other such securities, or 

“(B) the plan trustee disposes of securities of the 
employer corporation and uses the proceeds of such disposi- 
tion to acquire securities of the employer corporation 
within 90 days (or such longer — as the Secretary may 
prescribe), except that this su paragraph shall not apply 
to any employee with to whom a distribution of 
money was made during the period after such disposition 
and before such acquisition.” 

(3XA) Section 4975(eX7) is amended by inserting “, section 
40%0), and, if applicable, section 409(n)” after “section 409(h)”. 

(B) Section 1042(bX3XB) is amended by inserting ‘and 4979A” 
after “section 4978(a)”. 

(C) Section 409(hX2) is amended by striking out “in cash” in 
the second sentence thereof and inserting in lieu thereof “in 
cash, except that such plan may distribute employer securities 
subject to a requirement that such securities may be resold to 
the employer under terms which meet the requirements of 
section 4090)”. 

(4XA) The amendments made by paragraph (1A) and (3) shall 
take effect on the date of the enactment of this Act. 

(B) The amendments made by subparagraphs (B), (C), and (D) 
of ——- (1) shall apply r December 31, 1986, to stock 
acquired r December 31, 1979. 

(C) The amendments made by paragraph (2) shall apply to any 
transaction occurring after December 31, 1984, except that in 
the case of any transaction occurring before the date of the 
enactment of this Act, the period under which proceeds are 
required to be invested under section 402(g) of the Internal 
Revenue Code of 1954 (as added b: oe (2)) shall not end 
before the earlier of 1 year after the date of such transaction or 
180 days after the date of the enactment of this Act. 


SEC. 1855. AMENDMENTS RELATED TO MISCELLANEOUS EMPLOYEE 
BENEFIT PROVISIONS. 


(a) AMENDMENT RELATED TO SECTION 555 oF THE Act.—Subsection 
(c) of section 555 of the Tax Reform Act of 1984 (relating to technical 
amendments to the incentive stock option provisions) is amended— 

(1) by striking out “subsection (a)” in paragraph (1) and 
inserting in lieu thereof “subsection (aX1)”, 

(2) by striking out “subsection (b)” in paragraph (2) and 
inserting in lieu thereof “subsection (aX2)’”, 

- by striking out “after March 20, 1984,” in paragraph (2), 


an 
(4) by striking out “subsection (c)” in paragraph (3) and 
inserting in lieu thereof “subsection (b)”. 

(b) AMENDMENT RELATED TO SEcTION 556 oF THE Act.—Section 556 
of the Tax Reform Act of 1984 is amended by striking out so much of 
such section as precedes paragraph (1) thereof and inserting in lieu 
thereof the following: 


“SEC. 556. TIME FOR MAKING CERTAIN SECTION 83(b) ELECTIONS. 


“In the case of any transfer of property in connection with the 
performance of services on or before November 18, 1982, the election 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2883 


rmitted by section 83(b) of the Internal Revenue Code of 1954 ma 

made, notwithstanding paragraph (2) of such section 83(b), with 
the income tax return for any taxable year ending after July 18, 
1984, and beginning before the date of the enactment of the Tax 
Reform Act of 1986 if—”. 


CHAPTER ee ere TO TITLE VI OF THE 


SEC. 1861. AMENDMENTS RELATED TO SECTION 611 OF THE ACT. 


(a) ExTENSION OF TIME FOR SuBMITTING PoLicy STATEMENT.— 
Paragraph (5) of section 103A(j) is amended by adding at the end 
thereof the following new subparagraph: 

“(C) EXTENSION OF TIME.—The Secretary may grant an 
extension of time for the publishing of a report described in 
subparagraph (B) or the submittal of such report to the 
Secretary if there is reasonable cause for the failure to 
publish or submit such report in a timely fashion.” 

(b) DEFINITION OF QUALIFIED VETERAN.—Subparagraph (B) of sec- 
tion 103A(o4) (defining qualified veteran) is amended by striking 
Se 1, 1985” and inserting in lieu thereof “January 31, 

(c) CLARIFICATION OF Goop FAITH EFFrort PROVISIONS.— 

(1) Subparagraph (B) of section 103A(c\(2) (defining qualified 
mortgage issue) is amended by striking out “and (j)” and insert- 
ing in lieu thereof “‘and (j) (1) and (2)”. 

(2) Subparagraph (C) of section 103A(cX2) is amended by 
a a “and (i)” and inserting in lieu thereof “(i), and (j) (3), 

, an : 


SEC. 1862. AMENDMENT RELATED TO SECTION 612 OF THE ACT. 


(a) REQUIREMENTS FOR QUALIFIED MorRTGAGE CREDIT CERTIFICATE 
PROGRAM.—Subclause (V) of section 25(c\2A\iii) (defining qualified 
mortgage credit certificate program) is amended by striking out 
“paragraph (1) of subsection (j)”’ and inserting in lieu thereof 
“subsection (j), other than paragraph (2) thereof’. 

(b) Goop Farr Errort Rutes Mape AppLicABLeE.—Subparagraph 
(A) of section 25(c\2) (defining qualified mortgage credit certificate 
program) is amended by adding at the end thereof the following new 
sentence: 

“Under regulations, rules similar to the rules of subpara- 
graphs (B) and (C) of section 103A(c\(2) shall apply to the 
requirements of this subparagraph.” 

(c) CARRYFORWARD OF Excess CrepIt.—Subparagraph (B) of sec- 
tion 25(e)(1) (relating to carryforward of unused credit) is amended 
to read as follows: 

“(B) Lrrration.—The amount of the unused credit 
which may be taken into account under subparagraph (A) 
for any taxable year shall not exceed the amount (if any) by 
which the applicable tax limit for such taxable year exceeds 
the sum of— 

“(i) the credit allowable under subsection (a) for such 
taxable year determined without regard to this para- 
graph, and 

“(ii) the amounts which, by reason of this paragraph, 
are carried to such taxable year and are attributable to 
taxable years before the unused credit year.” 
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(d) CLERICAL AMENDMENTS.— i 

(1) oe (B) of section 25(a)(1) is amended by striking 
out “paid or incurred” and inserting in lieu thereof “paid or 
accrued”. 

(2) Subchapter B of chapter 68 is amended by redesignating 
the section 6708 which relates to penalties with respect to 
mortgage credit certificates as section 6709. 

(3) The table of sections for subchapter B of chapter 68 is 
amended by striking out the item relating to the section 6708 
which relates to penalties with respect to mortgage credit cer- 
tificates and inserting in lieu thereof the following: 


“Sec. 6709. Penalties with respect to mortgage credit certificates.” 
SEC. 1863. AMENDMENT RELATED TO SECTION 613 OF THE ACT. 


(a) GENERAL RuLE.—Section 613 of the Tax Reform Act of 1984 
(relating to authority to borrow from Federal Financing Bank) is 
amended to read as follows: 


“SEC. 613. ADVANCE REFUNDING OF CERTAIN VETERANS’ MORTGAGE 
BONDS PERMITTED. 


“(a) IN GENERAL.—Notwithstanding section 103A(n) of the 
Internal Revenue Code of 1954, an issuer of applicable mortgage 
bonds may issue advance refunding bonds with respect to such 
applicable mortgage bonds. 

‘(b) LiwrraTion ON AMOUNT OF ADVANCED REFUNDING.— 

“(1) IN GENERAL.—The amount of advanced refunding bonds 
which may be issued under subsection (a) shall not exceed the 
lesser of — 

“(A) $300,000,000, or 
“(B) the excess of— 

“(i) the projected aggregate payments of principal on 
the applicable mortgage bonds during the 15-fiscal year 
period beginning with fiscal year 1984, over 

“(ii) the projected aggregate payments during such 
period of principal on mortgages financed by the 
applicable mortgage bonds. 

“(2) ASSUMPTIONS USED IN MAKING PROJECTION.—The com- 
putation under paragraph (1B) shall be made by using the 
following percentages of the prepayment experience of the Fed- 
eral Housing Administration in the State or region in which the 
issuer of the advance refunding bonds is located: 


“(c) DeFtn1TIONS.—For purposes of this section.— 

“(1) APPLICABLE MORTGAGE BONDS.—The term ‘applicable 
mortgage bonds’ means any qualified veterans’ mortgage bonds 
issued as part of an issue— 

“(A) which was outstanding on December 31, 1981, 

“(B) with respect to which the excess determined under 
subsection (bX1B) exceeds 12 percent of the aggregate 
principal amount of such bonds outstanding on July 1, 1983, 

“(C) with respect to which the amount of the average 
annual prepayments during fiscal years 1981, 1982, and 
1983 was less than 2 percent of the average of the loan 
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—— as of the beginning of each of such fiscal years, 
an 
“(D) which, for fiscal year 1983, had a prepayment experi- 
ence rate that did not exceed 20 percent of the prepayment 
experience rate of the Federal Housing Administration in 
the State or region in which the issuer is located. 

“(2) QUALIFIED VETERANS MORTGAGE BONDS.—The term ‘quali- 
fied veterans’ mortgage bonds’ has the meaning given to such 
term by section 103A(cX3) of the Internal Revenue Code of 1954. 

“(3) FISCAL YEAR.—The term ‘fiscal year’ means the fiscal year 
of the State.” 

(b) ErrectivE Date.—The amendment made by subsection (a) 
shall take effect on the date of the enactment of this Act; except that 
such amendment shall not apply with respect to any loan made by 
the Federal Financing Bank to the State of Oregon pursuant to a 
credit agreement entered into on April 16, 1985 (as such agreement 
was in effect on such date). The Secretary of the Treasury shall 
guarantee any loan made by the Federal Financing Bank to the 
State of Oregon pursuant to such agreement. 


SEC. 1864. AMENDMENTS RELATED TO SECTION 621 OF THE ACT. 


(a) SpeciaL Rute For Faciuiries Locatep OuTSIDE THE STATE.— 
(1) IN GENERAL.—Subsection (n) of section 103 (relating to 
limitation on aggregate amount of private activity bonds issued 
during any calendar year) is amended by adding at the end 
thereof the following new paragraph: 
“(13) FACILITY MUST BE LOCATED WITHIN STATE.— 

“(A) IN GENERAL.—Except as provided in subparagraph 
(B), no portion of the State ceiling applicable to any State 
for any calendar year may be used with respect to financing 
for a facility located outside such State. 

“(B) EXCEPTION FOR CERTAIN FACILITIES WHERE STATE WILL 
GET PROPORTIONATE SHARE OF BENEFITS.—Subparagraph (A) 
shall not apply to any issue described in subparagraph (E), 
(G), or (H) of subsection (b\4) if the issuer establishes that. 
the State’s share of the use of the facility (or its output) will 
equal or exceed the State’s share of the private activity 
bonds issued to finance the facility.” 

(2) EFFECTIVE DATE.— 

(A) Except as provided in subparagraph (B), the amend- 
ment made by paragraph (1) shall apply to obligations 
issued after the date of the enactment of this Act in taxable 
years ending after such date. 

(B) At the election of the issuer (made at such time and in 
such manner as the Secretary of the Treasury or his dele- 
gate shall prescribe), the amendment made by paragraph 
(1) shall apply to any obligation issued on or before the date 
of the enactment of this Act. 

(b) CLARIFICATION OF AUTHORITY FOR DIFFERENT ALLOCATION.— 
Subparagraphs (A) and (Bi) of section 103(n\6) (relating to State 
may provide for different allocation) are each amended by striking 
out “governmental units” and inserting in lieu thereof “govern- 
mental units or other authorities”. 

(c) CLARIFICATION OF EXCEPTION FOR CERTAIN FACILITIES.—Clause 
(i) of section 103(nX7XC) (relating to exception for certain facilities 
described in section 103(b\4) (C) or (D)) is amended by striking out 
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“the property described in such subparagraph” and inserting in lieu 
thereof “all of the property to be financed by the obligation”. 
(d) INFORMATION REPORTING ON ALLOCATION OF PRIVATE ACTIVITY 
Bonp Liu1t.—Paragraph (2) of section 103(1) (relating to information 
reporting requirements for certain bonds) is amended by striking 
out “and” at the end of subparagraph (D), by striking out the period 
at the end of subparagraph (E) and inserting in lieu thereof “, and”, 
and by adding at the end thereof the following new subparagraph: 
‘(F) if such obligation is a private activity bond (as 
defined in subsection (n)(7)), such information as the Sec- 
retary may require for purposes of determining whether 
the requirements of subsection (n) are met with respect to 

such obligation.” 
(e) CLARIFICATION OF CARRYFORWARD OF UNUSED BoNnpD 

AUTHORITY.— 
(1) Subparagraph (B) of section 103(n\(10) (relating to election 
must specify project) is amended— 

(A) by striking out “specify the project” in clause (i) and 
inserting in lieu thereof “identify (with reasonable specific- 
ity) the project”, and 

(B) by striking out “speciFy PROJECT’ in the subparagraph 
heading and insert in lieu thereof “IDENTIFY PROJECT’. 

(2) Subparagraph (D) of section 103(n\10) is amended by 
striking out “any specification” and inserting in lieu thereof 
“any identification or specification”. 


SEC. 1865. AMENDMENT RELATED TO SECTION 622 OF THE ACT. 


(a) CLERICAL AMENDMENT.—Subparagraph (A) of section 103(h\5) 
(relating to certain obligations subsidized under energy program) is 
amended by striking out “the United States,”’. 

(b) TREATMENT OF CERTAIN GUARANTEES BY FARMERS HOME 
ADMINISTRATION.—An obligation shall not be treated as federally 
guaranteed for purposes of section 103(h) of the Internal Revenue 
Code of 1954 by reason of a guarantee by the Farmers Home 
Administration if— 

(1) such guarantee is pursuant to a commitment made by the 
Farmers Home Administration before July 1, 1984, and 

(2) such obligation is issued to finance a convention center 
project in Carbondale, Illinois. 

(c) TREATMENT OF CERTAIN OBLIGATIONS USED TO FINANCE SOLID 
Waste Disposau Faciuity.— 

(1) IN GENERAL.—Any obligation which is part of an issue a 
substantial portion of the proceeds of which is to be used to 
finance a solid waste dis facility described in peer (2) 
shall not, for purposes of section 103(h) of the Internal Revenue 
Code of 1954, be treated as an obligation which is federally 
guaranteed by reason of the sale of fuel, steam, electricity, or 
other forms of usable energy to the Federal Government or any 
agency or instrumentality thereof. 

(2) SOLID WASTE DISPOSAL FACILITY.—A solid waste disposal 
ee described in this a if such facility is 
descri - ~ section 103(b\4\(E) of such Code and— 

(A) if— 

(i) a public State authority created pursuant to State 
legislation which took effect on July 1, 1980, took 
formal action before October 19, 1983, to commit devel- 
opment funds for such facility, 
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(ii) such authority issues obligations for such facility 
before January 1, 1988, and 

(iii) expenditures have been made for the develop- 

on of such facility before October 19, 1983, 

1 — 

(i) such facility is operated by the South Eastern 
Public Service Authority of Virginia, and 

(ii) on December 20, 1984, the Internal Revenue Serv- 
ice issued a ruling concluding that a portion of the 
obligations with respect to such facility would not be 
treated as federally guaranteed under section 103(h) of 
such Code by reason of the transitional rule contained 

an” 631(cX3AXi) of the Tax Reform Act of 1984, 

1 — 

(i) a political subdivision of a State took formal action 
on April 1, 1980, to commit development funds for such 
facility, 

(ii) such facility has a contract to sell steam to a 
naval base, 

(iii) such political subdivision issues obligations for 
such facility before eS 1988, and 

(iv) expenditures have m made for the develop- 

a of such facility before October 19, 1983, or 

(D) if— 

(i) such facility is a thermal transfer roa 4 

(ii) is to be built and operated by the Elk Regional 
Resource Authority, and 

(iii) is to be on land leased from the United States Air 
Force at Arnold Engineering Development Center near 
Tullahoma, Tennessee. 

(3) LimrraTIons.— 

(A) In the case of a solid waste dis facility described 
in paragraph (2A), the aggregate face amount of obliga- 
tions to which paragraph (1) applies shall not exceed 
$65,000,000. 

(B) In the case of a solid waste dis facility described 
in paragraph (2B), the aggregate face amount of obliga- 
tions to which paragraph (1) applies shall not exceed 
$20,000,000. Such amount shall in addition to the 
amount permitted under the Internal Revenue Service 
ruling referred to in paragraph (2\B\Xii). 

(C) In the case of a solid waste dis facility described 
in paragraph (2XC), the ate face amount of obliga- 
tions to which paragraph (1) applies shall not exceed 
$75,000,000. 

(D) In the case of a solid waste dis facility described 
in paragraph (2D), the aggregate face amount of obliga- 
tions to which paragraph (1) applies shall not exceed 
$25,000,000. 


SEC. 1866. TRANSITIONAL RULE FOR LIMIT ON SMALL ISSUE EXCEPTION. 


The amendment made by section 623 of the Tax Reform Act of 
1984 shall not apply to any obligation issued to refund another tax- 
exempt IDB to which the amendment made by such section 623 did 
not apply if— 

(1) the refunding obligation has a maturity date not later than 
the maturity date of the refunded obligation, 
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(2) the amount of the refunding obligation does not exceed the 
amount of the refunded obligation, 
(3) the interest rate on the refunding obligation is lower than 
the interest rate on the refunded issue, and 
(4) the proceeds of the refunding obligation are used to 
redeem the refunded obligation not later than 30 days after the 
date of the issuance of the refunding obligation. 
For purposes of the preceding sentence, the term “tax-exempt IDB” 
means any industrial development bond (as defined in section 103(b) 
of the Internal Revenue Code of 1954) the interest on which is 
exempt from tax under section 103(a) of such Co/ie. 


SEC. 1867. AMENDMENTS RELATED TO SECTION 624 OF THE ACT. 


(a) Paragraph (2) of section 624(c) of the Tax Reform Act of 1984 
(relating to effective date for limitations on arbitrage on nonpurpose 
obligations) is amended by striking out “by the Essex County Port 
Authority of New York and New Jersey as part of an issue ap- 
proved” and inserting in lieu thereof “for the Essex County New 
Jersey Resource Recovery Project authorized by the Port Authority 
of New York and New Jersey on November 10, 1983, as part of an 
agreement approved”. 

(b) The amendment made by section 624 of the Tax Reform Act of 
1984 shall not apply to obligations issued with respect to the Down- 
town Muskogee Revitalization Project for which a UDAG grant was 
preliminarily approved on May 5, 1981, if— 

(1) such obligation is issued before January 1, 1986, or 

(2) such obligation is issued after such date to provide addi- 
tional financing for such project except that the aggregate 
amount of obligations to which this subsection applies shall not 
exceed $10,000,000. 


SEC. 1868. AMENDMENT RELATED TO SECTION 625 OF THE ACT. 


Subparagraph (C) of section 625(aX3) of the Tax Reform Act of 

1984 (relating to arbitrage ations) is amended by striking out 

“obligation issued exclusively” and inserting in lieu thereof ‘ ‘obliga- 
tion (or series of refunding obligations) issued exclusively”. 


SEC. 1869. AMENDMENTS RELATED TO SECTION 626 OF THE ACT. 


(a) CHANGE IN DEFINED TERM.—Subsection (0) of section 103 (relat- 
ing to denial of tax exemption for consumer loan bonds) is 
amended— 

(1) by striking out ‘‘consumer loan bond” each place it ap- 
pears and inserting in lieu thereof “private loan bond”, 

(2) by pre out “ConsuMER LoaN Bonps” in the subsection 

ns and inserting in lieu thereof “Private LOAN Bonps”, 


an) by striking out “CoNsUMER LOAN BONDS” in the heading for 
—— (2) and inserting in lieu thereof ‘PRIVATE LOAN 


wc Canasoad AMENDMENTS.— 

(1) Clause (ii) of section 103(0X2XC) (relating to excluded loans) 
is amended by striking out “subsection (c\6GXi)” and inserting 
in lieu thereof “subsection (cX6XHXi)”. 

(2) Section 103 is amended by redesignating the subsection ,o) 
(relating to cross references) as subsection (p). 

(c) TRANSITIONAL RULEs.— 
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(1) TREATMENT OF CERTAIN OBLIGATIONS ISSUED BY THE CITY OF 
BALTIMORE.—Obligations issued by the city of Baltimore, Mary- 
land, after June 30, 1985, shall not be treated as private loan 
bonds for purposes of section 103(0) of the Internal Revenue 
Code of 1954 (or as private activity bonds for purposes of section 
103 and part IV of subchapter A of chapter 1 of the Internal 
Revenue Code of 1986, as amended by title XIII of this Act) by 
reason of the use of a portion of the proceeds of such obligations 
to finance or refinance temporary advances made by the city of 
Baltimore in connection with loans to persons who are not 
ae persons (within the meaning of section 103(b\3) of such 

e) if— 

(A) such obligations are not industrial development bonds 
(within the meaning of section 103(b\2) of the Internal 
Revenue Code of 1954), 

(B) the portion of the proceeds of such obligations so used 
is attributable to debt approved by voter referendum on or 
before November 2, 1982, 

(C) the loans to such nonexempt persons were approved 
by the Board of Estimates of the city of Baltimore on or 
before October 19, 1983, and 

(D) the aggregate amount of such temporary advances 
financed or refinanced by such obligations does not exceed 
$27,000,000. 

(2) WHITE PINE POWER PROJECT.—The amendment made by 
section 626(a) of the Tax Reform Act of 1984 shall not apply to 
any obligation issued during 1984 to provide financing for the 
White Pine Power Project in Nevada. 


(3) Tax INCREMENT BONDS.—The amendment made by section 
626(a) of the Tax Reform Act of 1984 shall not apply to any tax 
eee financing obligation issued before August 16, 1986, 
1 — 


(A) substantially all of the proceeds of the issue are to be 
used to finance— 

(i) sewer, street, lighting, or other governmental 
improvements to real property, 

(ii) the acquisition of any interest in real property 
pursuant to the exercise of eminent domain, the 
preparation of such property for new use, or the trans- 
fer of such interest to a private developer, or 

(iii) payments of reasonable relocation costs of prior 
users of such real property, 

(B) all of the activities described in subparagraph (A) are 
pursuant to a redevelopment plan adopted by the issuing 
authority before the issuance of such issue, 

(C) repayment of such issue is secured exclusively by 
pledges of that portion of any increase in real property tax 
revenues (or their equivalent) attributable to the redevelop- 
ment resulting from the issue, and 

(D) none of the property described in subparagraph (A) is 
subject to a real property or other tax based on a rate or 
valuation method which differs from the rate and valuation 
method applicable to any other similar property located 
within the jurisdiction of the issuing authority. 

(4) EASTERN MAINE ELECTRIC COOPERATIVE.—The amendment 
made by section 626(a) of the Tax Reform Act of 1984 shall not 
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apply to obligations issued by Massachusetts Municipal Whole- 
sale Electric Company Project No. 6 if— 

(A) such obligation is issued before January 1, 1986, 

(B) such obligation is issued after such date to refund a 
prior obligation for such project, except that the aggregate 
amount of obligations to which this subparagraph applies 
shall not exceed $100,000,000, or 

(C) such obligation is issued after such date to provide 
additional financing for such project except that the aggre- 
gate amount of obligations to which this subparagraph 
applies shall not exceed $45,000,000. 

Subparagraph (B) shall not apply to any obligation issued for 
the advance refunding of any obligation. 

(5) CLARIFICATION OF TRANSITIONAL RULE FOR CERTAIN STUDENT 
LOAN PROGRAMS.—Subparagraph (A) of section 626(b\(2) of the 
Tax Reform Act of 1984 is amended by striking out “$11 mil- 
lion” in the table contained in such subparagraph and inserting 
in lieu thereof “$70 million”. 

(6) TREATMENT OF OBLIGATIONS TO FINANCE ST. JOHNS RIVER 
POWER PARK.— 

(A) IN GENERAL.—The amendment made by section 626(a) 
of the Tax Reform Act of 1984 shall not apply to any 
obligation issued to finance the project described in 
subparagraph (B) if— 

= such obligation is issued before September 27, 


(ii) such obligation is issued after such date to refund 
a prior tax exemption obligation for such project, the 
amount of such obligation does not exceed the 
outstanding amount of the refunded obligation, and 
such prior tax exempt obligation is retired not later 
than the date 30 days after the issuance of the refund- 
ing obligation, or 
(iii) such obligation is issued after such date to pro- 
vide additional financing for such project except that 
the aggregate amount of obligations to which this 
clause applies shall not exceed $150,000,000. 
Clause (ii) shall not apply to any obligation issued for the 
advance refunding of any obligation. 

(B) DescriPTION OF PROJECT.—The project described in 
this subparagraph in the St. Johns River Power Park 
system in Florida which was authorized by legislation 
enacted by the Florida Legislature in February of 1982. 


SEC. 1870. AMENDMENT RELATED TO SECTION 627 OF THE ACT. 


Subparagraph (A) of section 103(bX(16) (relating to limitation on 
use for land acquisition) is amended b striking out “clause (i)” in 
the last sentence and inserting in lieu thereof “clause (ii)’’. 


SEC. 1871. AMENDMENTS RELATED TO SECTION 628 OF THE ACT. 
(a) Certain Restrictions AppLy To ExemMPTIONS Not ContTAINED 
IN INTERNAL REVENUE CODE oF 1954.— 
(1) IN GENERAL.—Paragraph (1) of section 103(m) (relating to 
obligations exempt other than under this title) is amended by 


striking out “(k), (1), and (n)” and inserting in lieu thereof “(j), 
(k), @), (m), and (0)”. 
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(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 
shall apply to obligations issued after March 28, 1985, in taxable 
years ending after such date. 

(b) CONFORMING AMENDMENTS TO REPEAL OF ADVANCE REFUNDING 
OF QUALIFIED PuBLic FACcILITIEs.— phs (13), (14A), and 
(17XA) of section 103(b) are each sanaal by striking out “(6), and 
(7)” and inserting in lieu thereof “and (6)’. 


SEC. 1872. AMENDMENTS RELATED TO SECTION 631 OF THE ACT. 


(a) CLARIFICATION OF GENERAL EFFECTIVE DATE.— 

(1) Paragraph (1) of section 631(c) of the Tax Reform Act of 
1984 (relating to effective date for other provisions relating to 
tax-exempt bonds) is amended by striking out “made by this 
subtitle” and inserting in lieu thereof “made by sections 622, 
623, 627, and 628 (c), (d), and (e) (and the provisions of sections 
625(c), 628(f), and 629(b))”’. 

(2XA) Subparagraph (A) of section 631(cX3) of the Tax Reform 
Act of 1984 is amended by striking out “amendments made by 
this subtitle (other than section 621)” and inserting in lieu 
jy aged “amendments (and provisions) referred to in paragraph 

(B) Effective with respect to obligations issued after March 28, 
1985, subparagraph (A) of section 631(cX3) of the Tax Reform 
Act of 1984 is amended by striking out clauses (i) and (ii) and 
inserting in lieu thereof the following: 

“(i) the original use of which commences with the 
taxpayer and the construction, reconstruction, or 
rehabilitation of which began before October 19, 1983, 
and was completed on or r such date, 

“(ii) the original use of which commences with the 
taxpayer and with respect to which a binding contract 
to incur significant expenditures for construction, 
reconstruction, or rehabilitation was entered into 
before October 19, 1983, and some of such expenditures 
are incurred on or after such date, or 

“(iii) acquired after October 19, 1983, pursuant to a 
binding contract entered into on or before such date.” 

(3) a (3) of section 631(c) of the Tax Reform Act of 
1984 is amended by adding at the end thereof the following new 
subparagraph: 

“(C) Exception.—Subparagraph (A) shall not apply with 
respect to the amendment made by section 628(e) and the 
provisions of sections 628(f) and 629(b).” 

(4) Subparagraph (B) of section 631(cX3) of the Tax Reform Act 
of 1984 is amended by striking out “subsection (bX2\A)” and 
inserting in lieu thereof “subsection (bX2)”. 

(b) SpectaL Rute ror Heattu Cuus Faciities.—Subsection (c) of 
section 631 of the Tax Reform Act of 1984 is amended by adding at 
the end thereof the following new paragraph: 

“(5) SPECIAL RULE FOR HEALTH CLUB FACILITIES.—In the case of 
any health club facility, with respect to the amendment made 
’ Sea) “aan h (1) shall be lied b bst 

* paragrap s appli y substituting 
‘April 12, 1984" for ‘December 31, 1983’, and 

‘(B) paragraph (3) shall be applied by substituting 
‘April 13, 1984 for ‘October 19, 1983’ each place it 
appears. 
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(c) TREATMENT OF CERTAIN SoLip WasTE DisPposAL FACILITIES.— 
(1) IN GENERAL.—Subsection (d) of section 631 of the Tax 
Reform Act of 1984 (relating to provisions of subtitle not to 
apply to certain property) is amended by adding at the end 
thereof the following: 
“(5) Any solid waste disposai facility described in section 
103(bX4E) of the Internal Revenue Code of 1954 if— 
“(A) a city government, by resolutions adopted on 
April 10, 1980, and December 27, 1982, took formal action 
to authorize the submission of a proposal for a feasibility 
o_o such facility and to authorize the presentation to 
the Department of the Army (U.S. Army Missile Command) 
of a proposed ne to jointly pursue construction and 
operation of such facility, 
“(B) such city government (or a public authority on its 
— a obligations for such facility before January 1, 
, an 
“(C) expenditures have been made for the development of 
such facility before October 19, 1983. Notwithstanding the 
foregoing provisions of this subsection, the amendments 
made by section 624 (relating to arbitrage) shall apply to 
pea issued to finance property described in para- 
grap. 2? 
(2) CONFORMING AMENDMENT.—Paragraph (1) of section 632(a) 
of the Tax Reform Act of 1984 is hereby repealed. 


SEC. 1873. AMENDMENTS RELATED TO SECTION 632 OF THE ACT. 


(a) CLERICAL AMENDMENT.—Subsection (a) of section 632 of the 
Tax Reform Act of 1984 is amended by striking out “section 623” in 
the matter preceding paragraph (1) thereof and inserting in lieu 
thereof “section 624”. 

(b) CerTAIN OBLIGATIONS Not TREATED AS PrIvATE LOAN Bonps.— 
Subsection (d) of section 632 of the Tax Reform Act of 1984 is 
amended by adding at the end thereof the following new sentence: 
“The amendment made by section 626 shall not apply to any 
obligations described in the preceding sentence.” 

(c) TREATMENT OF CERTAIN OBLIGATIONS To FINANCE Hypro- 
ELECTRIC GENERATING Faciuity.—If— 

(1) obligations are to be issued in an amount not to exceed 
$9,500,000 to finance the construction of an approximately 4 
megawatt hydroelectric generating facility owned and operated 
by the city of Hastings, Minnesota, and located on United States 
Army Corps of Engineers lock and dam No. 2 or are issued to 
refund any of such obligations, 

(2) substantially all of the electrical power generated by such 
facility is to be sold to a nongovernmental person pursuant to a 
long-term power sales agreement in accordance with the Public 
Utilities Regulatory Policies Act of 1978, and 

(3) the initially issued obligations are issued on or before 
December 31, 1986, and any of such refunding obligations are 
issued on or before December 31, 1996, 

then the person referred to in paragraph (2) shall not be treated as 

the principal user of such facilities by reason of such sales for 
urposes of subpar: phs (D) and (E) of section 103(bX6) of the 
nternal Revenue le of 1954. 

(d) TREATMENT OF CERTAIN OBLIGATIONS To FINANCE HyprRo- 
ELECTRIC GENERATING FAaciLity.—If— 
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(1) obligations are to be issued in an amount not to exceed 
$6,500,000 to finance the construction of an approximately 2.6 
megawatt hydroelectric generating facility located on the 
Schroon River in Warren County, New York, near 
Warrensburg, New York, 

(2) such facility has a Federal Energy Regulatory Commission 
project number 8719-0000 under a prelimi permit issued on 
November 8, 1985, and 

(3) substantially all of the electrical power generated by such 
facility is to be sold to a nongovernmental person pursuant to a 
long-term power sales agreement in accordance with the Public 
Utilities Regulatory Policies Act of 1978, 

then the person referred to in paragraph (3) shall not be treated as 
the principal user of such facilities by reason of such sales for 
purposes of subparagraphs (D) and (E) of section 103(b\6) of the 
Internal Revenue Code of 1954. 

(e) TREATMENT OF CERTAIN OBLIGATIONS To FINANCE Hypro- 
ELECTRIC GENERATING FACILITIES.—If— 

(1) obligations in the amount of $6,000,000 issued on Novem- 
ber 30, 1984, to finance the construction of an approximately 1.0 
megawatt hydroelectric generating facility and an approxi- 
mately .6 megawatt hydroelectric generating facility, both of 
which are located near Los Banos, California, 

(2) such facilities have Federal Energy Regulatory Commis- 
sion project numbers 5129-001 and 5128-001, respectively, 
under license exemptions issued on December 6, 1983, and 

(3) substantially all of the electrical power generated by such 
facility is to be sold to a nongovernmental person pursuant to a 
long-term power sales agreement in accordance with the Public 
Utilities Regulatory Policies Act of 1978, 

then the person referred to in paragraph (3) shall not be treated as 
the principal user of such facilities by reason of such sales for 
purposes of subparagraphs (D) and (E) of section 103(bX6) of the 
Internal Revenue Code of 1954. 

(f) TREATMENT OF CERTAIN OBLIGATIONS To FINANCE METHANE 
REcoverY E.Lectric GENERATING FAcILities.—If— 

(1) obligations are to be issued in an amount not to exceed 
$3,000,000 to finance the construction of a methane recovery 
electric generating facility located on a sanitary landfill near 
Richmond, California, and 

(2) substantially all of the electrical power generated by such 
facility is to be sold to a nongovernmental person pursuant to a 
long-term power sales agreement entered into on April 16, 1985, 
- aes with the Public Utilities Regulatory Policies Act 
of 1978, 

then the person referred to in paragraph (2) shall not be treated as 
the principal user of such facilities by reason of such sales for 
purposes of subparagraphs (D) and (E) of section 103(bX6) of the 
Internal Revenue Code of 1954. 

(g) TREATMENT OF CERTAIN OBLIGATIONS To FINANCE Hypro- 
ELECTRIC GENERATING FAcILitiEs.—If— 

(1) obligations are to be issued in an amount not to exceed 
$6,000,000 to finance the construction of a hydroelectric 
generating facility having a Federal Energy Regulatory 
oo license number 3189, and located near Placerville, 

ifornia, 
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(2) an inducement resolution for such project was adopted in 
March 1985, and 
(3) substantially all of the electrical power generated by such 
facility is to be sold to a nongovernmental person pursuant to a 
long-term power sales agreement in accordance with the Public 
Utilities Regulatory Policies Act of 1978, 
then the person referred to in paragraph (3) shall not be treated as 
the principal user of such facilities by reason of such sales for 
purposes of subparagraphs (D) and (E) of section 103(bX6) of the 
Internal Revenue Code of 1954. 


CHAPTER 7—MISCELLANEOUS PROVISIONS 


SEC. 1875. AMENDMENTS RELATED TO TITLE VII OF THE ACT. 


(a) AMENDMENT RELATED TO SECTION 711(a).—Subsection (c) of 
section 58 (relating to estates and trusts) is amended by striking out 
“of tax preference’ and inserting in lieu thereof “of tax preference 
(and any itemized deductions)”. 

(b) AMENDMENT RELATED TO SEcTION 712(1).—Paragraph (1) of 
section 304(a) (relating to treatment of certain stock purchases) is 
amended by striking out “In any suh case” and inserting in lieu 
thereof “To the extent that such distribution is treated as a distribu- 
tion to which section 301 applies”. 

(c) AMENDMENTS RELATED TO SECTION 713.— 

(1XA) Section 402(aX5XFXii) (relating to special rules for key 
employees) is amended to read as follows: 

“(ii) 5-PERCENT OWNERS.—An — retirement plan 
described in subclause (II) or of subparagraph 
(EXiv) shall not be treated as an eligible retirement 
plan for the transfer of a distribution if the employee is 
a 5-percent owner at the time such distribution is 
made. For purposes of the preceding sentence, the term 
‘S-percent owner’ means any individual who is a 5- 
percent owner (as defined in section 416(iX1\B)) at any 
time during the 5 plan years preceding the plan year in 
which the distribution is made.” 

(B) The amendments made by subparagraph (A) shall apply to 
distributions after the date of the enactment of this Act. Such 
amendments shall apply also to distributions after 1983 and on 
or before the date of the enactment of this Act to individuals 
who are not 5-percent owners (as defined in _ section 
402(aX5XF Mii) of the Internal Revenue Code of 1954 (as amended 
by this paragraph)). 

(2) Section 713(c) of the Tax Reform Act of 1984 is amended by 
adding at the end thereof the following new paregreph: 

“(4) EFFECTIVE DATE FOR PARAGRAPH (3).—The amendment 
— by paragraph (3) shall apply to distributions after July 18, 


(3) Section 62(7) Galetng to pension, profit-sharing, and annu- 


ity plans of self-employed individuals) is amended by striking 
out “to the extent attributable to contributions made on behalf 
of such individual”. 

(4) Section 219(f(1) (defining compensation) is amended by 
striking out “reduced by any amount allowable as a deduction 
to the individual in computing adjusted gross income under 
paragraph (7) of section 62”. 
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(5) Section 713(d\(1) of the Tax Reform Act of 1984 is amended 
* striking out “Paragraph” and inserting in lieu thereof 
“Effective with respect to contributions made in taxable years 
ee nae December 31, 1983, paragraph”. 

(6A) ion 408(dX5) (relating to certain distributions of 
excess contributions after due date) is amended by striking out 
“$15,000” and inserting in lieu thereof “the dollar limitation in 
effect under section 415(c1)A) for such taxable year”. 

(B) Subparagraph (C) of section 219(bX2) is amended by strik- 
ing out “the $15,000 amount specified in subparagraph (AXii)” 
and inserting in lieu thereof “the dollar limitation in effect 
under section 415(cX1)A)”. 

(7XA) Subparagraph (C) of section 404(aX8) is amended by 
striking out “the earned income of such individual” and insert- 
ing in lieu thereof “the earned income of such individual 
ae without regard to the deductions allowed by this 
section)”. 

(B) Effective with respect to taxable years beginning after 
December 31, 1984, subparagraph (D) of section 404(aX8) is 
amended by striking out “(determined without regard to the 
deductions allowed by this section and section 405(c))’. 

(8) eee of section 408(d\3) is amended— 

(A) by striking out “(other than a trust forming part of a 
plan under which the individual was an employee within 
the meaning of section 401(cX1) at the time contributions 
were made on his behalf under the plan)” in clause (ii), 

(B) by striking out “(other than a under which the 
individual was an employee within the meaning of section 
401(cX1) at the time contributions were made on his behalf 
under the plan)” in clause (ii), and 

(C) by adding at the end thereof the following new 

sentence: 
“Clause (ii) shall not apply during the 5-year period begin- 
ning on the date of the qualified total distribution referred 
to in such clause if the individual was treated as a 5-percent 
owner with respect to such distribution under section 
402(aX5XF Xii).” 

(9) Clause (iii) of section 415(bX2XE) is amended by striking 
out “adjusting any benefit or limitation under subparagraph 
(B), (C), or (D)” and inserting in lieu thereof “this subsection”. 

(10) Subparagraph (B) of section 3405(dX1) is amended by 
striking out “or” at the end of clause (ii), and by striking out the 
material following clause (ii) and inserting in lieu thereof the 
following: 

“(iii) any amount which is subject to —iiabiing 
under subchapter A of chapter 3 (relating to withhold- 
ing of tax on nonresident aliens and foreign corpora- 
tions) by the person paying such amount or which 
would be so subject but for a tax treaty, or 

“(iv) any distribution described in section 404(k\2).” 

(11) Sona h (C) of section 415(cX3) is amended by strik- 
ing out “a pro naueine or stock bonus plan” and inserting in 
lieu thereof “any defined contribution plan”. 

(12) The amendments made by paragraphs (3), (4), and (6) 
shall take effect as if included in the amendments made by 
= 238 of the Tax Equity and Fiscal Responsibility Act of 
1982. 
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(d) AMENDMENTS RELATING TO SECTION 714 oF THE AcT.— 

(1) PERIOD OF LIMITATIONS.—Section 6229 is amended by 
adding at the end thereof the following new subsection: 

“(g) Periop or LIMITATIONS FOR PENALTIES.—The provisions of this 
section shall apply also in the case of any addition to tax or an 
additional amount imposed under subchapter A of chapter 68 which 
arises with respect to any tax im under subtitle A in the same 
manner as if such addition or additional amount were a tax imposed 
by subtitle A.” 

(2) COORDINATION WITH DEFICIENCY PROCEEDINGS.— 

(A) IN GENERAL.—Subsection (a) of section 6230 is 
amended to read as follows: 

“(a) COORDINATION WirtH DEFICIENCY PROCEEDINGS.— 

“(1) IN GENERAL.—Except as provided in paragraph (2), sub- 
chapter B of this chapter shall not apply to the assessment or 
collection of any computational adjustment. 

“(2) DEFICIENCY PROCEEDINGS TO APPLY IN CERTAIN CASES.— 

“(A) Subchapter B shall apply to any deficiency attrib- 
utable to— 

“(i) affected items which require partner level deter- 
minations, or 

“(ii) items which have become nonpartnership items 
and are described in section 6231(e\1\B). 

“(B) Subchapter B shall be applied separately with 
respect to each eens oe descri in subparagraph (A) 
attributable to each on — 

“(C) Notwithstan any other law or rule of law, any 
notice or ees: under subchapter B with respect to a 
deficiency described in this paragraph shall not preclude or 
be precluded by any other notice, proceeding, or determina- 
tion with respect to a partner’s tax liability for a taxable 
year.’ 

(B) TECHNICAL AMENDMENTS.— 

(i) Paragraph (4) of section 6213(h) is amended to read 
as follows: 


“(4) For provisions relating to application of this subchapter in the case 
of certain partnership items, etc., see section 6230(a).” 


(ii) Paragraph (1) of section 6503(a) is amended by 
striking out “section 6501 or 6502” and inserting in lieu 
thereof “section 6501 or 6502 (or section 6229, but only 
with respect to a deficiency described in section 
ae ‘ 

(C) ErrectivE pATE.—The amendments made by this 
paragraph shall take effect as if included in the Tax Equity 
and Fiscal Responsibility Act of 1982. 

(3) EFFECTIVE DATE PROVISION.—Notwithstanding section 715 
of the Tax Reform Act of 1984, the amendments made by section 
714(mX2) of such Act shall apply only to applications filed after 
July 18, 1984 

(3) ESTATE AND TRUST INTERESTS HELD BY NOMINEES.— 

(A) IN GENERAL.—Section 6034A is amended— 

(i) by striking out “The fiducia aa ’ and inserting in 
lieu thereof ‘(a) GENERAL RULE. e fiduciary”, 

(ii) by striking out “each beneficiary” and inserting 
in a thereof “each beneficiary (or nominee thereof)’, 
an 
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(iii) by adding at the end thereof the following new 
subsection: 

“(b) NoMINEE Reportinc.—Any person who holds an interest in 
an estate or trust as a nominee for another person— 

“(1) shall furnish to the estate or trust, in the manner pre- 
scribed by the Secretary, the name and address of such other 
rson, and any other information for the taxable year as the 

retary may by form and regulations prescribe, and 
“(2) shall furnish in the manner prescribed by the Secretary 
to such other person the information provided by the estate or 

trust under su ion (a).” 

(B) ErFrecTIVE DATE.—The amendments made by this 
paragraph shall apply to taxable years of estates and trusts 
inning after the date of the enactment of this Act. 

(e) AMENDMENT RELATED TO SECTION 734 OF THE Act.—Subsection 
(a) of section 201 of the Land and Water Conservation Fund Act of 
1965 (16 U.S.C. 4601-11) is amended by striking out “section 209(fX5) 
of the Highway Revenue Act of 1956” and inserting in lieu thereof 
“section 9503(c\4\B) of the Internal Revenue Code of 1954”. 

(f) AMENDMENT RELATED TO SECTION 735 oF THE Act.—The table of 
sections for part I of subchapter A of a 32 is amended b 
striking out “guzzlers” and inserting in lieu thereof “guzzler”. 

(g) AMENDMENT OF SECTION 1248.— 

(1) IN GENERAL.—Subsection (g) of section 1248 (relating to 
exceptions) is amended by inserting “or” at the end of para- 
graph (1), by striking out paragraph (2), and by redesignating 
paragraph (3) as paragraph (2). 

(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 
shall apply to exchanges after March 1, 1986. 

(3) SITIONAL RULE.—An exchange shall be treated as 
occurring on or before March 1, 1986, if— 

(A) on or before such date, the taxpayer — a plan of 
reorganization to which section 356 applies, an 

(B) such plan or reorganization is implemented and dis- 
tributions pursuant to such plan are completed on or before 
the date of enactment of this Act. 


SEC. 1876. AMENDMENTS RELATED TO TITLE VIII OF THE ACT. 


(a) TREATMENT OF SECTION 923(aX2) Non-ExempT INcom™.— 

(1) Paragraph (6) of section 927(d) (defining section 923(aX2) 
non-exempt income) is amended by adding at the end thereof 
the following new sentence: “Such term s not include any 
income which is effectively connected with the conduct of a 
trade or business within the United States (determined without 
regard to this subpart).” 

(2) Paragraph (6) of section 1248(d) (relating to foreign trade 
income) is amended to read as follows: 

“(6) FOREIGN TRADE INCOME.—Earnings and profits of the 
foreign corporation attributable to foreign trade income of a 
FSC other than foreign trade income which— 

“(A) is section 923(aX2) non-exempt income (within the 
meaning of section 927(d\6)), or 
“(B) would not (but for section 923(aX4)) be treated as 
exempt foreign trade income. 
For purposes of the preceding sentence, the terms ‘foreign trade 
income’ and ‘exempt foreign trade income’ have the respective 
meanings given such terms by section 923.” 
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(b) CLARIFICATION OF PREFERENCE CUTBACKS.— 

(1) Paragraph (4) of section 291(a) (relating to 20-percent 
reduction in certain preference items, etc.) is amended to read 
as follows: 

“(4) CERTAIN FSC INCOME.—In the case of taxable years begin- 
ning after December 31, 1984, section 923(a) shall be applied 
with respect to any FSC by substituting— 

“(A) ‘30 percent’ for ‘832 percent’ in paragraph (2), and 

“(B) ‘152° for ‘1%’ in paragraph (3). 

If all of the stock in the FSC is not held by 1 or more C 
corporations throughout the taxable year, under regulations, 
proper adjustments shall be made in the application of the 
preceding sentence to take into account stock held by persons 
other than C corporations.” 

(2) Subparagraph (F) of section 995(b\(1) (relating to deemed 
distributions from a DISC) is amended— 

(A) by inserting “in the case of a shareholder which is a C 
corporation,” before “‘one-seventeenth” in clause (i), and 

(B) by striking out “the amount determined under clause 
(i)” in clause (ii) and inserting in lieu thereof “!%7 of the 
excess referred to in clause (i), ’. 

(3) Subsection (a) of section 923 (defining exempt foreign trade 
income) is amended by adding at the end thereof the following 
new paragraph: 

“(6) CROSS REFERENCE.— 

“For reduction in amount of exempt foreign trade income, see section 

291(a)(4).” 

(c) TREATMENT OF FoREIGN TRADE INCOME UNDER Suspart F.— 

(1) Subsection (b) of section 952 (relating to exclusion of 
United States income) is amended by adding at the end thereof 
the following new sentence: “For purposes of the preceding 
sentence, income described in paragraph (2) or (3) of section 
921(d) shall be treated as derived from sources within the 
United States.” 

(2) Paragraph (1) of section 951(e) is amended by striking out 
the last sentence. 

(d) DivipeNDs REcEIVED DEDUCTION FOR CERTAIN DISTRIBUTIONS 
From a FSC.— 

(1) DEDUCTION FOR CERTAIN DIVIDENDS.— 

(A) Paragraph (1) of section 245(c) (relating to certain 
dividends received from FSC) is amended to read as follows: 

“(1) IN GENERAL.—In the case of a domestic corporation, there 
shall be allowed as a deduction an amount equal to— 

“(A) 100 percent of any dividend received by such cor- 
poration from another corporation which is distributed out 
of earnings and profits attributable to foreign trade income 
for a period during which such other corporation was 4 


, an 
“(B) 85 percent of any dividend received by such corpora- 
tion from another corporation which is distributed out of 
earnings and profits attributable to qualified interest and 
carrying charges received or accrued by such other corpora- 
tion while such other corporation was a FSC. 
The deduction allowable under the preceding sentence with 
respect to any dividend shall be in lieu of any deduction allow- 
able under subsection (a) or (b) with respect to such dividend.” 
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(B) Paragraph (3) of section 245(c) (relating to definitions) 
is amended by adding at the end thereof the following new 
sentence: “For purposes of this subsection, the term ‘quali- 
fied interest and carrying charges’ means any interest or 
carrying charges (as defined in section 927(d\1)) derived 
from a transaction which results in foreign trade income.” 

(2) SEPARATE APPLICATION OF SECTION 904.—Subparagraph (D) 
of section 904(d\(1) is amended to read as follows: 

“(D) distributions from a FSC (or a former FSC) out of 
earnings and profits attributable to foreign trade income 
(within the meaning of section 923(b)) or qualified interest 
and carrying charges (as defined in section 245(c)), and”. 

(3) CooRDINATION OF SECTIONS 906 AND 902.—Subsection (b) of 
section 906 (relating to nonresident alien individuals and for- 
eign corporations) is amended by adding at the end thereof the 
following new paragraph: 

“(6) For purposes of section 902, any income, war profits, and 
excess profits taxes paid or accrued (or deemed paid or accrued) 
to any foreign country or possession of the United States with 
respect to income effectively connected with the conduct of a 
trade or business within the United States shall not be taken 
into account, and any accumulated profits attributable to such 
income shall not be taken into account.” 

(e) EXCHANGE OF INFORMATION UIREMENTS.— 

(1) Paragraph (3) of section 927(e) (relating to exchange of 
information requirements) is amended— 

(A) by striking out “unless, at the same time such cor- 
poration was created or organized, there was” and inserting 
in lieu thereof “unless there is’, 

(B) by striking out “section 274(hX6XC)” in subparagraph 
(A) and inserting in lieu thereof “section 274(hX6XC) (deter- 
mined by treating any reference to a beneficiary country as 
being a reference to any foreign country and by oppiving 
such section without regard to clause (ii) thereof)’ 

(C) by amending subparagraph (B) to read as ae 

“(B) an income tax treaty which contains an exchange of 
information program— 

“(i) which the Secretary certifies (and has not 
revoked such certification) is satisfactory in practice for 
purposes of this title, and 

“(ii) to which the FSC is subject.” 

(2) Effective for periods after March 28, 1985 paragraph (2) of 
section 924(c) (relating to requirement that be managed 
outside the United States) is amended to read as follows: 

“(2) the principal bank account of the corporation is main- 
tained in a foreign country which meets the requirements of 
section 927(eX3) or in a possession of the United States at all 
times during the taxable year, and”. 

(f) CooRDINATION WirTH Possessions TAXATION.— 

(1) Paragraph (5) of section 927(e) eee exemption from 
certain other taxes) is amended to read as fe 

“(5) COORDINATION WITH POSSESSIONS TAXATION.— 

“(A) Exemption.—No tax shall be imposed by any posses- 
sion of the United States on rnne wen trade income 
derived before January 1, 1987. sentence 
shall not apply to any income attributable to the sale of 
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property or the performance of services for ultimate use, 
consumption, or disposition within the possession. 

“(B) CLARIFICATION THAT POSSESSION MAY EXEMPT CERTAIN 
INCOME FROM TAX.—Nothing in any provision of law shall 
be construed as prohibiting any possession of the United 
States from exempting from tax any foreign trade income of 
a FSC or any other income of a FSC described in paragraph 
(2) or (8) of section 921(d). 

“(C) No COVER OVER OF TAXES IMPOSED ON Fsc.—Nothing 
in any provision of law shall be construed as requiring any 
tax imposed by this title on a FSC to be covered over (or 
— transferred) to any possession of the United 

‘ tates.” 

(2) CLERICAL AMENDMENT.—Section 934 is amended by strik- 
ing out the subsection (f) added by section 801(dX7) of the Tax 
Reform Act of 1984. 

(g) CLARIFICATION OF INTEREST ON DISC-RELATED DEFERRED TAX 
LiaBiLity.—Subsection (f) of section 995 (relating to interest on 
DISC-related deferred tax liability) is amended by adding at the end 
thereof the following new paragraph: 

“(7) DISC INCLUDES FORMER Disc.—For purposes of this subsec- 
tion, the term ‘DISC’ includes a former DISC.” 

(h) CLARIFICATION OF EXEMPTION OF ACCUMULATED DISC 
INcoME.—Subparagraph (A) of section 805(b\(2) of the Tax Reform 
Act of 1984 (relating to exemption of accumulated DISC income from 
tax) is amended by adding at the end thereof the following new 
sentence: ‘For purposes of the preceding sentence, the term ‘actual 
distribution’ includes a distribution in liquidation, and the earnings 
and profits of any corporation receiving a distribution not included 
in gross income by reason of the preceding sentence shall be in- 
creased by the amount of such distribution.” 

(i) CLARIFICATION OF EFFecTIVE DaTE FoR REQUIREMENT THAT 
TAXABLE YEAR OF DISC anp FSC Conrorm To TAXABLE YEAR OF 
Masority SHAREHOLDER.—Paragraph (4) of section 805(a) of the Tax 
Reform Act of 1984 is amended to read as follows: 

“(4) SecTIon 803.—The amendments made by section 803 shall 
apply to taxable years beginning after December 31, 1984.” 

(j) APPLICATION oF DivipENDS RECEIVED DEDUCTION WITH RESPECT 
To CERTAIN DivipENDs.—Subsection (c) of section 245 (relating to 
dividends received from certain foreign corporations) is amended by 
redesignating paragraph (3) as paragraph (4) and by inserting after 
paragraph (2) the following new paragraph: 

“(3) COORDINATION WITH SUBSECTIONS (a) AND (b).—The gross 
income giving rise to the earnings and profits described in 
subparagraph (A) or (B) of paragraph (1) (and not described in 
en (2)) shall not be taken into account under subsections 
a) and (b). 

(k) TREATMENT OF CERTAIN QUALIFYING DISTRIBUTIONS FROM 
DISC.—Paragraph (2) of section 996(a) (relating to qualifying dis- 
tributions) is amended by striking out the last sentence and insert- 
ing in lieu thereof the following: “In the case of any amount of any 
actual distribution to a C corporation made pursuant to section 
992(c) which is required to satisfy the condition of section 
992(aX1\A), the preceding sentence shall apply to 16/17ths of such 


amount and paragraph (1) shall apply to the remaining 1/17th of 
such amount.” 
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(1) TREATMENT OF CERTAIN Receipts From Orner FSC.—Para- 
graph (1) of section 924(f) (relating to certain receipts not included in 
foreign trade gross receipts) is amended by adding at the end thereof 
the following new sentence: 

“In the case of gross receipts of a FSC from a transaction 
involving any prope iSCe whieh as (C) shall not a apply if such 
FSC (and all other s which are members of the same 
controlled group and which receive gross receipts from a trans- 
action involving such property) do not use the pricing rules 
under paragraph (1) of section 925(a) (or the corresponding 
provisions of the regulations prescribed under section 925(b)) 
with respect to any transaction involving such property.” 

(m) —_— OF CERTAIN FORMER EXPORT E CORPORA- 
TIONS.—If— 

(1) a corporation which is not an export trading corporation 
for its most recent taxable year ending before the date of the 
enactment of the Tax Reform Act of 1984 but was an export 
trading corporation for any prior taxable year, an 

(2XA) such corporation may not qualify as an export trade 
—— for any taxable year beginning after December 31, 

1984, by reason of section 97 i(ax3) of the Internal Revenue Code 
of 1954, or (B) such corporation makes an election, before the 
date 6 months after the date of the enactment of this Act, not to 
be treated as an export trade corporation with respect to tax- 
able years beginning after December 31, 1984, 

rules similar to the rules of phs (2) and (4) of section 805(b) of 
the Tax Reform Act of 1984 shall apply to such corporation. — 
pu of the preceding sentence, the term “export trade co: 
tion” has the i such term by section 971 of such 

(n) TREATMENT OF UTION OF ACCUMULATED DISC heccus 
RECEIVED BY COOPERATIVES.—Paragraph (2) of section 805(b) of the 
Tax Reform Act of 1984 a transition rules for DISC’s) is 
— by adding at the end thereof the following new subpara- 
grap 

“(C) TREATMENT OF DISTRIBUTION OF ACCUMULATED DISC 
INCOME RECEIVED BY COOPERATIVES.—In the case of any 
actual distribution received by an organization described in 
section 1381 of such Code and excluded from the gross 
income of such corporation by reason of su ——— (A)— 

“(i) such amount not be included in the gross 
income of any member of such organization when 
distributed in the form of a patronage dividend or 
otherwise, and 

“(ii) no deduction shall be allowed to such organiza- 
tion by reason of any such distribution.” 

(0) TREATMENT OF CERTAIN CONTRACTS.—Paragraph (2) of section 
805(a) of the Tax Reform Act of 1984 (relating to transitional rule for 
certain contracts) is amended to read as follows: 

“(2) SPECIAL RULE FOR CERTAIN CONTRACTS.—To the extent 
provided in regulations prescribed by the — — the 
on or his delegate, any event or activity 

r required to be performed, before January 1, 1 85, oe coals 
924 (c) or (d) or 925c) of the Internal Revenue Code of 1954 shall 
be treated as meeting the requirements of such section if such 
event or activity is with respect to— 

“(A) any lease of more than 3 years duration which was 
entered into before January 1, 1985, 
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“(B) any contract with respect to which the taxpayer uses 
the completed contract method of accounting which was 
entered into before January 1, 1985, or 

“(C) in the case of any contract other than a lease or 
contract described in subparagraph (A) or (B), any contract 
which was entered into before January 1, 1985; except that 
this a shall ao apply to the first 3 taxable 
years of the ending after January 1, 1985, or such later 
taxable years as the Secretary of the Treasury or his dele- 
gate may prescribe.” 

(p) CLERICAL AMENDMENTS.— 

(1) Subsection (f) of section 995 is amended by yalatoastiog 
the paragraphs following the par. re (3) relating to deferred 
DISC income as paragraphs (4), (5), an 

(2) Subsection (h) of section 901 is ieaabe by striking out 
“section 927(d\6)” and inserting in lieu thereof “section 
927(dX6))”. 

(3) Paragraph (3) of section 802(c) of the Tax Reform Act of 
1984 is hereby repealed. 

(4) Subparagraph (A) of section 805(a\(2) of the Tax Reform 
Act of 1984 is amended by striking out “the taxpayer” and 
inserting in lieu thereof “the DISC or a related party”. 

(5) Paragraph (2) of section 927(e) i is amended by striking out 

aa (i) and (ii)” and inserting in lieu thereof “clauses (ii) 
and (iii 


SEC. 1877. AMENDMENTS RELATED TO TITLE IX OF THE ACT. 


(a) AMENDMENT RELATED TO SECTION 911 oF THE AcTt.—Paragraph 
(3) of section 34(a) (relating to credit for certain uses of gasoline and 


special fuels) is amended to read as follows: 

“(3) under section 6427— 

“(A) with respect to fuels used for nontaxable purposes or 
resold, or 

“(B) with respect to any qualified diesel-powered highway 
vehicle purchased (or deemed purchased under section 
6427(gX6)), 

eit the taxable year (determined without regard to section 
(b) AMENDMENTS RELATED TO SECTION 915 oF THE AcT.— 

(1) Paragraph (2) of section 6427(b) (relating to intercity, local, 
or school buses) is amended by redesignating subparagraphs (B) 
and (C) as subparagraphs (C) and (D), respectively, and by 
— after subparagraph (A) the following new subrpara- 
graph: 

“(B) EXCEPTION FOR SCHOOL BUS TRANSPORTATION.— 
Subparagraph (A) shall not apply to fuel used in an auto- 
mobile bus while engaged in the transportation described in 
paragraph (1)(B).” 

(2) Sub aragraph (A) of section 6427(b\(2) is amended by strik- 
ing out “subparagraph (B)” and inserting in lieu thereof ‘“‘sub- 
paragraphs (B) and (C)”. 

(3) The heading for subparagraph (C) of section 6427(b\(2), as 
redesignated by paragraph (1), is amended by striking out 
“EXCEPTION” and inserting in lieu thereof “EXCEPTION FOR CER- 
TAIN INTRACITY TRANSPORTATION . 

(c) AMENDMENT RELATED TO SECTION 921 oF THE Act.—Paragraph 
(3) of section 4051(d) (relating to temporary reduction in tax on 
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certain piggyback trailers) is amended by adding at the end thereof 
the following new sentence: 
“No tax shall be imposed by reason of this paragraph on any 
use or resale which occurs more than 6 years after the date of 
the first retail sale.” 


SEC. 1878. AMENDMENTS RELATED TO TITLE X OF THE ACT. 


(a) AMENDMENT RELATED TO SECTION 1001 or THE Act.—Subsec- 
tion (b) of section 1001 of the Tax Reform Act of 1984 is amended by 
adding at the end thereof the following new paragraph: 

“(24) Clause (i) of section 1278(aX1\B) (relating to short-term 
obligations).” 

(b) AMENDMENT RELATED TO SEcTION 1015 oF THE Act.—Subpara- 
graph (I) of section 4162(aX6) (defining sport fishing equipment) is 
amended to read as follows: 

“(D) fishing hook disgorgers, and”. 

(c) AMENDMENTs RELATED TO SECTION 1018 oF THE AcT.— 

(1) Paragraph (1) of section 4041()) (relating to exemption for 
certain helicopter uses) is amended to read as follows: 

“(1) transporting individuals, equipment, or supplies in the 
exploration for, or the development or removal of, hard min- 
erals, oil, or gas, or” 

(2) ‘Paragraph (1) of section 4261(e) (relating to exemption for 
certain helicopter uses) is amended to read as follows: 

“(1) transporting individuals, equipment, or supplies in the 
exploration for, or the development or removal of, hard min- 
erals, oil, or gas, or” 

(d) AMENDMENTS RELATED To SECTION 1028 oF THE Act.—Subsec- 
tion (b) of section 1028 of the Tax Reform Act of 1984 (relating to 
credit against estate tax for transfers to Toiyabe National Forest) is 
amended to read as follows: 

“(b) AMOUNT OF CREDIT.— 

“(1) IN GENERAL.—The amount allowed as a credit under 
subsection (a) shall be equal to the lesser of— 

“(A) the fair market value of the real property trans- 
ferred by each estate as of the valuation date used for 
purposes of the tax imposed by chapter 11 of such Code, or 

“(B) the Federal estate tax liability (and interest thereon) 
of each estate. 

“(2) SPECIAL RULE FOR RABE ESTATE.—In the case of the estate 
described in paragraph (2) of subsection (a), the amount allowed 
as a credit under subsection (a) shall be equal to the Federal 
estate tax liability (and interest accruing thereon through the 
date of a transfer described in paragraph (1) of subsection (c)) of 
such estate.” 

(e) AMENDMENTS RELATED TO SECTION 1034 oF THE AcT.— 

(1) The last sentence of section 514(c\9\(B) (relating to excep- 
tions) is amended by striking out “would be unrelated business 
taxable income (determined without regard to this paragraph)” 
and inserting in lieu thereof “is unrelated business taxable 
income” 

(2) Clause (i) of — 514(cX9XC) is amended by striking out 

“section 509%a)” and inserting in lieu thereof “section 50%aX3)”. 
p Ma Clause (vi) of section 514(cX9XB) is amended to read as 
ollows: 
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(vi) the real property is held by a partnership (which 
does not fail to meet the requirements of clauses (i) 
through (v)), and— 
“() any partner of the partnership is not a quali- 
fied organization, and 
“(I the principal purpose of any allocation to 
any partner of the partnership which is a qualified 
organization which is not a qualified allocation 
(within the meaning of section 168(9)9)) is the 
avoidance of income tax. 
For purposes of subclause (1) of clause (vi), an organization 
shall not be treated as a qualified organization if any 
income of such organization would be unrelated business 
taxable income (determined without regard to this para- 
graph. For purposes of clause (vi), an interest in a mortgage 
shall in no event be treated as real property.” 

(f) AMENDMENTS RELATED TO SECTION 1041 oF THE AcT.— 

(1) The subsection (j) of section 51 (relating to targeted jobs 
credit) added by section 1041 of the Tax Reform Act of 1984 is 
hereby redesignated as subsection (k). 

(2) Subparagraph (B) of section 1041(c5) of the Tax Reform 
Act of 1984 is amended by striking out “section 51(j)” and 
inserting in lieu thereof “section 51(k)’. 

(g) AMENDMENT RELATED TO SECTION 1058 or THE Act.—Para- 
graph (2) of section 1034(h) (relating to members of armed forces) is 
amended by striking out “before the last day described” and insert- 
ing in lieu thereof “before the day which is 1 year after the last day 
described”’. 

(h) AMENDMENT RELATED TO SECTION 1063 oF THE Act.—Subsec- 
tion (c) of section 1063 of the Tax Reform Act of 1984 (relating to 
permanent disallowance of deduction for expenses of demolition of 
certain structures) is amended to read as follows: 

“(c) ErFectivE DaTEes.— 

“(1) The amendments made by this section shall apply to 
taxable years ending after December 31, 1983, but shall not 
apply to any demolition (other than of a certified historic 
structure) commencing before July 19, 1984. 

“(2) For purposes of paragraph (1), if a demolition is delayed 
until the completion of the replacement structure on the same 
site, the demolition shall be treated as commencing when 
construction of the replacement structure commences. 

“(3) The amendments made by this section shall not apply to 
any demolition commencing before September 1, 1984, pursuant 
to a bank headquarters building project if— 

“(A) on April 1, 1984, a corporation was retained to advise 
the bank on the final completion of the project, and 

“(B) on June 12, 1984, the Comptroller of the Currency 
approved the project. 

“(4) The amendments made by this section shall not apply to 
the remaining adjusted basis at the time of demolition of any 
structure if— 

“(A) such structure was used in the manufacture, storage, 
or distribution of lead alkyl antiknock products and inter- 
mediate and related products at facilities located in or near 
Baton Rouge, Louisiana, and Houston, Texas, owned by the 
same corporation, and 
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“(B) demolition of at least one such structure at the Baton 
Rouge facility commenced before January 1, 1984.” 

(i) AMENDMENT RELATED TO SEcTION 1065 or THE Act.—Subsection 
(b) of section 1065 of the Tax Reform Act of 1984 (relating to rules 
treating Indian tribal governments as States) is amended by striking 
out “section 7871” and inserting in lieu thereof “section 7871(a)’. 

(j) AMENDMENTS RELATED TO SEcTION 1071 oF THE Act.— 

(1) Subsection (a) of section 852 (relating to taxation of 
lated investment companies and their shareholders) is amended 
by adding “and” at the end of paragraph (1), by striking out 
ina (2), and by redesignating paragraph (3) as paragraph 


(2) Paragraph (1) of section 852(b) (relating to imposition of 
tax on regulated investment companies) is amended by 
out the last sentence and inserting in lieu thereof the following: 
“In the case of a regulated investment company which is a 
personal holding company (as defined in section 542) or which 
fails to comply for the taxable year with regulations prescribed 
by the Secretary for the purpose of ascertaining the actual 
ownership of its stock, such tax shall be computed at the highest 
rate of tax specified in section 11(b).” 


SEC. 1879. MISCELLANEOUS PROVISIONS. 


(a) WAIvER oF EstrimaTEeD Tax PENALTIES.—No addition to tax 
shall be made under section 6654 or 6655 of the Internal Revenue 
Code of 1954 (relating to failure to pay estimated i income tax) for any 
period before April 16, 1985 (March 16, 1985 in the case of a 
taxpayer subject to section 6655 of such Code), with respect to any 


underpayment, to the extent that such underpayment was created 
or increased by any provision of the Tax Reform Act of 1984. 
(b) AMENDMENTS RELATED TO ORPHAN DrucG CreEprT.— 
(1) a (ii) of section 28(bX2XA) (defining clinical testing) is 
amended— 
(A) by striking out “the date of such drug” in subclause (I) 
and inserting in lieu thereof “the date such drug”, and 
(B) by striking out “of such Act” in subclause (II) and 
inserting in lieu thereof “of such Act or, if the drug is a 
biological product, before the date on which a license for 
such drug is issued under section 351 of the Public Health 
Services Act”. 
(2) Paragraph (1) of section 28(d) (defining rare disease or 
condition) i is amended to read as follows: 

“(1) RaRE DISEASE OR CONDITION.—F or purposes of this section, 
the term ‘rare disease or condition’ means any disease or condi- 
tion which— 

“(A) affects less than 200,000 persons in the United 
States, or 
“(B) affects more than 200,000 persons in the United 
States but for which there is no reasonable expectation that 
the cost of developing and making available in the United 
States a drug for such disease or condition will be recovered 
from sales in the United States of such drug. 
Determinations under the preceding sentence with respect to 
any drug shall be made on the basis of the facts and cir- 
cumstances as of the date such is designated under section 
526 of the Federal Food, Drug, and etic Act.” 
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(3) The amendments made by this subsection shall apply to 
amounts paid or incurred after December 31, 1982, in taxable 
years ending after such date. 

(c) TREATMENT OF SALES WITHIN AFFILIATED GROUP FOR PURPOSES 
or SECTION 29.— 

(1) Paragraph (8) of section 29(d) (relating to related persons) 
is amended by adding at the end thereof the following new 
sentence: “In the case of a corporation which is a member of an 
affiliated group of corporations filing a consolidated return, 
such corporation shall be treated as selling qualified fuels to an 
unrelated person if such fuels are sold to such a person by 
another member of such group.” 

(2) The amendment made by paragraph (1) shall take effect as 
if included in the amendments made by section 231 of Public 
Law 96-223. 

(d) Rerurns AND Recorps WitH Respect TO CERTAIN FRINGE 
BENEFITS.— 

(1) Subsection (d) of section 6039D (added by section 1 of 

Public Law 98-611) is amended to read as follows: 
“(d) DeFtniT1I0ons.—For purposes of this section— 

“(1) SPECIFIED FRINGE BENEFIT PLAN.—The term ‘specified 
fringe benefit plan’ means— 

“(A) any qualified group legal services plan (as defined in 
section 120), 

“(B) any cafeteria plan (as defined in section 125), and 
i any educational assistance plan (as defined in section 


“(2) APPLICABLE EXCLUSION.—The term ‘applicable exclusion’ 

means— 
“(A) section 120 in the case of a qualified group legal 
services plan, 
“(B) section 125 in the case of a cafeteria plan, and 
mh section 127 in the case of an educational assistance 
plan. 

(2) The section 6039D added by section 1 of Public Law 98-612 
is hereby repealed. 

(e) REPEAL or Jomnt CoMMITTEE REporT REQUIREMENT.—Section 
6405 (relating to reports of refunds and credits) is amended by 
striking out subsection (b) and redesignating subsections (c), (d), and 
(e) as subsections (b), (c), and (d), respectively. 

(f) AMENDMENTS RELATED TO PusB.ic Law 99-121.— 

(1) The table contained in section 467(eX8XA) is amended— 

(A) by striking out “18-year real property” and inserting 
in lieu thereof “19-year real property”, and 

(B) by striking out “18 years” and inserting in lieu 
thereof “19 years”. 

(2) The amendments made by paragraph (1) shall take effect 
as if included in the amendments made by section 103 of Public 
Law 99-121. 

(g) DEFINED CONTRIBUTION PLAN OF RURAL ELECTRIC COOPERATIVé 
May INCLUDE QUALIFIED CASH OR DEFERRED ARRANGEMENT.— 

(1) IN GENERAL.—Paragraphs (1) and (2) of section 401(k) 
(relating to cash or deferred arrangements) are each amended 
by striking out “(or a pre-ERISA money purchase plan)” and 
inserting in lieu thereof “, a pre-ERISA money purchase plan, 
or a rural electric cooperative plan”. 
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(2) RURAL ELECTRIC COOPERATIVE PLAN DEFINED.—Subsection 
(k) of section 401 is amended by adding at the end thereof the 
following new paragraph: 

“(6) RURAL ELECTRIC COOPERATIVE PLAN.—For pu of this 
subsection, the term ‘rural electric cooperative plan’ means any 
pension plan— 

“(A) which is a defined contribution plan (as defined in 
section 414(i)), and 

“(B) which is established and maintained by a rural 
electric cooperative (as defined in section 457(4X9XB)) or a 
national association of such rural electric cooperatives.” 

(3) EFFECTIVE DATE.—The amendments made b is subsec- 
— shall apply to plan years beginning after mber 31, 


(h) CLARIFICATION OF DEFINITION OF NEWLY Discoverep O1L.— 
(1) IN GENERAL.—Paragraph (2) of section 4991(e) (defining 
newly discovered oil) is amended by adding at the end thereof 
the following new sentences: “Such term includes any produc- 
tion from a property which did not produce oil in commercial 
quantities during calendar year 1978. For purposes of the 
preceding sentence, a property shall not be treated as —w 
oil in commercial quantities during calendar year 1978 if, 
during calendar year 1978 (A) the aggregate amount of oil 
produced from such property did not exceed 2,200 barrels 
(whether or not such oil was sold), and (B) no well on such 
property was in production for a total of more than 72 hours.” 

(2) EFFECTIVE DATE.—The amendments made 4 paragraph (1) 
shall apply to oil removed after February 29, 19: 

(i) MepIcINAL ALCOHOL, Etc. Broucut Into THE UNrTEepD STATES 
From Puerto Rico oR THE VirGIN IsLANDS ELIGIBLE For Draw- 
BACK.— 

(1) Section 7652 (relating to shipments to the United States) is 
amended by adding at the end thereof the following new subsec- 
tion: 

“(g) DRAWBACK FOR MEDICINAL ALCOHOL, Etc.—In the case of 
medicines, medicinal preparations, food products, flavors, or flavor- 
ing extracts containing distilled spirits, which are unfit for beverage 
purposes and which are brought into the United States from Puerto 
Rico or the Virgin Islan 

“(1) subpart F of. past II of subchapter A of chapter 51 shall be 
applied as if— 

“(A) the use and tax determination described in section 
5131(a) had occurred in the United States by a United 
States person at the time the article is brought into the 
United States, and 

“(B) the rate of tax were the rate applicable under subsec- 
tion (f) of this section, and 

“(2) no amount shall be covered into the. treasuries of Puerto 
Rico or the Virgin Islands.” 

(2) The amendment made by paragraph (1) shall apply to 
articles brought into the United States after the date of the 
enactment of this Act. 

(3XA) Section 7652 of the Internal Revenue Code of 1954 
(other than subsection (f) thereof) shall not prevent the payment 
to Puerto Rico or the Virgin Islands of amounts with respect to 
medicines, medicinal preparations, food products, flavors, or 
flavoring extracts containing distilled aie which are unfit 
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for beverage purposes and which are brought into the United 
States from Puerto Rico or the Virgin Islands on or before the 
date of the enactment of this Act. 

(B) With respect to articles brought into the es States 
after September 27, 1985, sub raph (A) shall appl y only if 
the Secretary of the Treasury or his delegate is satisfied that 
the amounts paid to Puerto Rico or the Virgin Islands under 
subparagraph (A) are being repaid to the proper persons who 
used the distilled spirits in such articles. 

(j) ALLOWANCE OF INVESTMENT CREDIT TO ELIGIBLE SECTION 501(di 
ORGANIZATIONS.— 

(1) IN GENERAL.—Section 48 (relating to definitions and spe- 
cial rules) is amended by redesignating subsection (r) as subsec- 
tion (s) and by inserting after subsection (q) the following new 
subsection: 

“(r) CERTAIN SECTION 501(d) ORGANIZATIONS.— 

“(1) IN GENERAL.—In the case of eligible section 501(d) 
organizations— 

“(A) any business engaged in by such organization for the 
common benefit of its members and the taxable income 
from which is included in the gross income of its members 
pein be treated as an unrelated business for purposes of 

agraph (4) of subsection (a), 

a: the qualified investment for each taxable year with 
respect to such business shall be apportioned pro rata 
among such members in the same manner as the taxable 
income of such organization, and 

“(C) any individual to whom any investment has been 
apportioned under subparagraph (B) shall be treated for 
purposes of this subpart (other than section 47) as the 
taxpayer with respect to such investment, and such invest- 
ment shall not (by reason of such apportionment) lose its 
character as an investment in new section 38 property or 
used section 38 property, as the case may be. 

“(2) LIMITATION ON USED SECTION 38 PROPERTY APPLIED AT 
ORGANIZATION LEVEL.—The limitation under subparagraph (A) 
of subsection (cX2) shall apply with respect to the section 5014) 

ore) Recar For f appl 47 
ECAPTURE.—. urposes of applying section 47 to any 
property for which credit was allowed under section 38 by 
reason of this subsection— 

“(A) the section 501(d) organization shall be treated as the 
taxpayer to which the it under section 38 was allowed, 

“(B) the amount of such credit allowed with respect to the 
property shall be treated as the amount which would have 

owed to the section 501(d) — were such 
credit allowable to such o 


rganizatio 
- subparagraph (D) of section “4A1(@X5) shall not apply, 
and 


“(D) the amount of the increase in tax under section 47 
for any taxable year with respect oe to which this 
subsection applies shall be allocated pro rata among the 
members of such organization in the same manner as such 
organization’s taxable income for such year is allocated 
among such members. 

“(4) No INVESTMENT CREDIT ALLOWED TO MEMBER IF MEMBER 
CLAIMS OTHER INVESTMENT CREDIT.—No credit shall be allowed 
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to an individual by reason of this subsection if such individual 
claims a credit under section 38 without regard to this subsec- 
tion. The amount of the credit not allowed by reason of the 
preceding sentence shall not be allowed to any other person. 

“(5) ELIGIBLE SECTION 501(d) ORGANIZATION.—For purposes of 
this subsection, the term ‘eligible section 501(d) organization’ 
means any organization— 

“(A) which elects to be treated as an organization 
described in section 501(d) and which is exempt from tax 
under section 501(a), and 

“(B) which does not provide a substantially higher stand- 
ard of living for any person or persons than it does for the 
majority of the members of the community.” 

(2) EFFECTIVE DATE.—The amendments made by this subsec- 
tion shall apply to periods after December 31, 1978 (under rules 
similar to the rules of section 48(m) of the Internal Revenue 
Code of 1954), in taxable years ending after such date. 

(3) SPECIAL RULE.—If refund or credit of any overpayment of 
tax resulting from the application of this subsection is pre- 
vented at any time before the close of the date which is 1 year 
after the date of the enactment of this Act by operation of any 
law or rule of law (including res judicata), refund or credit of 
such overpayment (to the extent attributable to the application 
of the amendments made by this subsection) may, nevertheless, 
be made or allowed if claim therefor is filed before the close of 
such 1-year period. 

(k) AMENDMENT RELATED TO MuTUAL Savincs BANkKs DESCRIBED 
IN SECTION 591(b).— 

(1) IN GENERAL.—Subparagraph (B) of section 501(c\14) (relat- 
ing to list of tax-exempt organizations) is amended— 

(A) by striking out “or” at the end of clause (ii), 

(B) by striking out the period at the end of clause (iii) and 
inserting in lieu thereof a comma and “or”, and 

< by inserting at the end thereof the following new 
clause: 
ae mutual savings banks described in section 
)” 


(2) EFFECTIVE DATE.—The amendments made by this subsec- 

tion shall apply to taxable years ending after August 13, 1981. 
(1) AMENDMENT TO SECTION 368(aX(2\F).— 

(1) IN GENERAL.—Clause (ii) of section 368(aX2XF) (relating to 
certain transactions involving 2 or more investment companies) 
is amended to read as follows: 

“(ii) A corporation meets the requirements of this 
clause if not more than 25 percent of the value of its 
total assets is invested in the stock and securities of 
any one issuer (other than stock in a regulated invest- 
ment company, a real estate investment trust, or an 
investment company which meets the requirements of 
this clause (ii)), and not more than 50 percent of the 
value of its total assets is invested in the stock and 
securities of 5 or fewer issuers (other than stock in a 
regulated investment company, a real estate invest- 
ment trust, or an investment company which meets the 
requirements of this clause (ii)). For purposes of this 
clause, all members of a controlled group of corpora- 
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tions (within the meaning of section 1563(a)) shall be 

treated as one issuer.” 
(2) EFFECTIVE DATE.—The amendment made by this subsection 
shall apply as if included in section 2131 of the Tax Reform Act 
of 1976. 


(m) AMENDMENTS RELATING TO SUBCHAPTER S CORPORATIONS.— 
(1) IN GENERAL.— 

(A) Section 1361(dX3) (relating to qualified subchapter S 
trusts) is amended by adding at the end thereof the follow- 
ing new sentence: “A substantially separate and independ- 
ent share of a trust treated as a separate trust under 
section 663(c) shall be treated as a separate trust for pur- 
poses of this subsection and subsection (c).” 

(B) Section 1368(eX1) (relating to definitions and special 
rules) is amended by striking out the period at the end of 
subparagraph (A) and inserting in lieu thereof “and no 
adjustment shall be made for Federal taxes attributable to 
any taxable year in which the corporation was a C corpora- 
tion.” 

(2) EFFECTIVE DATE.—The amendments made by this subsec- 
— shall apply to taxable years beginning after December 31, 
1982. 


(n) AMENDMENT RELATING TO SECTION 2523.— 

(1) IN GENERAL.—Subparagraph (A) of section 2523(f)(4) (relat- 
ing to election with respect to life estate for donee spouse) is 
amended to read as follows: 

“(A) TIME AND MANNER.—An election under this subsec- 
tion with respect to any property shall be made on or before 
the date prescribed by section 6075(b) for filing a gift tax 
return with respect to the transfer (determined without 
regard to section 6019(2)) and shall be made in such manner 
as the Secretary shall by regulations prescribe.” 

(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 
shall apply to transfers made after December 31, 1985. 

(3) SPECIAL RULE FOR CERTAIN TRANSFERS IN OCTOBER 1984.— 
An election under section 2523(f) of the Internal Revenue Code 
of 1954 with respect to an interest in property which— 

(A) was transferred during October 1984, and 

(B) was transferred pursuant to a trust instrument stat- 
ing that the grantor’s intention was that the property of the 
trust would constitute qualified terminable interest prop- 
erty as to which a Federal gift tax marital deduction would 
be allowed upon the grantor’s election, 

shall be made on the return of tax imposed by section 2501 of 
such Code for the calendar year 1984 which is filed on or before 
the due date of such return or, if a timely return is not filed, on 
the first such return filed after the due date of such return and 
before December 31, 1986. 

(0) AMENDMENTS RELATING TO SECTION 4994.— 

(1) For purposes of section 4991(b), a “qualified charitable 
interest” shall include an economic interest in crude oil held by 
the Episcopal Royalty Company, an entity created in 1961 as a 
subsidiary of the Protestant Seiacepal urch Foundation of 
the Diocese of Oklahoma. 

(2) The amendment made by this subsection shall apply to oil 
removed after February 29, 1980. 
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(p) AMENDMENT RELATED TO SECTION 252 OF THE ECONOMIC REcov- 
ERY Tax Act oF 1981.— 

(1) Notwithstanding subsection (c) of section 252 of the Eco- 
nomic Recovery Tax Act of 1981, the amendment made by 
subsection (a) of such section 252 (and the provisions of subsec- 
tion (b) of such section 252) shall apply to any transfer of stock 
to any person if— 

(A) such transfer occurred in November or December of 
1973 and was pursuant to the exercise of an option granted 
in November or December of 1971, 

(B) in December 1973 the corporation granting the option 
was acquired by another corporation in a transaction 
qualifying as a reorganization under section 368 of the 
Internal Revenue Code of 1954, 

(C) the fair market value (as of July 1, 1974) of the stock 
received by such person in the reorganization in exchange 
for the stock transferred to him pursuant to the exercise of 
such option was less than 50 percent of the fair market 
value of the stock so received (as of December 4, 1973), 

(D) in 1975 or 1976 such person sold substantially all of 
the stock received in such reorganization, and 

(E) such person makes an election under this section at 
such time and in such manner as the Secretary of the 
Treasury or his delegate shall prescribe. 

(2) LIMITATION ON AMOUNT OF BENEFIT.—Subsection (a) shall 
not apply to transfers with respect to any employee to the 
extent that the application of subsection (a) with respect to such 
employee would (but for this paragraph) result in a reduction in 
liability for income tax with respect to such employee for all 
taxable years in excess of $100,000 (determined without regard 
to any interest). 

(3) STATUTE OF LIMITATIONS.— 

(A) OvERPAYMENTS.—If refund or credit of any overpay- 
ment of tax resulting from the application of subsection (a) 
is prevented on the date of the enactment of this Act (or at 
any time within 6 months after such date of enactment) by 
the operation of any law or rule of law, refund or credit of 
such overpayment (to the extent attributable to the applica- 
tion of subsection (a)) may, nevertheless, be made or al- 
lowed if claim therefor is filed before the close of such 6- 
month period. 

(B) Dericiencies.—If the assessment of any deficiency of 
tax resulting from the application of subsection (a) is pre- 
vented on the date of the enactment of this Act (or at any 
time within 6 months after such date of enactment) by the 
operation of any law or rule of law, assessment of such 
deficiency (to the extent attributable to the application of 
subsection (a)) may, nevertheless, be made within such 6- 
month period. 

(q) TREATMENT OF CERTAIN SELF-INSURED WorKERS’ COMPENSA- 
TION FuNDs.— 

(1) MoraToRIUM ON COLLECTION ACTIviTiEs.—During the 
period beginning on the date of the enactment of this Act and 
ending on August 16, 1987, the Secretary of the Treasury or his 
delegate— 





100 STAT. 2912 PUBLIC LAW 99-514—OCT. 22, 1986 


(A) shall suspend any pending audit of any self-insured 
workers’ compensation fund where the audit involves the 
issue of whether such fund is a mutual insurance company, 

(B) shall not initiate any audit of any such fund involving 
such issue, and 

(C) shall take no steps to collect from such fund any 
underpayment, interest, or penalty involving such issue. 

(2) SUSPENSION OF RUNNING OF INTEREST.—No interest shall be 
payable under chapter 67 of the Internal Revenue Code of 1986 
on any underpayment by a self-insured workers’ compensation 
fund involving such issue for the period beginning on August 16, 
1986, and ending on August 16, 1987. 

(3) ADDITIONAL TIME TO FILE TAX COURT PROCEEDING.—If the 
period during which a petition involving such issue could have 
been filed with the Tax Court by any self-insured workers’ 
compensation fund had not expired before August 16, 1986, such 
period shall not expire before August 16, 1987. 

(4) SELF-INSURED WORKERS COMPENSATION FUND.—For pur- 
poses of this subsection, the term “self-insured workers’ com- 
pensation fund” means any self-insured workers’ compensation 
fund established pursuant to applicable State law regulating 
self-insured workers’ compensation funds. 

(r) RerurRNs oF ALCOHOL, TOBACCO, AND FIREARMS TAXES.— 

(1) IN GENERAL.—Subsection (b) of section 6091 of such Code 
(relating to place for filing returns or other documents) is 
amended by adding at the end thereof the following new para- 


ph: 
“(6) ALCOHOL, TOBACCO, AND FIREARMS RETURNS, ETC.—In the 


case of any return of tax imposed by subtitle E (relating to taxes 
on alcohol, tobacco, and firearms), subsection (a) shall apply 
(and this subsection shall not apply).” 

(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 
shall take effect on the first day of the first calendar month 
which begins more than 90 days after the date of the enactment 
of this Act. 

(s) TREATMENT OF STRIPPING TAX-EXEMPT BONDS. 

(1) IN GENERAL.—Subsection (d) of section 1286 is amended to 
read as follows: 

“(d) SpectaL Russ ror Tax-Exempt OBLIGATIONS.—In the case of 
any tax-exempt obligation (as defined in section 1275(aX3)) from 
which 1 or more coupons have been stripped— 

“(1) the amount of original issue discount determined under 
subsection (a) with respect to _ stripped bond or stripped 
coupon from such obligation shall be the amount which pro- 
—_ _— to maturity (as of the purchase date) equal to the 

ower of— 
“(A) the coupon rate of interest on such obligation before 
the separation of coupons, or 
“(B) the yield to maturity (on the basis of purchase price) 
of the stripped obligation or coupon, 

“(2) the amount of original issue discount determined under 
paragraph (1) shall be taken into account in determining the 
a basis of the holder under ee 1288, 

‘(3) subsection (bX(1) shall not one 

“(4) subsection (bX(2) shall be applied by increasing the basis of 

the bond or coupon by the interest accrued but not paid before 
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the time such bond or coupon was disposed of (and not pre- 
viously reflected in basis).” 

(2) EFFECTIVE DATE.—The amendment made by paragraph (1) 
shall apply to any purchase or sale of any stripped tax-exempt 
obligation or stripped coupon from such an obligation after the 
date of the enactment of this Act. 

(t) Disposrrion oF CERTAIN SussipiARY.—If for a taxable year of an 
affiliated group filing a consolidated return ending on or before 
December 31, 1987, there is 1 disposition of stock of a subsidiary 
incorporated in Delaware on December 24, 1969, and whose prin- 
cipal place of business is in New Orleans, Louisiana (within the 
meaning of Treasury Regulation section 1.1502-19), the amount 
required to be included in income with respect to such disposition 
under Treasury Regulation section 1.1502-19(a) shall, notwithstand- 
ing such section, be included in income ratably over the 15-year 
period beginning with the taxable year in which the disposition 
occurs and ending with the 14th succeeding taxable year. 

(u) AMENDMENTS RELATED TO SINGLE EMPLOYER PENSION PLAN 
AMENDMENTs Act oF 1986.— 

(1) CLARIFICATION OF APPLICABILITY OF NOTICE REQUIREMENT 
FOR SIGNIFICANT REDUCTIONS IN BENEFIT ACCRUALS.—Section 
206(h) of the Employee Retirement Income Security Act of 1974 
(29 U.S.C. 1054(h); 100 Stat. 243) is amended— 

(A) by striking out “single-employer plan” and inserting 
in lieu thereof “plan described in paragraph (2)”; 

(B) by redesignating paragraphs (1), (2), and (3) as sub- 
paragraphs (A), (B), and (C), respectively; 

(C) by striking out “paragraph (1), (2), or (3)” and insert- 
ing in lieu thereof “subparagraph (A), _ or (C)”; 

(D) by inserting “(1)” after “(h)”; an 

(E) by adding at the end the idlowing new paragraph: 

“(2) A plan is described in this paragraph if such plan is— 

“(A) a defined benefit plan, or 

“(B) an individual account plan which is subject to the fund- 
ing standards of section 302.” 

(2) TREATMENT OF SECTION 4049 TRUSTS ESTABLISHED PURSUANT 
TO SECTION 4042(i).—Section 4049(a) of the Employee Retirement 
Income Security Act of 1974 (29 U.S.C. 1349(a); 100 Stat. 258) is 
amended by inserting “or 4042(i)” after “section 4041(cX3\B) (ii) 
or (iii)”. 

(3) CoRRECTION OF DEFINITION OF MULTIEMPLOYER PLAN FOR 
PURPOSES OF TITLE 1.—Section 11016(c\(1) of the Single-Employer 
Pension Plan Amendments Act of 1986 (100 Stat. 273) and the 
amendment made thereby are repealed. 

(4) EFFECTIVE DATE.— 

(A) GENERAL RULE.—Except as provided in subparagraph 
(B), the preceding provisions of this subsection shall be 
effective as if such provisions were included in the enact- 
ment of the Single-Employer Pension Plan Amendments 
Act of 1986. 

(B) SPEcIAL RULE.—Subparagraph (B) of section 206(h\(2) 
of the Employee Retirement Income Security Act of 1974 
(as amended by paragraph (1)) shall apply only with respect 
to plan amendments adopted on or after the date of the 
enactment of this Act. 
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CHAPTER 8—EFFECTIVE DATE 


SEC. 1881. EFFECTIVE DATE. 


Except as otherwise provided in this subtitle, any amendment 
made by this subtitle shall take effect as if included in the provision 
of the Tax Reform Act of 1984 to which such amendment relates. 


Subtitle B—Related to Other Programs Affected 
by the Deficit Reduction Act of 1984 


CHAPTER 1—AMENDMENTS RELATED TO 
SOCIAL SECURITY ACT PROGRAMS 


SEC. 1882. AMENDMENTS RELATED TO COVERAGE OF CHURCH EMPLOY- 
EES (SECTION 2603 OF THE DEFICIT REDUCTION ACT). 


(a) CLARIFICATION OF EXCEPTION FOR MEMBERS OF CERTAIN RELI- 
cious Farrus.—Subsection (g) of section 1402 of the Internal Reve- 
nue Code of 1954 (relating to members of certain religious faiths) is 
amended by adding at the end thereof the following new paragraph: 

“(5) SUBSECTION NOT TO APPLY TO CERTAIN CHURCH EMPLOY- 
EES.—This subsection shall not apply with respect to services 
which are described in subparagraph (B) of section 3121(bX8) 
(and are not described in subparagraph (A) of such section).” 

(b) TREATMENT OF INCOME OF CERTAIN CHURCH, ETC., 
EMPLOYEES.— 

(1) AMENDMENTS OF INTERNAL REVENUE CODE OF 1954.— 

(A) IN GENERAL.—Section 1402 of such Code (relating to 
definitions for purposes of the tax on self-employment 
income) is amended by adding at the end thereof the follow- 
ing new subsection: 

“(j) SpeciaL RuLes For CERTAIN CHURCH EMPLOYEE INCOME.— 
; ae COMPUTATION OF NET EARNINGS.—In applying subsection 
a 

“(A) church employee income shall not be reduced by any 
deduction; 

“(B) church employee income and deductions attributable 
to such income shall not be taken into account in determin- 
ing the amount of other net earnings from self-employment. 

“(2) COMPUTATION OF SELF-EMPLOYMENT INCOME.— 

“(A) SEPARATE APPLICATION OF SUBSECTION (bX2).—Para- 
graph (2) of subsection (b) shall be — separately— 

“(i) to church employee income, an 

“(ii) to other net earnings from self-employment. 

“(B) $100 rLoor.—In applying paragraph (2) of subsection 
“ Sa _ employee income, ‘$100’ shall be substituted 

or : 

“(3) COORDINATION WITH SUBSECTION (aX12).—Paragraph (1) 
shall not apply to any amount allowable as a deduction under 
subsection (aX12), and paragraph (1) shall be applied before 
determining the amount so zllowable. 

“(4) CHURCH EMPLOYEE INCOME DEFINED.—For purposes of this 
section, the term ‘church employee income’ means gross income 
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for services which are described in section 3121(bX8\B) (and are 
not described in section 3121(bX8\A)).” 
(B) TECHNICAL AND CONFORMING AMENDMENTS 

(i) NeT EARNINGS.—Paragraph (14) of section 1402(a) 
of such Code (defining net earnings from self-employ- 
ment) is amended to read as follows: 

“(14) in the case of church employee income, the special rules 
of subsection (jX1) shall apply.” 

(ii) SELF-EMPLOYMENT INCOME.—Subsection (b) of sec- 
tion 1402 of such Code is amended by adding at the end 
thereof the following new sentence: “In the case of 
church employee income, the special rules of subsection 
(jX2) shall apply for purposes o ph (2).” 

(iii) CONFORMING AMENDMENT.—The second sentence 
of section 1402(b) of such Code is amended by striking 
out “clause (1)” and inserting in lieu thereof “para- 
graph (1)”. 

(2) AMENDMENTS OF SOCIAL SECURITY A 
(A) IN GENERAL.—Section 211 of the Social Security Act is 
amended by adding at the end thereof the following new 
subsection: 

“(i(1) In applying subsection (a)— 

“(A) church employee income shall not be reduced by any 
deduction; 

“(B) church employee income and deductions attributable to 
such income shall not be taken into account in determining the 
amount of other net earni — from self-employment. 

(2A) Subsection (b\(2) shall be applied separately— 

““(i) to church employee income, an: 
“(ii) to other net earnings from self-employment. 

“(B) In applying subsection (bX2) to church employee income, 
‘$100’ shall be substituted for ‘$400’. 

“(3) Paragraph (1) shall not apply to any amount allowable as a 
deduction under subsection (aX11), an a paragraph (1) shall be ap- 
plied before determining the amount so allow: 

(4) For purposes of this section, the term ‘church employee 
income’ means income for services which are described in 
section 210(aX8\B) (and are not described in section 210(aX8)A)).” 

(B) TECHNICAL AND CONFORMING AMENDMENTS.— 

(i) Net EARNINGS.—Section 211(aX13) of such Act is 
amended to read as follows: 

“(13) In the case of church employee income, the special rules 
of subsection (iX1) shall apply.” 

(ii) SELF-EMPLOYMENT INCOME.—Section 211(b) of such 
Act is amended by adding at the end thereof the follow- 
ing new sentence: “In the case of church employee 
— the — ee — (iX2) shall apply 

or purposes of paragrap 
(3) EFFECTIVE DATE.—The amendments made by this subsec- 
tion shall apply to remuneration paid or derived in taxable 
years beginning after December 31, 1985. 

(c) REVOCATION OF ELECTION UNDER SEcTION 3121(w). ‘9Gt Galntos 
(2) of section 3121(w) of the Internal Revenue Code of 1954 ( 
to timing and duration of election) is amended by striking out ‘the 
last 2 sentences and inserting in lieu thereof the following: “The 
election may be revoked by the church or organization under reguia- 
tions prescribed by the Secretary. The election shall be revoked by 





100 STAT. 2916 PUBLIC LAW 99-514—OCT. 22, 1986 


the Secretary if such church or organization fails to furnish the 
information required under section 6051 to the Secretary for a 
period of 2 years or more with respect to remuneration paid for such 
services by such church or organization, and, upon request by the 
Secretary, fails to furnish all such previously unfurnished informa- 
tion for the period covered by the election. Any revocation under the 
preceding sentence shall apply retroactively to the beginning of the 
2-year period for which the information was not furnished.” 


SEC. 1883. TECHNICAL CORRECTIONS IN OTHER PROVISIONS RELATED 
TO SOCIAL SECURITY ACT PROGRAMS. 


(a) AMENDMENTS RELATING TO OASDI ProGram.— 

(1) Section 202(cX5\B) of the Social Security Act is amended 
by striking out “or (1)” and inserting in lieu thereof “or (J)”. 

(2) Section 202(qX5XAXi) of such Act is amended by striking 
out “prescribed by him” and inserting in lieu thereof “pre- 
scribed by the Secretary”. 

(3) Section 202(qX5XC) of such Act is amended by striking out 
“she shall be deemed” and inserting in lieu thereof “he or she 
shall be deemed”. 

(4) Section 210(aX5XG) of such Act is amended by striking out 
“Any other service” and inserting in lieu thereof “any other 
service”. 

(5) Effective on the date of the enactment of the Deficit 
Reduction Act of 1984— 

(A) section 2601(d\1BXii) of that Act is amended by 
striking out “210(aX5XgXiii)” and inserting in lieu thereof 
“210(aX5XGXiii)”; and 

(B) section 2663(cX1) of that Act is amended by striking 
out subparagraph (B). 

(6) Section 211(cX2) of the Social Security Act is amended by 
indenting subparagraph (G) two additional ems (for a total 
indentation of four ems) so as to align its left margin with the 
margins of the other subparagraphs in such section. 

(7) Section 215(iX(5XB) of such Act is amended— 

(A) by striking out “subdivision (1)” in clause (ii) and 
inserting in lieu thereof “clause (iI); and 

(B) by striking out “subdivisions (I) and (II)” in the matter 
between clauses (iii) and (iv) and inserting in lieu thereof 
“clause (i)”. 

(8) The heading of section 218(m) of such Act is amended to 
read as follows: 


“Wisconsin Retirement Fund”. 


(9) Section 221(e) of such Act is amended by striking out 
“under this section” in the first sentence. 

(10) Section 223(gX1) of such Act is amended by striking out 
the second comma after the term “benefits” where such term 
first appears in the matter following subparagraph (C). 

(11XA) Section 1402(cX2) of the Internal Revenue Code of 1954 
is amended by indenting subparagraph (G) two additional ems 
(for a total indentation of four ems) so as to align its left margin 
with the margins of the other subparagraphs in such section. 

(B) Section 3121(aX8) of such Code is amended by moving 
subparagraph (B) two ems to the left, so that its left margin is in 
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flush alignment with the margin of subparagraph (A) of such 
section. 
(b) AMENDMENTS RELATING TO AFDC anp Cuitp Support 
PROGRAMS.— 

(1XA) Section 402(aX(31A) of the Social Security Act is 
amended by striking out “(or such lesser amount as the Sec- 
retary may prescribe in the case of an individual not engaged in 
fulltime employment or not employed throughout the month)’. 

(B) The amendment made by this paragraph shall be effective 
beginning October 1, 1984. 

(2A) Section 402(aX38XB) of such Act is amended by striking 
out “section 406(a),” and inserting in lieu thereof “section 406(a) 
or in section 407(a) (if such section is applicable to the State),”. 

(B) Section 402(aX38) of such Act (as amended by subpara- 
graph (A) of this paragraph) is further amended by relocating so 
much of subparagraph (B) as follows “section 407(a) (if such 
section is applicable to the State),” and placing it after and 
below subparagraph (B), beginning flush, and indenting it two 
ems so that its left ma is aligned with the left margin of 
-_ —e of section 40 aX38) that precedes subparagraph (A) 
thereof. 

(C) The amendments made by this paragraph shall be effec- 
tive beginning October 1, 1984. 

(3A) Section 402(aX39) of such Act is amended by striking out 

“under the age selected by the State pursuant to section 
406(aX2)” and inserting in co thereof “under the age of 18”. 

(B) The amendment made by subparagraph (A) s be effec- 
tive beginning October 1, 1984. 

(4XA) Section 402(a) of such Act is amended by striking out 

“and” after the semicolon at the end of paragraph (37), and by 
making any additional changes which may be necessary to 
assure that paragraphs (34) through (37) each end with a semi- 
— —— (38) ends with “; and”, and paragraph (39) ends 
with a ; 

(B) ffective on the date of the enactment of the Deficit 
Reduction Act of 1984, section 2639(a) of that Act is amended by 
striking out the period immediately follo “utility providing 
home energy” (in the quoted matter) and inserting in lieu 
thereof a semicolon. 

(5) The placeiaent of the last sentence of section 402(a) of the 
Social Security Act is modified to the extent necessary to assure 
that it begins flush to the full left margin without any indenta- 
tion, immediately after and below the last of the numbered 
paragraphs. 

(6) Section 457(c) of such Act is amended by striking = 

“subsection (bX3) (A) and (B)” in the matter following 
(2) and inserting in lieu thereof “subsection (b\(4) (A) an oy 

(7) Section 458(d) of such Act is amended by striking out “on 
behalf of individuals residing in another State” and inserting in 
lieu thereof “at the — uest of another State”’. 

(8) Section 464(bX2\A) of such Act is amended by striking out 

“threshhold” and inserting in lieu thereof “threshold”. 

(9) Section 474(a) of such Act is amended by moving para 
graph (4) two ems to the left, so that its left margin is in flush 
alignment with the —— of the preceding ——- phs. 

(10XA) Part E of title IV of such Act is amended by adding at 
the end thereof the following new section: 
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“EXCLUSION FROM AFDC UNIT OF CHILD FOR WHOM FOSTER CARE 
MAINTENANCE PAYMENTS ARE MADE 


“Sec. 478. Notwithstanding any other provision of this title, a 


child with respect to whom foster care maintenance payments are 
made under this part shall not, for the period for which such 
payments are made, be regarded as a member of a family for 
purposes of determining the amount of the benefits of the family 
under part A, and the income and resources of such child shall not 


be counted as the income and resources of a family under such 
part.” 


(B) The amendment made by subparagraph (A) shall become 
effective October 1, 1984. 

(11\A) The failure by a State to comply with the provisions of 
any amendment made by paragraph (1), (2), (3), or (10) or the 
imposition by a State of any requirement inconsistent with such 
provisions, in the administration of its plan approved under 
section 402(a) of the Social Security Act during the period 
beginning October 1, 1984, and ending on the day preceding the 
date of the enactment of this Act, shall not be considered to be 
failure to comply substantially with a provision required to be 
included in the State's plan, or to constitute (solely by reason of 
such inconsistency) the imposition of a prohibited requirement 
in the administration of the plan, for purposes of section 404(a) 
of such Act. 

(B) No State shall be considered to have made any overpay- 
ment or underpayment of aid, under its plan approved under 
section 402(a) of the Social Security Act, by reason of its compli- 
ance or noncompliance with the provisions of any amendment 
made by paragraph (1), (2), (3), or (10) (or solely because of the 
extent to which its requirements are consistent or inconsistent 
with such provisions) in the administration of the plan during 
the period specified in subparagraph (A). 

(c) AMENDMENTS TO GENERAL PROVISIONS.— 

(1) Section 1101(a) of such Act is amended by shifting on 
graphs (3), (4), and (5) to the right to the extent necessary to 
assure that their left margins are aligned with the left margins 
of the other numbered paragraphs. 

(2) Section 1136(bX7) of such Act is amended by striking out 


“nongovermental” and inserting in lieu thereof “nongovern- 
mental”. 


(d) AMENDMENTS RELATING TO SSI ProGRaM.— 


(1) The heading of section 1631(g) of such Act is amended to 
read as follows: 


“Reimbursement to States for Interim Assistance Payments”. 


(2) Section 1612(aX1XC) of such Act is amended by striking out 
“section 43” and inserting in lieu thereof “section 32”. 
(3) Section 1612(b) of such Act is amended— 
(A) by striking out the semicolon at the end of paragraph 
(2A) and inserting in lieu thereof “, and”; 
(B) by striking out the period at the end of paragraph 
(2B) and inserting in lieu thereof a semicolon; an 
(C) by making any changes which may be necessary to 
assure that paragraph (11) ends with a semicolon, para- 
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graph (12) ends with “; and”, and paragraph (13) ends with 


@ period. 
(e) AMENDMENTS RELATING TO SOCIAL SERVICES PROGRAM.— 
(1XA) Section 2003(d) of such Act is repealed. 
(B) Section 2003(b) of such Act is amended by striking out 
“(subject to subsection (d))’”. 
(2) ion 2007 of such Act is repealed. 
(f) Errective Date.—Except as otherwise provided in this section, 
the amendments made by this section shall take effect on the date of 
the enactment of this Act. 


CHAPTER 2—AMENDMENTS RELATED TO UNEMPLOYMENT 
COMPENSATION PROGRAM 


SEC. 1884. TECHNICAL CORRECTIONS IN FEDERAL UNEMPLOYMENT TAX 
ACT. 


The Federal Unemployment Tax Act is amended as follows: 

(1) Subparagraph (B) of section 3302(cX2) (relating to a limit 
on the credit against the unemployment tax) is amended— 

(A) by striking out “determination” the second place it 
appears in the material preceding clause (i) and inserting in 
lieu thereof “denominator”, and 

(B) in clause (i)— 

(i) by striking out “percent” immediately preceding 
the comma at the end thereof, and 
(ii) by a “percent” after “2.7”. 

(2) Subparagraph (A) of section 3302(fX8) (relating to a partial 
limitation on the reduction of the credit against the unemploy- 
ment tax) is amended by striking out “1987” and inserting in 
lieu thereof “1986”. 

2 Clause (i) a section ea (relating b aa ae 
who are registered or provide specialized agricultu r) is 
amended by striking out “Farm Labor Contractor Registration 
Act of 1963” and inserting in lieu thereof “Migrant and Sea- 
sonal Agricultural Worker Protection Act”. 


CHAPTER 3—AMENDMENTS RELATED TO TRADE AND 
TARIFF PROGRAMS 


SEC. 1885. AMENDMENTS TO THE TARIFF SCHEDULES. 
(a) In GENERAL.—The Tariff Schedules of the United States are 
amended as follows: 
(1) TELECOMMUNICATIONS PRODUCT CLASSIFICATION CORREC- 


S.-+ 
(A) Schedule 6 is amended as follows: 
(i) Headnote 1 to subpart C of part 4 is amended by 
— ing , out “688.43” and inserting in lieu thereof 


(ii) Headnote 3 of part 5 of schedule 6 is amended by 
striking out “items 685.11 through 685.19, inclusive,’ 
and inserting in lieu thereof “items 684.92, 684.98, 
685.00, and 685.08”. 

(iii) Item 685.34 is amended by inserting “35% ad 
val.” in Column No. 2. 

(iv) Item 685.55 is amended by striking out “685.11 to 
685.50” and inserting in lieu thereof “684.92 to 685.49”. 
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(B) Headnote 2(ii) to part 7 of schedule 8 is amended by 
striking out “688.43” and inserting in lieu thereof “688.42”. 

(C) Subpart B of part 2 of schedule 6 is amended by 
inserting before the superior heading to items 608.26 and 
608.29, and at the same indention level as that heading, the 
following new item: 


608.25 | Silicon 
electricai 
GON scsissssssciccnsd 5.6% ad val. | 5.1% ad val. | 33% ad val. 
+ + additional 
additional additional duties (see 
duties (see duties (see headnote 
headnote 4) headnote 4) 
4XD) 
Free (E, 1) 

(2) CORRECTIONS TO THE APPENDIX.—Subpart B of part 1 to the 
Appendix is amended as follows: 

(A) The article description for item 906.38 is amended to 
read as follows: “N-Acetylsulfanilyl chloride (provided for 
in item 405.31, part 1B, schedule 4)’. 

(B) Item 907.38 is amended by striking out “411.87” and 
inserting in lieu thereof “411.82”. 

(C) Item 912.13 is amended by striking out “670.20” and 
inserting in lieu thereof “670.21”. 

(D) Item 907.63 is amended by striking out “(provided for 
in item 437.13” and inserting in lieu thereof “put up in 
—- doses in chewing gum form (provided for in item 

(3) MISCELLANEOUS CORRECTIONS.—The Schedules are further 
amended as follows: 

(A) Headnote 1 of subpart D of part 4 of schedule 1 is 
amended by striking out “(casein plus albumin)” and insert- 
ing in lieu thereof “(casein plus lactalbumin)”. 

(B) Headnote 1 of subpart C of part 4 of schedule 3 is 
amended— 

(i) by inserting “or” after the semicolon at the end of 
clause (v); and 
(ii) by striking out “; or” at the end of clause (vi) and 
inserting in lieu thereof a veriod. 
(b) Errective DatEe.— 

(1) The amendments made by this section shall apply with 
respect to articles entered, or withdrawn from warehouse, for 
consumption on or after the date that is 15 days after the date 
of enactment of this Act. 

(2) Notwithstanding section 514 of the Tariff Act of 1930 or 
any other provision of law, upon proper request filed with the 
customs officer concerned on or before the date that is 90 days 
pend the date of enactment of this Act, the entry of any 
article— 


(A) which was made on or after November 14, 1984, and 
before the date that is 15 days after the date of enactment 
of this Act; and 

(B) with respect to which there would have been no duty, 
or a lesser duty, by reason of any amendment made by 
subsection (a) if such entry were made on or after the date 
that is 15 days after the date of enactment of this Act, 
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shall be liquidated or reliquidated as though such entry had 
been made on the date that is 15 days after the date of enact- 
ment of this Act. 

(3) The rate of duty in column number 1 for item 608.25 of the 
Tariff Schedules of the United States shall be subject to all 
staged rate reductions for item 608.38 of such Schedules that— 

(A) take effect after the date of enactment of this Act, and 
(B) were proclaimed by the President before the date of 
enactment of this Act. 


SEC. 1886. TECHNICAL CORRECTIONS TO COUNTERVAILING AND ANTI- 
DUMPING DUTY PROVISIONS. 


= In GENERAL.—Title VII of the Tariff Act of 1930 is amended as 
follows: 

(1XA) Subsection (c) of section 701 (19 U.S.C. 1671(c)) is 
redesignated as subsection (d). 

(B) Subsection (g) of such section 701 (as added by section 
613(b) of the Trade and Tariff Act of 1984) is— 

(i) amended by striking out “(g) Whenever” and inserting 
in lieu thereof “(c) Upstream Suspsipy.—Whenever”; and 

(ii) inserted immediately after subsection (b) of that 
section. 

(2) Sections 702(bX1), 732(bX1), and 733(bX2) (19 U.S.C. 
167la(bX(1); 1673a(bX1); 1673b(bX(2)) are each amended by strik- 
ing out ‘“(C), (D), or (E)” each place it appears and inserting in 
lieu thereof “(C), (D), (E), or (F)”. 

(3) Subsection (h) of section 703 (19 U.S.C. 1671b(h)) is redesig- 
nated as subsection (g), and— 

(A) paragraph (2A) of that subsection (as so redesig- 
nated) is amended by striking out “days under section 
705(aX1) or 225 days under section 705(aX2), as appropriate” 
and inserting in lieu thereof “or 225 days, as appropriate, 
under section 705(aX(1)”; and 

(B) paragraph (2)B\ii) of that subsection (as so redesig- 
nated) is amended by striking out “days under section 
705(aX2)” and inserting in lieu thereof “or 225 days, as 
appropriate, under section 705(aX(1)”. 

(4) Section 704 is amended— 

(A) by amending subsection (d)— 

by redesignating paragraph (2) as paragraph (3); 
an 

(ii) by inserting after paragraph (1) the following new 
paragraph: 

“(2) EXPORTS OF MERCHANDISE TO UNITED STATES NOT TO 
INCREASE DURING INTERIM PERIOD.—The administering authority 
may not accept any agreement under subsection (b) unless that 
agreement provides a means of ensuring that the quantity of 
the merchandise covered by that agreement exported to the 
United States during the period provided for elimination or 
offset of the subsidy or cessation of exports does not exceed the 
quantity of such merchandise exported to the United States 
during the most recent representative period determined by the 
administering authority.”; and 

(B) by amending subsection (i(1)(D) by striking out “inter- 
national” and inserting in lieu thereof “intentional”. 





100 STAT. 2922 PUBLIC LAW 99-514—OCT. 22, 1986 


(5) Paragraph (2) of section 706(a) is amended by aligning the 
margin of the matter appearing after subparagraph (B) with the 
margin of the matter appearing before subparagraph (A). 

(6XA) Section 708 is amended by striking out “Src. 708.” and 
inserting in lieu thereof the following flush section heading: 


“SEC. 708. EFFECT OF DEROGATION OF EXPORT-IMPORT BANK 
FINANCING.”. 


(B) The table of contents for such title VII is amended by 
inserting in numerical sequence the following: 


“Sec. 708. Effect of derogation of Export-Import Bank financing.” 


(7) Paragraph (1) of section 736(c) (19 U.S.C. 1673e(cX(1)) is 
amended by inserting “, and was sold to any person that is not 
related to such manufacturer, producer, or exporter,” imme- 
diately before “‘on or after the date of publication of—”’. 

(8) The last sentence of section 751(b\(1) (19 U.S.C. 1675(b\(1)) is 
amended by inserting “or countervailing duty” after “anti- 
dumping” each place it appears. 

(9) Clause (i) of section 771(7XF) (19 U.S.C. 1677(7XF\Xi)) is 
amended— 

(A) by striking “any merchandise” in that part which 
precedes subclause (I) and inserting in lieu thereof “the 
merchandise”; and 

(B) by striking out “find orders” in subclause (VIII) and 
inserting in lieu thereof “final orders”. 

(10) Subsection (a) of section 771A (19 U.S.C. 1677-1(a)) is 
amended by striking out “(ii), or (iii)” and inserting in lieu 
thereof “ii), (iii), or (iv)’”’. 

(11) Subsection (g) of section 773 (19 U.S.C. 1677b(g)) is redesig- 
nated as subsection (f). 

(12) Section 775 (19 U.S.C. 1677d) is amended by striking out 
“an proceeding” each place it appears in the text and in the 
heading and inserting in lieu thereof “a proceeding”’. 

(13) Section 777 (19 U.S.C. 1677f) is amended— 

(A) by striking out “confidential”, “nonconfidential’”’, and 
“confidentiality” each place they appear in the text and in 
the side headings and inserting in lieu thereof “propri- 
etary”, “non-proprietary”, and “proprietary status”, respec- 
tively; and 

(B) by inserting “or the Commission” after “administer- 
ing authority” in subsection (b\1)\(BXi). 

(b) AMENDMENTs TO ErFEctIvE Date Provisions.—Section 626(b) 
of the Trade and Tariff Act of 1984 (relating to the effective dates of 
the amendments made therein to title VII of the Tariff Act of 1930) 
is amended— 

(1) by amending paragraph (1) by inserting “, and to reviews 
begun under section 751 of that Act,” after “1930”; and 

(2) by adding at the end thereof the following new paragraphs: 

“(3) The administering authority may delay implementation of 
any of the amendments referred to in subsections (a) and (bX(1) with 
respect to any investigation in progress on the date of enactment of 
this Act if the administering authority determines that immediate 
implementation would prevent compliance with a eee deadline 
in title VII of the Tariff Act of 1930 that is applicable to that 
investigation. 
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“(4) The amendment made by section 621 shall apply with 
to merchandise that is unliquidated on or after November 4, 19: 


SEC. 1887. AMENDMENTS TO THE TRADE ACT OF 1974. 


(a) IN GENERAL.—The Trade Act of 1974 is amended as follows: 
(1) Subclause (ID) of section 102(b\4\BXii) of the Trade Act of 
1974 (19 U.S.C. 2112(bX4BXiiMID) is amended by striking out 
“subsection (AXiiXD” and inserting in lieu thereof “subpara- 
graph (AXiiX1)”. 

(2) Subsection (n) of section 135 (as added by section 
306(cX2XBXv) of the Trade and Tariff Act of 1984) is redesig- 
nated as subsection (m). 

(3) Section 141(d\6) is amended by striking out “3679(b) of the 
Revised Statutes (31 U.S.C. 665(b))” and inserting in lieu thereof 
“1342 of title 31, United States Code” 

(4) Subsection (d) of section 141 (19 U.S.C. 2171 d)) is 
amended— 

(A) by striking out “and” at the end of paragraph (9), 

(B) by striking out the period at the end of paragraph (10) 
and inserting in lieu thereof “; and”, and 

(C) by redesignating the paragraph added by section 
304(d2XAXiii) of the Trade and Tariff Act of 1984 as para- 
graph (11). 

(5) Subparagraphs (A), (B), and (C) of section 502(b\4) (19 
U.S.C. 2462(b)\(4)) are amended to read as follows: 

“(A) has nationalized, expropriated, or otherwise seized 
ownership or control of property, including patents, trade- 
marks, or copyrights, owned by a United States citizen or 
by a corporation, partnership, or association which is 50 
percent or more beneficially owned by United States 
citizens, 

“(B) has taken steps to repudiate or nullify an existing 
contract or agreement with a United States citizen or a 
corporation, partnership, or association which is 50 percent 
or more beneficially owned by United States citizens, the 
effect of which is to nationalize, expropriate, or otherwise 
seize ownership or control of property, including patents, 
trademarks, or copyrights, so owned, or 

“(C) has imposed or enforced taxes or other exactions, 
restrictive maintenance or operational conditions, or other 
measures with respect to property, including patents, trade- 
marks, or copyrights, so owned, the effect of which is to 
nationalize, expropriate, or otherwise seize ownership or 
aa of such property,”. 

That part of section 504(cX3XDXii) (19 U.S.C. 

2AbdexSXDIG0 that precedes subclause (I) is amended— 

(A) by striking out “from any beneficiary developing 
country’; 

(B) by y striking out “1984 which exceeds 15” and inserting 
ra lieu — “1986 the aggregate value of which exceeds 

; an 

© by striking out “if for the preceding calendar year 
such beneficiary developing country—” and inserting in 
lieu thereof “from those beneficiary developing countries 
which for the preceding calendar year—”. 

(b) TRANSISTORS.— 
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(1) Section 128(b) of the Trade Act of 1974 (19 U.S.C. 2138) is 
amended by striking out “587.70” in paragraph (1) and inserting 
in lieu thereof “687.70”. 

(2A) Item 687.70 of the Tariff Schedules of the United States 
is amended by striking out “4.2% ad val.” and inserting in lieu 
thereof “Free”. 

(B) The amendment made by subparagraph (A) shall apply 
with respect to articles entered, or withdrawn from warehouse, 
for consumption on or after the date that is 15 days after the 
date of enactment of this Act. 

(C) Notwithstanding section 514 of the Tariff Act of 1930 or 
any other provision of law, upon proper request filed with the 
customs officer concerned on or before the date that is 90 days 
after the date of enactment of this Act, the entry of any article 
described in item 687.70 of the Tariff Schedules of the United 
States which was made on or after March 1, 1985, and before 
the date that is 15 days after the date of enactment of this Act 
shall be liquidated or reliquidated as though such entry had 
been made on the date that is 15 days after the date of enact- 
ment of this Act. 


SEC. 1888. AMENDMENTS TO THE TARIFF ACT OF 1930. 


The Tariff Act of 1930 is amended as follows: 
(1) Subsection (c) of section 304 (19 U.S.C. 1304(c)) is 
amended— 
(A) by striking out “No” and inserting in lieu thereof the 
following: “(1) Except as provided in paragraph (2), no”; and 
(B) by adding at the end thereof the following new 
paragraph: 

“(2) If, because of the nature of an article, it is technically or 
commercially infeasible to mark it by one of the four methods 
specified in paragraph (1), the article may be marked by an equally 
permanent method of marking such as paint stenciling or, in the 
case of small diameter pipe, tube, and fittings, by tagging the 
containers or bundles.”. 

(2) Subsection (j) of section 313 (19 U.S.C. 1313(j)) is amended— 
(A) by redesignating the paragraphs (3) and (4) inserted 
by section 202(1\B) of the Trade and Tariff Act of 1984 as 
paragraphs (2) and (3), respectively; and 
(B) by amending the paragraph redesignated as para- 
graph (4) by section 202(1\A) of the Trade and Tariff Act of 
1984 to read as follows: 

“(4) The performing of incidental operations (including, but not 

limited to, testing, cleaning, repacking, and inspecting) on— 
“(A) the imported merchandise itself in cases to which para- 
graph (1) applies, or 
“(B) the merchandise of the same kind and quality in cases to 
which paragraph (2) applies, 
that does not amount to manufacture or production for drawback 
purposes under the preceding provisions of this section shall not be 
treated as a use of that merchandise for purposes of applying 
paragraph (1B) or (2X(C).”. 
(3) Section 339(cX2\A) (19 U.S.C. 1839) is amended by striking 
out “relief” and inserting in lieu thereof “injury”. 
(4) Section 514(a) (19 U.S.C. 1514(a)) is amended by striking 
out “‘as defined in section 771(9) (C), (D), (E), and (F) of this Act’’. 
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(5) Section 516(aX2) (19 U.S.C. 1516(aX2)) is amended by adding 
at the end thereof the following new sentence: 

“Such term includes an association, a majority of whose members i is 
composed of persons described in subparagraph (A), (B), or ( 

(6) Section 516A(aX3) (19 U.S.C. 1516a(aX3)) is amended by 
striking out “(2XA\Xii)” and inserting in lieu thereof 
“(2XAGXID”. 

(7) Section 613a of the Tariff Act of 1930 (19 U.S.C. 1613a), as 
added by section 317 of the Joint Resolution entitled “A Joint 
Resolution making appropriations for fiscal 1985, and for 
other purposes.”, approved October 12, 1984 (98 Stat. 2054, 
Public Law 98-473), is repealed. 

(8) Section 641 (19 U.S.C. 1641) is amended by adding at the 
end thereof the following new subsection: 

“(i) COMPENSATION OF OCEAN FREIGHT FORWARDERS.— 

“(1) IN GENERAL.—Notwithstanding any other provision of 
law, no conference or group of two or more ocean common 
carriers in the foreign commerce of the United States that is 
authorized to agree upon the level of compensation paid to 
ocean freight forwarders may— 

“(A) deny to any member of such conference or group 
the right, upon notice of not more than 10 calendar 
days, to take independent action on any level of com- 
pensation paid to an ocean freight forwarder who is 
also a customs broker, and 

“(B) agree to limit the payment of compensation to 
an ocean freight forwarder who is also a customs 
broker to less than 1.25 percent of the aggregate of all 
rates and charges applicable under the tariff assessed 
against the cargo on which the forwarding services are 
provided. 

“(2) ADMINISTRATION.—The provisions of this subsection shall 
be enforced by the agency responsible for administration of the 
Shipping Act of 1984 (46 U.S.C. 1701, et seq.). 

“(3) Remepies.—Any person injured by reason of a violation of 
paragraph (1) may, in addition to any other remedy, file a 
complaint for reparation as provided in section 11 of the Ship- 
ping Act of 1984 (46 US: é 1710), which may be enforced 
pursuant to section 14 of such Act (46 U.S.C. 1713) 

**(4) DEFINITIONS. —For purposes of this subsection, the terms 
‘conference’, ‘ocean common carrier’, and ‘ocean freight for- 
warder’ have the respective meaning given to such terms by 
section 3 of the Shipping Act of 1984 (46 U.S.C. 1702).” 


SEC. 1889. AMENDMENTS TO THE TRADE AND TARIFF ACT OF 1984. 
The Trade and Tariff Act of 1984 (Public Law 98-573) is amended 


as follows: 
(1) Section 126 is amended by striking out the following: 
“(3) Paragraphs (1) and (2) of section 126 of the bill are amended to 
read as follows:” 
(2) Section 174(b) is amended by adding at the end of the table 
appearing therein the following: 
“January 1, 1987 4.9% ad val.”. 


(3) Paragraph (7) of subsection (b) of section 212 is redesig- 
nated as subsection (c) of that section. 
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(4) The table in section 234(a) is amended by striking out 
“711.49” and inserting in lieu thereof “712.49”. 

(5) Paragraph (3) of section 307(b) is amended by striking out 
“or paragraph (3)”. 

(6) Paragraph (4) of section 404(e) is amended by striking out 
“147.44” and inserting in lieu thereof “147.33”. 

(7) Section 504 is amended by striking out “Tariff Act of 1930” 
and inserting in lieu thereof “Trade Act of 1974”. 

(8) Paragraph (3) of section 619 is amended by striking out 
“subsection (b)” and inserting in lieu thereof “subsection (b\(1)”. 


SEC. 1890. AMENDMENTS TO THE CARIBBEAN BASIN ECONOMIC RECOV- 
ERY ACT. 


Section 213 of the Caribbean Basin Economic Recovery Act (19 
U.S.C. 2703) is amended— 
(1) by amending paragraph (3) of subsection (a) (as added by 
section 235 of the Trade and Tariff Act of 1984)— 
(A) by redesignating that paragraph as paragraph (4), and 
aligning its margin with that of paragraph (3), and 
(B) by striking out “such” the first time it appears 
therein and inserting in lieu thereof “any beneficiary’; and 
(2) by striking out “138.42” in subsection (f(5\B) and inserting 
in lieu thereof “138.46”. 


SEC. 1891. CONFORMING AMENDMENTS REGARDING CUSTOMS BROKERS. 


Title 28 of the United States Code is amended— 
(1) by striking out “(3) or (c)” in section 1581(g\(1) and insert- 
ing in lieu thereof “(3)”; and 
(2) by striking out “641(aX(1\(C)” in section 1582(1) and insert- 


ing in lieu thereof “641(b\6)”. 


SEC. 1892. SPECIAL EFFECTIVE DATE PROVISIONS FOR CERTAIN ARTI- 
CLES GIVEN DUTY-FREE TREATMENT UNDER THE TRADE 
AND TARIFF ACT OF 1984. 


(a) In GENERAL.—Notwithstanding section 514 of the Tariff Act of 
1930 or any other provision of law, upon proper request filed with 
the appropriate customs officer on or before the date that is 90 days 
after the date of enactment of this Act, any entry— 

(1) which was made after the applicable date and before 
November 14, 1984, and 
(2) with respect to which there would have been no duty or a 
lesser duty by reason of any amendment made by section 112, 
115, 118, 167, or 179 of the le and Tariff Act of 1984 if such 
entry were made on November 14, 1984, 
shall be liquidated or reliquidated as though such entry had been 
made on November 14, 1984. 
(b) APPLICABLE Date.—For purposes of this section— 
(1) The term “applicable date” means— 
(A) with respect to any entry for which the amendment 
described in subsection (aX2) is any amendment made by 
— 118 of the Trade and Tariff Act of 1984, June 1, 
(B) with respect to any entry for which the amendment 
described in subsection (aX2) is any amendment made by 
section 112, 115, or 179 of the Trade and Tariff Act of 1984, 
June 30, 1983; and 
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(C) with respect to any entry for which the amendment 
described in subsection (aX2) is the amendment made b 
— 167 of the Trade and Tariff Act of 1984, October 30, 


(2) The term “entry” includes any withdrawal from 
warehouse. 


SEC. 1893. TECHNICAL AMENDMENTS RELATING TO CUSTOMS USER FEES. 
(a) SCHEDULE OF FEEs.— 

(1) Subsection (a) of section 13031 of the Consolidated Omni- 
bus Budget Reconciliation Act of 1985 (19 U.S.C. 58c(a)) is 
amended— 

(A) by striking out “Subject to the limitation in subsec- 
tion (bX(2), for” in paragraph (2) and inserting in lieu thereof 
or 
= by Lane at the end thereof the following new 
agra 

“g). For the wee of a barge or other bulk carrier from 
Canada or Mexico, $1 

(2) Paragra —= of section 13031(a) of the Consolidated Omni- 
bus Budget nciliation Act of 1985 (19 U.S.C. 58c{aX3)) is 
amended to read as follows: 

“(3) For the arrival of each railroad car carrying passengers 
or commercial freight, $7.50.” 

(b) LIMITATIONS ON FEES.— 
(1) Subsection (b) of section 13031 of the Consolidated Omni- 
bus Budget Reconciliation Act of 1985 (19 U.S.C. 58c(b)) is 
amended by adding at the end thereof the following new 


agraphs: 

“(4) No fee may be charged under subsection (aX5) with 
respect to the arrival of any passenger— 

“(A) who is in transit to a destination outside the customs 
territory of the United States, and 

“(B) for whom customs inspectional services are not 
provided. 

“(5) No fee may be charged under subsection (a1) for the 
arrival of— 

“(A) a vessel during a calendar year after a total of $5,955 
in fees charged under paragraph (1) or (8) of subsection (a) 
has been paid to the Secretary of the Treasury for the 
provision of customs services for all arrivals of such vessel 
during such calendar year, 

“(B) any vessel which, at the time of the arrival, is being 
used solely as a tugboat, or 
saint any barge or other bulk carrier from Canada or 

exico. 

“(6) No fee may be changed under subsection (a8) for the 
arrival of a e or other bulk carrier during a calendar year 
after a total of $1,500 in fees charged under ph (1) or (8) 
of subsection (a) has been paid to the Secretary of the Treas 
for the provision of customs services for all arrivals of suc 
barge or other bulk carrier during such calendar year 

“(7) No fee may be charged under paragraphs 12), ( (3), or (4) of 
subsection (a) for the arrival of any— 

“(A) commercial truck, 

“(B) railroad car, or 

“(C) private vessel, 
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that is being transported, at the time of the arrival, by any 
vessel that is not a ferry.” 

(2) Subparagraph (A) of section 13031(b\(1) of the Consolidated 
Omnibus Budget Reconciliation Act of 1985 (19 U.S.C. 
58c(b\(1(A)) is amended to read as follows: 

“(A) the arrival of any passenger whose journey— 
“(i) originated i 
“(T) Canada, 
“(ID Mexico, 
“(II) a territory or possession of the United 
States, or 
“(IV) any adjacent island (within the meaning of 
section 101(bX5) of the Immigration and National- 
ity Act (8 U.S.C. 1101(bX5)), or 
“(ii) originated in the United States and was limited 


“(I Canada, 

“(ID Mexico, 

“(IID territories and possessions of the United 
States, and 

“(IV) such adjacent islands;”’. 

(3) Paragraph (1) of section 13031(b) of the Consolidated Omni- 
bus Budget Reconciliation Act of 1985 (19 U.S.C. 58c(bX1)) is 
amended— 

(A) by striking out the period at the end of subparagraph 
(B) and inserting in lieu thereof “; or ”, and 

(B) by adding at the end thereof the following new 
subparagraph: 

“(C) the arrival of any ferry.” 

(4) Subsection (c) of section 13031 of the Consolidated Omnibus 
Budget Reconciliation Act of 1985 (19 U.S.C. 58c(c)) is 
a ding h d as foll 

(A) by amending paragraph (1) to read as follows: 
“(1) The term ‘ferry’ means any vessel which is being used— 
“(A) to provide transportation only between places that 
are no more than 300 miles apart, an 
“(B) to transport only— 
“(i) passengers, or 
“(ii) vehicles, or railroad cars, which are being used, 
or have been used, in transporting passengers or 
goods.”, and 
(B) by adding at the end thereof the following new 


paragraph: 
Rd The term ‘barge or other bulk carrier’ means any vessel 
which— 
“(A) is not self-propelled, or 
“(B) transports fungible goods that are not packaged in 
any form.” 
(c) SpeciaL Provisions RELATING To Customs BROKER PERMITS.— 

(1) Subsection (d) of section 13031 of the Consolidated Omni- 
bus Budget Reconciliation Act of 1985 (19 U.S.C. 58c(d)) is 
amended by adding at the end thereof the following new 
paragraph: 

“(4XA) Notice of the date on which payment of the fee 
imposed by subsection (a7) is due shall be published by the 
Secretary of the Treasury in the Federal Register by no later 
than the date that is 60 days before such due date. 
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“(B) A customs broker permit may be revcked or suspended 
for nonpayment of the fee imposed by subsection (aX7) only if 
notice of the date on which payment of|such fee is due was 
a. in the Federal Register at least 60 days before such 

ue date 

“(C) The customs broker’s license issued under section 641(b) 
of the Tariff Act of 1930 (19 U.S.C. 1641(b)) may not be revoked 
or suspended merely by reason of nonpayment of the fee 
imposed under subsection (a)(7).” 

(2) Notwithstanding section 13031(aX7) of the Consolidated 
Omnibus Budget Reconciliation Act of 1985 (19 U.S.C. 58c(aX7)), 
the fee imposed by section 13031(a) of such Act with respect to 
each customs broker permit held by an individual, partnership, 
Ta or corporate customs broker for calendar year 19 6 
is 

(3A) The Secretary of the Treasury shall reinstate any cus- 
toms broker’s license or customs broker permit issued under 
subsection (b) or (c) of section 641 of the Tariff Act of 1930 (19 
U.S.C. 1641) that was suspended or revoked on or before the 
date of enactment of this Act solely by reason of nonpayment of 
the fee imposed by section 13031(aX(7) of the Consolidated Omni- 
bus Budget Reconciliation Act of 1985. 

(B) Notwithstanding any other provision of law, the Secretary 
of the Treasury may not suspend or revoke any customs broker 

permit issued under section 641(c) of the T: Act of 1930 (19 
U. S.C. 1641(c)) solely by reason of oem of the fee 

imposed by section 13031(aX7) of the Consolidated Omnibus 
Budget Reconciliation Act of 1985 before the date that is 60 days 
after the date of enactment of this Act. 


(d) PROVISION OF FOREIGN PRE-CLEARANCE SERVICES.— 
(1) Sere of section 13031(e) of the Consolidated Omni- 


bus Budget onciliation Act of 1985 (19 U.S.C. 58c(eX1)) is 
amended to read as follows: 

“(1) Notwithstanding section 451 of the Tariff Act of 1930 (19 
U.S.C. 1451) or any other provision of law (other than paragraph 
(2)), the customs services required to be provided to passengers 
upon arrival in the United States shall be adequately provided 
in connection with scheduled airline flights at customs serviced 
airports when needed and at no cost (other than the fees 
imposed under subsection (a)) to airlines and airline 
passengers.’ 

(2) Subsection (e) of section 13031 of such Act is eee by— 

(A) striking out “This subsection” in paragraph (2) and 
inserting in lieu thereof “Paragraph (1)”’, and 

(B) by adding at the end thereof the following new 

paragraph: 

“(3) Notwithstanding section 451 of the Tariff Act of 1930 (19 
U.S.C. 1451) or any other provision of law— 

“(A) the customs services uired to be provided to 
passengers upon arrival in the United States shall be ade- 
2 niga in connection with scheduled airline 

ights when needed at places located outside the customs 
territory of the United States at which a customs officer is 
stationed for the purpose of providing such customs serv- 
ices, and 

“(B) other than the fees imposed under subsection (a), the 
airlines and airline passengers shall not be required to 
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reimburse the Secretary of the Treasury for the costs of 
— overtime customs inspectional services at such 
aces 

(e) Dannsitines ON REMITTANCE OF FEEs.—Subsection (g) of sec- 
tion 13031 of the Consolidated Omnibus Budget Reconciliation Act 
of 1985 (19 U.S.C. 58c(g)) is amended by adding at the end thereof the 
following new sentence: “Regulations issued by the Secretary of the 
Treasury under this subsection with respect to the collection of the 
fees charged under subsection (a5) and the remittance of such fees 
to the Treasury of the United States shall be consistent with the 
regulations issued by the Secretary of the Treasury for the collection 
and remittance of the taxes imposed by subchapter C of chapter 33 
of the Internal Revenue Code of 1954, but only to the extent the 
regulations issued with respect to such taxes do not conflict with the 
provisions of this section.” 

(f) Remnstatinc Limit ON CHARGES FOR OTHER INSPECTION SERV- 
1cEs.—Section 53 of the Airport and Airway Development Act of 
1970 (49 U.S.C. 1741), as amended by section 13031(hX2) of the 
Consolidated Omnibus Budget Reconciliation Act of 1985, is further 
amended by adding at the end thereof the following new subsection: 

“(eX1) The cost of any inspection or quarantine service which is 
required to be performed by the Federal Government or any agency 
thereof at airports of entry or other places of inspection as a 
consequence of the operation of aircraft, and which is performed 
during regularly established hours of service on Sundays or holidays 
shall be reimbursed by the owners or operators of suck aircraft only 
to the same extent as if such service had been performed during 
regularly established hours of service on weekdays. Not- 
withstanding any other provision of law, administrative overhead 


costs associated with any inspection or quarantine service required 
to be performed by the United States Government, or any agency 
thereof, at airports of entry as a result of the operation of aircraft, 
shall not be assessed against the owners or operators thereof. 

“(2) Nothing in this subsection ma’ ay ow be construed as requiring 


reimbursement for costs incurred by tary of the Treasury 
in providing customs services described in ye ion 13081(eX1) of the 
Consolidated Omnibus Budget Reconciliation Act of 1985.” 

(g) Errective Date; REFUNDS.— 

(1) The amendments made by this section shall apply with 
respect to services rendered after the date that is 15 days after 
the date of enactment of this Act. 

(2) Upon written request filed by any person with the Sec- 
retary of the Treasury (hereafter in this subsection referred to 
as the “Secretary”) before the date that is 90 days after the date 
of enactment of this Act which is accompanied by such docu- 
mentation establishing proof of payment as the Secretary may 
require, the Secretary shall refund (out of funds in the Treasury 
of the United States not otherwise appropriated) to such person 
an amount equal to the excess of— 

(A) the amount of fees imposed by section 13031 of the 
Consolidated Omnibus Budget Reconciliation Act of 1985 
that were paid by such person to the Secretary with respect 
to customs services provided— 

(i) after July 6, 1986, and 
(ii) on or before the date that is 15 days after the date 
of enactment of this Act, over 
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(B) the amount of fees such person would have been 
required to pay to the Secretary by reason of such section 
with respect to such services if the amendments made by 
an (aX1) and (b) applied with respect to such serv- 


3) ft the customs broker permit fee paid by any person for 
calendar year 1986 under section 13031(aX7) of t the Consolidated 
Omnibus Budget Reconciliation Act of 1985 exceeds $62.50, the 
Secretary shall either— 

(A) refund (out of funds in the Treasury of the United 
States not otherwise appropriated) to such person the 
amount of the excess, or 

(B) if requested by such person, credit the amount of the 
excess to the fee due under such section 13031(aX7) with 
respect to such permit for calendar year 1987. 


SEC. 1894. FOREIGN TRADE ZONES. 


Section 3 of the Act of June 18, 1934 (48 Stat. 999, chapter 590; 19 
U.S.C. 81c) is amended by adding at the end thereof the following 
new subsection: 

“(c) Notwithstanding the provisions of the fifth proviso of subsec- 
tion (a), any article (within the meaning of section 5002(aX14) of the 
Internal Revenue Code of 1986) may be manufactured or produced 


from domestic denatured distilled spirits, and articles thereof, in a 
zone.’ 


Subtitle C—Miscellaneous 


CHAPTER 1—AMENDMENTS RELATED TO THE CONSOLI- 
DATED OMNIBUS BUDGET RECONCILIATION ACT OF 1985 


SEC. 1895. COBRA TECHNICAL CORRECTIONS RELATING TO SOCIAL SECU- 
RITY ACT PROGRAMS. 


(a) AMENDMENT RELATING TO THE OASDI Procram.—Section 
12108(b) of the Consolidated Omnibus Budget Reconciliation Act of 
pn Be amended by striking out “1985” and inserting in lieu thereof 

(b) AMENDMENTS RELATING TO THE MEDICARE PROGRAM.— 

(1) INDIRECT MEDICAL EDUCATION.—(A) ial Secu (2KCXi) s 
subsection (d) of section 1886 of the Social rity Act Ane 
U.S.C. 1395ww) is amended by striking out “( 
account, for discharges occurring after eens 30, 1986, ‘the 
amendments made by section 9104(a) of the Medicare and 
Medicaid Budget Reconciliation Amendments of 1985)”. 

(B) Paragraph (3A) of such subsection is amended by adding 
at the end the following: “If the formula under paragraph (5B) 
for determining payments for the indirect costs of medical 
education is changed for any fiscal year, the Secretary shall 
readjust the standardized amounts previously determined for 
each hospital to take into account the changes in that 
formula.”. 

(C) Clause (ii) of paragraph (3XC) of such subsection is 
amended to read as follows: 
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“(ii) REDUCING FOR SAVINGS FROM AMENDMENT TO INDIRECT 
TEACHING ADJUSTMENT FOR DISCHARGES AFTER SEPTEMBER 30, 
1986.—The Secretary shall further reduce each of the average 
standardized amounts by a proportion equal to the proportion 
(estimated by the Secretary) of the amount of payments under 
this subsection based on DRG prospective payment amounts 
which is the difference between— 

“() the sum of the additional payment amounts under 
paragraph (5\B) (relating to indirect costs of medical edu- 
cation) if the indirect teaching adjustment factor were 
equal to 1.159r (as ‘r’ is defined in paragraph (5\B\ii)), and 

“(II that sum using the factor specified in paragraph 
(5XB)GidD.”. 

(DXi) Except as provided in clause (ii), the amendments made 
by this paragraph apply to discharges occurring on or after 
October 1, 1986 

(ii) The amendments made by this paragraph shall not be first 
applied to discharges occurring as of a date unless, for dis- 
charges occurring on that date, the amendments made by sec- 
tion 9105(a) of the Consolidated Omnibus Budget Reconciliation 
Act of 1985 (incorporating the amendments made by paragraph 
(2) of this subsection) are also being applied. 

(2) DISPROPORTIONATE SHARE.—(A) Paragraph (2\C) of subsec- 
tion (d) of section 1886 of the Social Security Act (42 U.S.C. 
1395ww), as amended by section 9105(b) of the Consolidated 
Omnibus ie Reconciliation Act of 1985 (in this section 
referred to as “COBRA”) is amended— 


(i) by adding “and” at the end of clause (ii), 
(ii) by striking out “, and” at the end of clause (iii) and 


inserting in lieu thereof a period, and 
(iii) by striking out clause (iv). 

(B) Pestnenh (3XC) of such subsection is amended by adding 
at the end the following: 

“(iii) REDUCING FOR DISPROPORTIONATE SHARE PAYMENTS.—The 
Secretary shall further reduce each of the average standardized 
amounts by reducing the standardized amount for each hospital 
(as previously determined without regard to this clause) by a 
proportion equal to the proportion (established by the - 
retary) of the amount of payments under this subsection based 
on DRG prospective payment amounts which are additional 
payments described in paragraph (5\F) (relating to dispropor- 
tionate share payments) for subsection (d) hospitals.” 

(C) aoe (5XFXviXD of such subsection is amended— 

by striking out “supplementary” and inserting in lieu 
theret “supplemental”, an 
(ii) b — out fecal year” and inserting in lieu 
winger ve Za = ade b b h (C) 1 

e amen ents m e ere ‘ap apply to 
discharges occurring on or after May 1, 1986, 6, and the amend- 
ments made by subparagraphs (A) and ©) apply to discharges 

occurring on or after October 1, 1986. 

(3) ALIGNMENT CORRECTION.—Subparagraph (B) of section 
1886(gX2) of the Social Security Act (as added by section 
9107(aX1XC) of the Consolidated Omnibus Budget Reconciliation 
Act of 1985) is amended by moving its alignment (and the 
alignment of each of its clauses) two additional ems to the left. 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2933 


(4) EMERGENCY CARE REQUIREMENT.—Section 1867(e\3) of the 
Social Security Act (42 U.S.C. 1395dd(eX3)), as inserted by sec- 
tion 9121(b) of COBRA, is amended by striking out “and has, 
under the agreement, obligated itself to comply with the 
requirements of this section’’. 

(5) REDESIGNATING OVERLAPPING PROVISIONS.—Paragraph (1) 
of section 1866(a) of the Social Security Act (42 U.S.C. 1395cc(a)) 
is amended— 

(A) by striking out “and” inserted at the end of subpara- 
graph (I) by section 9122(aX(2) of COBRA, 

(B) by striking out the period at the end of subparagraph 
(J) and inserting in lieu thereof “, and”, and 

(C) by redesignating the subparagraph (1) inserted by 
section 9403(b) of COBRA as subparagraph (K) and transfer- 
ae and inserting such subparagraph after subparagraph 


(J). 

(6) CHAMPUS.—Section 9122(b) of COBRA is amended by 
striking out “to agreements entered into or renewed on or after 
the date of the enactment of this Act, but shall apply only”. 

(7) SKILLED NURSING FACILITY PAYMENTS.—(A) Section 
1888(d\1) of the Social Security Act (42 U.S.C. 1395yy(dX1)), as 
added by section 9126(a) of COBRA, is amended by striking out 
“fiscal year” each place it appears and inserting in lieu thereof 
“cost reporting period”. 

(B) Section 1888(d\(4) of the Social Security Act is amended— 

(i) in the first sentence, by striking out “each fiscal year” 
and inserting in lieu thereof “cost reporting periods begin- 
ning in a fiscal year”, and 

(ii) in the second sentence, by striking out “fiscal year” 
and all that follows up to the period and inserting in lieu 
thereof “cost reporting period no later than 30 days before 
the beginning of that period”. 

(C) Section 9126(d\(1) of COBRA is amended by striking out 
“fiscal years” and inserting in lieu thereof “cost reporting 
peri : 

(D) The amendments made by subparagraphs (A) and (B) 
apply to cost reporting periods beginning on or after October 1, 


(8) PRoPAC.—Section 9127(b) of COBRA is amended by insert- 
ing “, except that the Director may provide initially for such 
terms as will insure that (on a continuing basis) the terms of no 
more than eight members will expire in any one year” after 

years”. 

(9) DiRECT MEDICAL EDUCATION.—Section 1886(h) of the Social 
Security Act (42 U.S.C. 1395ww(h)), added by 9202(a) of COBRA, 
is amended— 

(A) in paragraph (2XC), by striking out “paragraph (B)”’ 
and inserting in lieu thereof “subparagraph (B)”, 

(B) in the matter ee ae ee (I) of ph 
(Omne>. by inserting “but before July 1, 1987,” after 


(C) by redesignating subparagraph (E) of paragraph (4) as 
subparagraph (D), and 
(D) in paragraph (5B), by striking out “As used in this 
paragraph, the” and a lieu thereof “The”. 
(10) CrraTIoN CORRECTION.—Section 9202(j) of COBRA is 
amended by inserting “or section 402 of the Social Security 
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fai of 1967” after “section 1886(c) of the Social Secu- 
rity Act”. 

(11) HMO/CMP rates—{A) The matter in_ section 
1876(aX1XA) of the Social Security Act (42 USC. 
1395mm(aX(1XA)) preceding clause (i), as amended by section 
9211(d) of COBRA, is amended by striking out “publish” and 
inserting in lieu thereof “announce (in a manner intended to 
provide notice to interested parties)”. 

(B) The amendment made by subparagraph (A) shall apply to 
determinations of per capita payment rates for 1987 and subse- 
quent years. 

(12) INDENTATION.—Section 1837(iX1) of the Social Security 
Act (42 U.S.C. 1895p(iX1)), as amended by section 9219%aX(2\A) of 
COBRA, is amended by moving the alignment of subparagraph 
(A) two additional ems to the left so as to align its left margin 
with the left margins of subparagraphs (B) and (C) of such 
section. 

(13) ACCESS DEMONSTRATION PROJECT.—Section 9221(a) of 
COBRA is amended by striking out “September 30, 1986” and 
inserting in lieu thereof “July 31, 1987”. 

(14) PHysicIAN PAYMENT.—{A) Section 1842(bX4XC) of the 
Social Security Act (42 U.S.C. 1395u(b\X4XC)), as amended by 
section 9301(bX1XC) of COBRA, is amended— 

(i) by striking out clause (ii), and 
(ii) by striking out “(i)” in clause (i). 

(B) Section 9301(cX5) of COBRA is amended by striking out 
“1842(bX7)” and inserting in lieu thereof “‘1842(h\X7)’. 

(15) REDUNDANT worpDs.—Section 1842(h) of the Social Secu- 
rity Act (42 U.S.C. 1395u(h)), as amended by section 9301(c) of 
COBRA, is ee 

(A) paragraph (5), as redesignated by section 
2501(6X1D). of COBRA, by striking out such” each place it 
onneem an 

se povkiingh (6); as so redesignated, by striking out 
“he the” and inserting in lieu thereof “the”. 

(16) AssISTANTS AT SURGERY.—(A) Section 1842(k) of the Social 

Security Act (42 U.S.C. 1395u(k)), added by section 9307(c) of 
COBRA, is amended by inserting “presents or causes to be 
presented a claim or” after “willfully” each place it appears. 

(B) The amendment made by subparagraph (A) shall apply to 
claims presented after the date of the enactment of this Act. 

(C) For purposes of section 1862(aX15) of the Social Security 
Act (42 US.C. 1395y(aX15)), added by section 9307(aX3) of 
ae and for surgical procedures performed during the 
period beginning on April 1, F986, and ending on December 15, 
1986, a carrier is deemed to have approved the use of an 
assistant in a surgical procedure, before the surgery is per- 
formed, based on the existence of a complicating medical condi- 
tion if the carrier determines after the ee is performed 
that the use of the assistant in the procedure was appropriate 
based on the existence of a complicating medical condition 
before or during the surgery. 

(17) Crration.—Section 1164(b\4\(B) of the Social Security Act 
(42 U.S.C. 1820c-138)4\(B)), as added by section 9401(b) of 
COBRA, is amended by striking « out “paragraphs” and inserting 
in lieu thereof “subparagraphs ’. 
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(18) MEDICARE TAX ON STATE AND LOCAL EMPLOYEES.—(A) Sec- 
tion 3121(uX2BXii) of the Internal Revenue Code of 1954, as 
added by section 13205(a\1) of COBRA, is amended— 

(i) by striking out “or” at the end of subclause (III), 

(ii) by striking out the period at the end of subclause (IV) 
and inserting in lieu thereof “, or’, and 

(iii) by adding at the end the following: 

“(V) by an election official or election worker if 
the remuneration paid in a calendar year for such 
service is less than $100.” 

(B) Section 210(pX2) of the Social Security Act (42 U.S.C. 
410(pX2)), as added by section 13205(b\1) of COBRA, is 
amended— 

(i) by striking out “or” at the end of subparagraph (C), 

(ii) by striking out the period at the end of subparagraph 
(D) and inserting in lieu thereof “, or’, and 

(iii) by adding at the end the following: 

“(E) by an election official or election worker if the remunera- 
tion paid in a calendar year for such service is less than $100.” 

(C) The amendments made by this paragraph shall apply to 
services performed after March 31, 1986. 

(19) Puncruation.—Section 210(p\4\(B) of the Social Security 
Act (42 U.S.C. 410(pX4\(B)), as amended by section 13205(b\(1) of 
COBRA, is amended by striking out any quotation marks that 
appear before ‘(A)’. 

(c) AMENDMENTS RELATING TO THE MEDICAID PROGRAM.— 

(1) Extra worp.—Section 1902(aX13\D) of the Social Security 
Act (42 U.S.C. 1396a(aX13\D)), as inserted by section 
9505(cX1XC) of COBRA and as amended and redesignated by 


pr (2) and (3) of section 9509(a) of COBRA, is amended 
y 


adding “and” at the end. 

(2) CAPITALIZATION.—Section 1903(m)(2XF) of the Social Secu- 
rity Act (42 U.S.C. 1396b(m\2XF)), as amended by section 
9517(aX2XA) of COBRA, is amended by striking out “in the 
case” and inserting in lieu thereof “In the case’. 

(3) CASE-MANAGEMENT SERVICES.—(A) Section 1905(a) of the 
Social Security Act (42 U.S.C. 1395d(a)) is amended— 

(i) by striking out “and” at the end of paragraph (18), 

(ii) 7 redesignating paragraph (19) as paragraph (20), and 
(iii) by inserting r paragraph (18) the following new 
paragraph: 

“(19) case-management services (as defined in section 
1915(gX(2)); and”. 

(B) Section 1902(j) of the Social Security Act (42 U.S.C. 
1396a(j)), as amended by section 9505(d\1) of COBRA, is 
— ed by striking out “(19)” and inserting in lieu thereof 
“( Y. 

(C) Section 1902(aX10XCXiv) of the Social Security Act (42 
U.S.C. 1396a(aX10XC\Xiv)), as amended by section 9505(d\(2) of 
COBRA, is amended by striking out “through (18)” and insert- 
ing in lieu thereof “through (19)”. 

(4) HEALTH INSURING ORGANIZATIONS.—Section 9517(cX2) of 
COBRA isamended—__—ia. 

(A) in subparagraph (A), by adding at the end the follow- 
ing: “For purposes of this paragraph, a health insuring 
organization is not considered to be operational until the 
date on which it first enrolls patients.”’; 
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(B) in sub —_ (B), an striking out “(iv)” and insert- 
ing in lieu thereof “(vi)”; 
(C) by adding at the end the following new subparagraph 

“(C) In the case of the Hartford Health Network, Inc., clauses Gi) 

and i < section 1903(m\2\A) of the Social Security Act shall not 

apply du the period for which a waiver by the Secretary of 

th and Human Services, under section 1915(b) of such Act, of 

certain requirements of section 1902 of such Act is in effect (pursu- 

ant to a request for a waiver under section 1915(b) of such Act 
a before enety 1, 1986).” 

(5) REFERENCES TO OTHER PROVISIONS.—Section 1920(a) of the 
Social Security Act (42 U.S.C. 1396s(a)), as added by section 9526 
of COBRA, is amended— 

(A) in paragr gree (1)— 
(i) by we ptm a sant and (C) as 
ee (C) and (D), respectivel y, an 
- inserting after “—(A)” the allowing: ‘Section 
40200x 2) of this Act (relating to individ who are 
pee recipients of aid but for whom a payment is not 
made 
(B) in paragraph (2)— 
(i) by inserting “(A)” after the dash, and 
(ii) by adding at the end the following new subpara- 


graph: 
“(B) Section 1634(b) of this Act oral to preservation of 
benefit status for disabled widows and owers who lost SSI 
ae because of 1983 changes in actuarial reduction for- 
mula 
© in paragraph (3), by striking out “Section 473(b)” and 
inserting in lieu thereof “ “Sections 472(h) and 473(b)’”. 

(6) REFERENCE CORRECTION.—Section 9528(a) of COBRA is 
amended py Bone | striking out “1101(aX8XP)” and inserting in lieu 
— “1101(aX8XB)”. 

(7) INDENTATION.—Section 1902(aX10XAXii)), of the Social 
wren § Act (42 U.S.C. 1896a(aX10XAXii)), as amended by sec- 
tions 9505(bX2) and 9529(bX1) of COBRA, is amended— 

Pe by Soares ge ——— wD he rer =e sO as 
align its left margin wi e left margins of subclauses 
@ ae (VI) of such section, and 
a indenting subclause (VIII) (and each of its subdivi- 
deal our additional ems so as to align its left margin with 
the left margins of subclauses (I) through (VI) of such 
section. 
(d) AMENDMENTS RELATING TO CONTINUATION OF EMPLOYER-BASED 
HEALTH INSURANCE COVERAGE.— 
(1) EFFECT OF MODIFICATIONS TO PLAN COVERAGE PROVISIONS.— 
(A) IRC rae 9 —Subparagraph (A) of section 
162(k\2) (relati o> of benefit coverage) is arnended by 
= at the end the following: “If coverage under the plan 
ed for any group of similarly situated beneficiaries, 
tet coverage s also be modified in the same manner for 
all individuals who are qualified beneficiaries under the 
ie pursuant to this subsection in connection with such 


B) ERISA AMENDMENT. —Paragraph (1) of section 602 of 


the re 


loyee Retirement Income Security Act of 1974 (29 
U.S.C. m 


1 
162(1); 100 Stat. 228) is amended by adding at the 
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end the following: “If coverage is modified under the plan 
for any group of similarly situated beneficiaries, such cov- 
erage shall also be modified in the same manner for all 
individuals who are qualified beneficiaries under the plan 
pursuant to this part in connection with such group.’ 

(C) PHSA AMENDMENT.—Paragraph (1) of section 2202 of 
the Public Health Service Act is amended by adding at the 
end the following: “If coverage is modified under the plan 
for any group of similarly situated beneficiaries, such cov- 
erage shail also be modified in the same manner for all 
individuals who are qualified beneficiaries under the plan 
pursuant to this part in connection with such group.” 

(2) MAXIMUM REQUIRED PERIOD OF CONTINUATION COVERAGE.— 

(A) IRC AMENDMENT.—Clause (i) of section 162(k\X2\B) 
(relating to maximum period of coverage) is amended to 
read as follows: 

“(i) MaxIMUM REQUIRED PERIOD— 

“(I) GENERAL RULE FOR TERMINATIONS AND RE- 
DUCED HOURS.—In the case of a qualifying event 
described in paragraph (3B), except as provided in 
subclause (II), the date which is 18 months after 
the date of the qualifying event. 

“(iD SPECIAL RULE FOR MULTIPLE QUALIFYING 
EVENTS.—If a quali event occurs during the 18 
months after “the te of a qualifying event de- 
scribed in paragraph (3\B), the date which is 36 
months after the date of the qualifying event de- 
scribed in a peenepeg (3B). 

“(II) GENERAL RULE FOR OTHER QUALIFYING 
EVENTS.—In the case of a —__ event not 
described in paragraph (3B), the date which is 36 
months after the date of the qualifying event.” 

(B) ERISA AMENDMENT.—Subparagraph (A) of — 
602(2) of the Employee Retirement Income Security Act 
= (29 U.S.C. 1162(2); 100 Stat. 228) is amended to read : 

ollows: 

“(A) MAXIMUM REQUIRED PERIOD.— 

“(i) GENERAL RULE FOR TERMINATIONS AND REDUCED 
HouRS.—In the case of a qualifying event described in 
section 603(2), except as provided in clause (ii), the date 
which is 18 months after the date of the qualifying 
event. 

“Gii) SPECIAL RULE FOR MULTIPLE QUALIFYING 
EVENTS.—If a qualifying event occurs during the 18 
months after the date of a q event described in 
section 603(2), the date which is 36 months after the 
date of the qualifying event described in section 603(2). 

“(iii) GENERAL RULE FOR OTHER QUALIFYING EVENTS.— 
In the case of a qualifying event not described in 
section 603(2), the date which is 36 months after the 
date of the qualifying event.” 

(C) PHSA AMENDMENT.—Subparagraph (A) of section 
2202(2) of the Public Health Service Act is amended to read 
as follows: 

“(A) MAXIMUM REQUIRED PERIOD.— 

“(ij) GENERAL RULE FOR TERMINATIONS AND REDUCED 
HouRS.—In the case of a qualifying event described in 
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section 2203(2), except as provided in clause (ii), the 
date which is 18 months after the date of the qualifying 
event. 

“Gii) SPECIAL RULE FOR MULTIPLE QUALIFYING 
EVENTS.—If a qualifying event occurs during the 18 
months after the date of a —e event described in 
section 2203(2), the date which is 36 months after the 
date of the qualifying event described in section 2203(2). 

“(jii) GENERAL RULE FOR OTHER QUALIFYING EVENTS.— 
In the case of a qualifying event not described in 
section 2203(2), the date which is 36 months after the 
date of the qualifying event.” 

(3) GRACE PERIOD FOR PAYMENT OF PREMIUMS.— 

(A) IRC AMENDMENT.—Clause (iii) of section 162(k\(2\B) 
(relating to failure to pay premium) is amended by adding 
at the end the following: “The payment of any premium 
(other than any payment refe to in the last sentence of 
subparagraph (C)) shall be considered to be timely if made 

ithin 30 days after the date due or within such longer 
period as app ies to or under the plan.”. 

(B) ERISA AMENDMENT.—Subparagraph (C) of section 
602(2) of the er Retirement Income Security Act of 
1974 (29 U.S.C. 1162(2(C); 100 Stat. 228) is amended by 
adding at the end the following: “The payment of any 
premium (other than any ent referred to in the last 
sentence of paragraph (3)) shall be considered to be timely if 
made within 30 days after the date due or within such 
longer period as applies to or under the plan.” 

(C) PHSA AMENDMENT.—Subparagraph (C) of section 
2202(2) of the Public Health Service Act is amended by 
adding at the end the following: “The payment of any 
premium (other than any ae referred to in the last 
sentence of paragraph (3)) shall be considered to be timely if 
made within 30 days after the date due or within such 
longer period as applies to or under the plan.” 

(4) TERMINATION OF CONTINUATION COVERAGE UPON COVERAGE 
BY OTHER GROUP HEALTH PLAN RATHER THAN UPON REEMPLOY- 
MENT OR REMARRIAGE.— 

(A) IRC AMENDMENT.—Subparagraph (B) of section 
162(kX(2) (relating to period of coverage) is amended — 

(i) by striking out clause (v); and 
(ii) by striking out subclause (1) of clause (iv) and 
inserting in lieu thereof the following: 

“(D covered under any other group health plan 
(as an employee or otherwise), or’; 


an 
(iii) by striking out the heading for clause (iv) and 
inserting in lieu thereof the following: “Group HEALTH 
PLAN COVERAGE OR MEDICARE ELIGIBILITY.— ”’. 

(B) ERISA AMENDMENT.—Section 602(2) of the Employee 
Retirement Income Security Act of 1974 (29 U.S.C. 1162(2); 
100 Stat. 228) is amended— 

(i) by striking out subparagraph (E); 

(ii) by striking out clause (i) of subparagraph (D) and 
inserting in lieu thereof the following: 

“(i) covered under any other group health plan (as an 
employee or otherwise), or”; and 
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- by striking out the h for subparagra h (D) 
and inserting in lieu thereof the following: “ ROUP 
HEALTH PLAN COVERAGE OR MEDICARE ELIGIBILITY.—”’. 

(C) PHSA AMENDMENT.—Section 2202(2) of the Public 
Health Service Act is amended— 

(i) by striking out subparagraph (E); 

(ii) by striking out clause (i) of subparagraph (D) and 
inserting in lieu thereof the following: 

“(i) covered under any ag _ health plan (as an 
emplo ares or otherwise), or’ 

iy y striking out the he for subparagra ih (D) 
and inserting in lieu thereof the following: “ ROUP 
HEALTH PLAN COVERAGE OR MEDICARE ELIGIBILITY.—”. 

(5) CLARIFICATION RELATING TO ELECTION BY BENEFICIARIES.— 

(A) IRC AMENDMENT.—Subparagraph (B) of section 
162(kX2) (relating to effect of electiun on other beneficiaries) 
is amended— 

(i) by inserting “of continuation coverage” after “any 
election”; and 

(ii) by adding at the end the following: “If there is a 
choice among of coverage under the plan, each 
qualified benefici is entitled to make a separate 
selection among such types of cov ee 

(B) ERISA AMENDMENT.—Section 605(2) of the Employee 
Retirement Income Security Act of 1974 (29 U.S.C. 11 2); 
100 Stat. 230) is amended— 

(i) by inserting ‘ ‘of continuation coverage” after “any 
election”; and 

(ii) by adding at the end the following: “If there is a 
choice among types of coverage under the plan, each 
qualified bene is entitled to — a separate 
selection among suc ores of of coverag 

(C) PHSA AMENDMENT.—Section 29082) ‘of the Public 
Health Service Act is amended— 

(i) by inserting “of continuation coverage” after “any 
election’; and 

(ii) by adding at the end the following: “If there is a 
choice among far of coverage under the plan, each 
qualified benefic is entitled to make a separate 
selection among such types of coverage.”’. 

(6) NOTICE REQUIREMENT.— 

(A) IRC AMENDMENT.—Subparagraph (C) of section 
162(k\6) (relating a notice requirements) is amended by 
inserting * ‘within 60 days after the date of the qualifying 
event” after “paragraph (3)”. 

(B) ERISA AMENDMENT.—Paragraph (3) of section 606 of 
the Employee Retirement Income Security Act of 1974 (29 
U.S.C. 1166(3); 100 Stat. 230) is amended by inserting 
“within 60 days after the date of the qualifying event” after 

“section 603”. 

(C) PHSA AMENDMENT.—Paragraph (3) of section 2206 of 
the Public Health Service Act is amended by inserting 
“within > ao after the date of the qualifying event” after 

“section 603” 


(D) EFFEcTIVE DATE.—The ——— men urlifvins this 
paragraph shall only ap pply with respect 


events occurring after the date of the sorte oO this Ace Act. 
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(7) NONRESIDENT ALIENS.—Subparagraph (B) of section 
162(kX7) (relating to qualified beneficiaries) is amended by 
adding at the end thereof the following new clause: 

“(iii) EXCEPTION FOR NONRESIDENT ALIENS.—Notwith- 
standing clauses (i) and (ii), the term ‘qualified bene- 
ficiary’ does not include an individual whose status as a 
covered em ‘dual is attributable to a period in which 
such individual was a nonresident alien who received 
no earned income (within the meaning of section 
911(d\2)) from the employer which constituted income 
from sources within the United States (within the 
meaning of section 861(a\(3)). If an individual is not a 
qualified beneficiary pursuant to the previous sentence, 
a spouse or dependent child of such individual shall not 
be considered a qualified beneficiary by virtue of the 
relationship to the individual.”. 

(8) DEFINITION OF GROUP HEALTH PLAN FOR ERISA.—Para- 
v (1) of section 607 of the Employee Retirement Income 

urity Act of 1974 (29 U.S.C. 1167); 100 Stat. 231) is amended 
to read as follows: 

“(1) GROUP HEALTH PLAN.—The term ‘group health plan’ 
ineans an employee welfare benefit plan providing medical care 
(as defined in section 213(d) of the Internal Revenue Code of 
1954) to participants or beneficiaries directly or through insur- 
ance, reimbursement, or otherwise.”. 

(9) "AGGREGATION RULES FOR EMPLOYER FOR ERISA.— 

(A) IN GENERAL.—Section 607 of the Employee Retire- 
ment Income Security Act of 1974 (29 U.S.C. 1167; 100 Stat. 
231) is amended by adding at the end the following new 
paragraph: 


“(4) EMPLovER.—Subsection (n) (relating to leased e Eo 


and subsection (t) (relating to application of controlled group 
rules to certain employee benefits) of section 414 of the Internal 
Revenue Code of 1986 shall apply for purposes of this part in the 
same manner and to the same extent as such subsections apply 
for purposes of section 106 of such Code. Any ulations pre- 
scribed by the Secretary pursuant to the p sentence 
shall be consistent and en with any preoe Sr pre- 
scribed for similar oe wy the Secretary of the Treasury (or 

such a s delegate) — er such subsections.”’. 
(B) EFrectIvE DATE.—The amendment made by subpara- 
graph (A) shall take effect in the same manner and to the 
same extent as the amendments made by subsections (e) 

and (i) of section 1151 of this Act. 

(e) Errective Date.—Except as otherwise provided in this section, 
the amendments made by this section shall be effective as if in- 


cluded in the enactment of the Consolidated Omnibus Budget Rec- 
onciliation Act of 1985. 


SEC. 1896. EXTENSION OF TIME FOR FILING FOR CREDIT OR REFUND 
WITH RESPECT TO CERTAIN CHANGES INVOLVING INSOL- 
VENT FARMERS. 


Section 13208 of the Consolidated Omnibus Budget Reconciliation 
Act of 1985 (relating to certain insolvent taxpayers allowed to 
reduce capital gains preference item for purposes of the individual 


minimum tax) is amended by adding at the end thereof the following 
new subsection: 
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“(c) Statute or Limrrations.—If refund or credit of any overpay- 
ment of tax resulting from the application of the amendment made 
by subsection (a) is prevented at any time before the close of the date 
which is 1 year after the date of the enactment of this Act, by the 
operation of any law or rule of law (including res judicata), refund or 
credit of such overpayment (to the extent attributable to the applica- 
tion of such amendment) may, nevertheless, be made or allowed if 
claim therefor is filed on or before the close of such 1-year period.” 


SEC. 1897. CORRECTION OF CLERICAL ERROR IN AMENDMENTS TO COAL 
TAX. 


(a) IN GENERAL.—Subsection (b) of section 4121 (relating to excise 
tax on coal) is amended by striking out “, in the case of sales during 
any calendar year beginning after December 31, 1985”. 

(b) ErrectiveE Date.—The amendment made by subsection (a) 
shall take effect as if included in the amendment made by section 


13203 of the Consolidated Omnibus Budget Reconciliation Act of 
1985. 


CHAPTER 2—AMENDMENTS RELATED TO THE RETIREMENT 
EQUITY ACT OF 1984 


SEC. 1898. TECHNICAL CORRECTIONS TO THE RETIREMENT EQUITY ACT 
OF 1984. 


(a) AMENDMENTS RELATED TO SECTIONS 102 AND 202 oF THE AcT.— 
(1) TREATMENT OF CLASS-YEAR PLANS.— 

(A) AMENDMENT OF INTERNAL REVENUE CODE.—Paragraph 
(4) of section 411(d) (relating to class-year plans) is amended 
to read as follows: 

“(4) CLASS-YEAR PLANS.— 

“(A) IN GENERAL.—The requirements of subsection (a2) 
shall be treated as satisfied in the case of a class-year plan 
if such plan provides that 100 percent of each employee’s 
right to or derived from the contributions of the employer 
on the employee’s behalf with respect to any plan year is 
nonforfeitable not later than when such participant was 
performing services for the employer as of the close of each 
of 5 plan years (whether or not consecutive) after the plan 
year for which the contributions were made. 

“(B) 5-YEAR BREAK IN SERVICE.—For purposes of subpara- 
graph (A) if— 

“(i) any contributions are made on behalf of a partici- 
pant with respect to any plan year, and 
“(ii) before such participant meets the requirements 
of subparagraph (A), such participant was not perform- 
ing services for the employer as of the close of each of 
any 5 consecutive plan years after such plan year, 
then the plan may provide that the participant forfeits any 
right to or derived from the contributions made with re- 
spect to such plan year. 

“(C) CLASS-YEAR PLAN.—For purposes of this section, the 
term ‘class-year plan’ means a profit-sharing, stock bonus, 
or money purchase plan which provides for the separate 
nonforfeitability of employees’ rights to or derived from the 
contributions for each plan year. 
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(B) AMENDMENT OF ERISA.—Paragraph (3) of section 203(c) 
of the Employee Retirement Income Security Act of 1974 is 
amended to read as follows: 

“(3(A) The requirements of subsection (a2) shall be treated as 
satisfied in the case of a class-year plan if such plan provides that 
100 percent of each employee’s right to or derived from the contribu- 
tions of the employer on the employee’s behalf with respect to any 
plan year is nonforfeitable not later than when such participant was 
performing services for the employer as of the close of each of 5 plan 
years (whether or not consecutive) after the plan year for which the 
contributions were made. 

“(B) For purposes of subparagraph (A) if— 

“(i) any contributions are made on behalf of a participant 
with respect to any plan year, and 
“(ii) before such participant meets the requirements of 
subparagraph (A), such participant was not performing services 
for the employer as of the close of each of any 5 consecutive plan 
years after such plan year, 
then the plan may provide that the participant forfeits any right to 
or derived from the contributions made with respect to such plan 


year. 

“(C) For purposes of this part, the term ‘class year plan’ means a 
profit-sharing, stock bonus, or money purchase plan which provides 
for the separate nonforfeitability of employees’ rights to or derived 
from the contributions for each plan year.’ 

(C) ErrectivE paTe.—The amendments made by this 
paragraph shall apply to contributions made for plan years 
beginning after the date of the enactment of this Act; 
except that, in the case of a plan described in section 302(b) 
of the Retirement Equity Act of 1984, such amendments 
shall not apply to any plan year to which the amendments 
cae by such Act do not apply by reason of such section 


(2) RULES RELATING TO LUMP SUM TREATMENT.—Subsection (e) 
of section 402 (relating to tax on lump sum distributions) is 
amended by adding at the end thereof the following new 


agraph: 
“(6) TREATMENT OF POTENTIAL FUTURE VESTING.— 

“(A) IN GENERAL.—For purposes of determining whether 
any distribution which becomes payable to the recipient on 
account of the employee’s separation from service is a lump 
sum distribution, the balance to the credit of the employee 
shall be determined without regard to any increase in 
vesting which may occur if the employee is re-employed by 
the employer. 

“(B) RECAPTURE IN CERTAIN CaSES.—If— 

“(i) an amount is treated as a lump sum distribution 

by reason of subparagraph (A), 

“(ii) special lump sum treatment applies to such 
distribution, 

“(iii) the employee is subsequently re-employed by 
the employer; an 

“(iv) as a result of services performed after being so 
re-emplo _— there is an increase in the employee’ s 
vesting for benefits accrued before the separation re- 
ferred to in subparagraph (A), 





PUBLIC LAW 99-514—OCT. 22, 1986 100 STAT. 2943 


under regulations prescribed by the Secretary, the tax im- 
posed by this chapter for the taxable year (in which the 
increase in ee occurs) shall be increased by the 
reduction in tax which resulted from the special lump sum 
treatment (and any election under paragraph (4B) shall 
not be taken into account for purposes of determining 
whether the employee may make another election under 

aph (4\B)). 

“(C) soaps, em ee TREATMENT.—For eres of this 
paragraph, speci ump sum treatment applies to any 
distribution if any portion of such distribution— 

“(i) is taxed under this subsection by reason of an 
election under ph (4B), or 

“(ii) is treated as long-term capital gain under subsec- 
tion (aX2) of this section or section 403(aX2). 

“(D) Vestinc.—For purposes of this paragraph the term 
‘vesting’ means the portion of the accrued benefits derived 
from employer contributions to which the participant has a 
nonforfeitable right.” 

(3) RULES RELATING TO ROLLOVERS.—Paragraph (6) of section 
402(a) (relating to special rollover rules) is amended by adding 
at the end thereof the following new subparagraph: 

“(G) TREATMENT OF POTENTIAL FUTURE VESTING.— 

“(i) IN GENERAL.—For purposes of paragraph (5), in 
determining whether any portion of a distribution on 
account of the employee’s separation from service may 
be transferred in a transfer to which paragraph (5A) 
applies, the balance to the credit of the employee shall 
be determined without regard to any increase in vest- 
ing which may occur if the employee is re-employed by 
the employer. 

“Gi) TMENT OF SUBSEQUENT DISTRIBUTIONS.—If— 

“(D any portion of a distribution is transferred in 
a transfer to which paragraph (5A) applies by 
reason of clause (i), 
“(ID the employee is subsequently re-employed 
by the employer, and 
“(IID as a result of service performed after being 
so re-employed, there is an increase in the employ- 
ee’s vesting for benefits accrued before the separa- 
tion referred to in clause (i), 
then the provisions of paragraph (5\XD\iii) shall apply 
to any distribution from the plan after the distribution 
referred to in clause (i). The preceding sentence shall 
not apply if the distribution referred to in subclause (I) 
is made without the consent of the participant.” 

(4) TREATMENT OF WITHDRAWAL OF MANDATORY CONTRIBU- 
TIONS.— 

(A) AMENDMENTS OF INTERNAL REVENUE CODE.— 

(i) Clause (ii) of section 411(aX3XD) is amended by 
striking out the last sentence anc inserting in lieu 
thereof the following: “The _ provision required 
under this clause may provide that such repayment 
must be made (I) in the case of a withdrawal on account 
of separation from service, before the earlier of 5 years 
after the first date on which the participant is subse- 
quently re-employed by the employer, or the close of 
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the first period of 5 consecutive 1-year breaks in service 
commencing after the withdrawal; or (ID) in the case of 
any other withdrawal, 5 years after the date of the 
withdrawal.” 

(ii) Subparagraph (C) of section 411(aX7) is amended 
by striking out the last sentence and inserting in lieu 
thereof the following: 

“The plan provision required under this subparagraph may 
provide that such repayment must be made (I) in the case of 
a withdrawal on account of separation from service, before 
the earlier of 5 years after the first date on which the 
participant is subsequently re-employed by the employer, or 
the close of the first period of 5 consecutive 1-year breaks in 
service commencing after the withdrawal; or (II) in the case 
of any other withdrawal, 5 years after the date of the 
withdrawal.” 
(B) AMENDMENTS OF ERISA.— 

(i) Clause (ii) of section 203(aX3\D) of the Employee 
Retirement Income Security Act of 1974 is amended by 
striking out the last sentence and inserting in lieu 
thereof the following: “The plan provision required 
under this clause may provide that such repayment 
must be made (I) in the case of a withdrawal on account 
of separation from service, before the earlier of 5 years 
after the first date on which the participant is subse- 
quently re-employed by the employer, or the close of 
the first period of 5 consecutive 1-year breaks in service 
commencing after the withdrawal; or (II) in the case of 
any other withdrawal, 5 years after the date of the 
withdrawal.” 

(ii) Subsection (e) of section 204 of the Employee 
Retirement Income Security Act of 1974 is amended by 
striking out the last sentence and inserting in lieu 
thereof the following: 

“The plan provision required under this subsection may provide 
that such repayment must be made (A) in the case of a withdrawal 
on account of separation from service, before the earlier of 5 years 
after the first date on which the participant is subsequently re- 
employed by the employer, or the close of the first period of 5 
consecutive l-year breaks in service commencing after the with- 
drawal; or (B) in the case of any other withdrawal, 5 years after the 
date of the withdrawal.” 

(5) PARTICIPATION REQUIREMENTS UNDER SIMPLIFIED EMPLOYEE 
PENSIONS.—Effective with respect to plan years beginning after 
the date of the enactment of this Act, subparagraph (A) of 
section 408(k\(2) (relating to participation requirements) is 
— by striking out “age 25” and inserting in lieu thereof 
“ age a 

(b) AMENDMENTS RELATED TO SEcTIONS 103 AND 203 oF THE AcT.— 

(1) CLARIFICATION OF QUALIFIED PRERETIREMENT SURVIVOR 
ANNUITY IN CASE OF TERMINATED VESTED PARTICIPANT.— 

(A) AMENDMENT OF INTERNAL REVENUE CODE.—Paragraph 
(1) of section 417(c) (defining qualified preretirement survi- 
vor annuity) is amended by adding at the end thereof the 
following new sentence: 
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“In the case of an individual who separated from service before 
= —s of such individual’s death, subparagraph (A)ii1) shall 
not apply.’ 
(B) AMENDMENT OF ERISA.—Paragraph (1) of section 205(e) 
of the Employee Retirement Income Security Act of 1974 
(defining qualified preretirement survivor annuity) is 
amended by adding at the end thereof the following new 
sentence: 
“In the case of an individual who separated from service before 
the pr by of such individual’s death, subparagraph (AXiiX1) shall 
not OPP 
(2) 1 OF TRANSFEREE PLAN RULES.— 
(A) AMENDMENTS OF INTERNAL REVENUE CODE.— 

(i) Subclause (III) of section 401(aX11\B\iii) (relating 
to plans to which requirements of joint and survivor 
annuity and preretirement survivor annuit; y apply) i ° 
amended by striking out “indirect tr 
inserting in lieu thereof “indirect iota Gn ; 
transfer after December 31, 1984)”. 

(ii) Subparagraph (B) of section 401(aX11) is amended 
by ave at the end thereof the following new 


sen 
“Clause ( GiiXIID shall apply only with respect to the trans- 
ferred assets (and income therefrom) if the plan se separately 
accounts for such assets and any income therefrom. 

(B) AMENDMENTS OF ERISA.— 

(i) Clause (iii) of section 205(bX1XC) of the — 
Retirement Income Security Act of 1974 is amended by 
striking out “a transferee” and inserting in lieu thereof 

“a direct or indirect transferee (in a transfer after 
December 31, 1984)’. 

(ii) Paragraph (1) of section 205(b) of such Act is 
amended by adding at the end thereof the following 
new sentence: 

“Clause (iii) of eee (C) shall apply only with respect to the 
transferred assets ( income therefrom) if the plan separately 
accounts for such assets and any income therefrom.” 
(3) CLARIFICATION OF COORDINATION BETWEEN QUALIFIED JOINT 
AND SURVIVOR ANNUITY AND QUALIFIED PRERETIREMENT SURVI- 
VOR ANNUITY.— 

(A) AMENDMENT OF INTERNAL REVENUE CODE.—Clause (i) 
of section 401(aX11A) is amended by striking out “who 
retires under the plan” and inserting in lieu thereof “who 
does not die before the annuity starting date”. 

(B) AMENDMENT OF ERISA.—Paragraph (1) of — 205(a) 
of the Employee Retirement acon ity Act of 1974 i is 
amended by striking out “who retires under the plan” and 
inserting in lieu thereof “who does not die before the 
annuity starting date”. 

(4) REQUIREMENT OF SPOUSAL CONSENT FOR USING PLAN ASSETS 
AS SECURITY FOR LOANS.— 

(A) AMENDMENTS OF INTERNAL REVENUE CODE.— 

(i) Subparagraph (B) of section 417(aX1) is amended 
by striking out “paragraphs (2) and (3)” and inserting 
in lieu thereof “paragraphs (2), (3), and (4)”. 

(ii) Subsection (a) of section 417 is amended by re- 
designating paragraphs (4) and (5) as paragraphs (5) 
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and (6), respectively, and by inserting after paragraph 
(3) the following new paragraph: 

“(4) REQUIREMENT OF SPOUSAL CONSENT FOR USING PLAN ASSETS 
AS SECURITY FOR LOANS.—Each plan shall provide that, if section 
401(aX11) applies to a participant when part or all of the 
participant’s accrued benefit is to be used as security for a loan, 
no portion of the participant’s accrued benefit may be used as 
security for such loan unless— 

“(A) the spouse of the participant (if any) consents in 
writing to such use during the 90-day period ending on the 
date on which the loan is to be so secured, and 

“(B) requirements comparable to the requirements of 
paragraph (2) are met with respect to such consent.” 

(iii) Subsection (f) of section 417 is amended by re- 
designating paragraph (5) as paragraph (6) and by 
inserting after paragraph (4) the following new 
paragraph: 

“(5) DISTRIBUTIONS BY REASON OF SECURITY INTERESTS.—If the 
use of any participant’s accrued benefit (or any portion thereof) 
as security for a loan meets the requirements of subsection 
(a4), nothing in this section or section 411(a\(11) shall prevent 
any distribution required by reason of a failure to comply with 
the terms of such loan.” 

(B) AMENDMENT OF ERISA.— 

(i) Subparagraph (B) of section 205(c\1) of the Em- 
ployee Retirement Income Security Act of 1974 is 
amended by striking out “paragraphs (2) and (3)” and 
inserting in lieu thereof “paragraphs (2), (3), and (4)”. 

(ii) Subsection (c) of section 205 of such Act is 
amended by redesignating paragraphs (4), (5), and (6) as 
paragraphs (5), (6), and (7), respectively, and by insert- 
ing after paragraph (3) the following new paragraph: 

“(4) Each plan shall provide that, if this section applies to a 
participant when part or all of the participant’s accrued benefit is to 
be used as security for a loan, no portion of the participant’s accrued 
benefit may be used as security for such loan unless— 

“(A) the spouse of the participant (if any) consents in writing 
to such use during the 90-day period ending on the date on 
which the loan is to be so secured, and 

“(B) requirements comparable to the requirements of para- 
graph (2) are met with respect to such consent.” 

(iii) Section 205 of such Act is amended by redesignat- 
ing subsection (j) as subsection (k) and by inserting 
after subsection (i) the following new subsection: 

“() If the use of any participant’s accrued benefit (or any portion 
thereof) as security for a loan meets the requirements of subsection 
(cX4), nothing in this section shall prevent any distribution required 
by reason of a failure to comply with the terms of such loan.” 

) EFFECTIVE DATES.— 

(i) The amendments made by this paragraph shall 
apply with respect to loans made after August 18, 1985. 

(ii) In the case of any loan which was made on or 
before August 18, 1985, and which is secured by a 
portion of the participant’s accrued benefit, nothing in 
the amendments made by sections 103 and 203 of the 
Retirement Equity Act of 1984 shall prevent any dis- 
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tribution required by reason of a failure to comply with 
the terms of such loan. 

(iii) For purposes of this subparagraph, any loan 
which is revised, extended, renewed, or renegotiated 
after A t 18, 1985, shall be treated as le after 
August 18, 1985. 

(5) CLARIFICATION OF NOTICE REQUIREMENT FOR INDIVIDUALS 
WHO BECOME PARTICIPANTS AFTER AGE 35, ETC.— 

(A) AMENDMENT OF INTERNAL REVENUE CODE.—Subpara- 
graph (B) of section 417(aX3) (relating to plan to provide 
written explanations) is amended to read as follows: 

“(B) EXPLANATION OF QUALIFIED PRERETIREMENT SURVIVOR 
ANNUITY.— 

“(i) IN GENERAL.—Each plan shall provide to each 
participant, within the applicable period with respect 
to such participant (and consistent with such regula- 
tions as the Secretary may prescribe), a written expla- 
nation with respect to the qualified preretirement 
survivor annuity comparable to that required under 
subparagraph (A). 

“(ii) APPLICABLE PERIOD.—For purposes of clause (i), 
the term ‘applicable period’ means, with respect to a 
— whichever of the following periods ends 
ast: 


“() The period beginning with the first day of 
the plan year in which the er. attains age 
32 and ending with the close of the plan year 
preceding the plan year in which the participant 
attains age 35. 

“(II) A reasonable period after the individual 
becomes a participant. 

“(III) A reasonable period ending after para- 
graph (5) ceases to apply to the participant. 

“(IV) A reasonable period ending after section 
401(aX11) applies to the participant. 

“(V) A reasonable period r separation from 
service in case of a participant who separates 
before attaining age 35. 

(B) AMENDMENT OF ERISA.—Subparagraph (B) of section 
205(cX3) of the Employee Retirement Income Security Act 
of 1974 is amended to read as follows: 

“(BXi) Each plan shall provide to each participant, within the 
applicable period with respect to such participant (and consistent 
with such regulations as the Secretary may prescribe), a written 
explanation with respect to the qualified preretirement survivor 
annuity comparable to that required under subparagraph (A). 

“(ii) For purposes of clause (i), the term ‘applicable period’ means, 
— —- to a participant, whichever of the following periods 
ends last: 

“(D) The period beginning with the first day of the plan year in 
which the participant attains age 32 and ending with the close 
of the plan year preceding the plan year in which the partici- 
pant attains age 35. 

“(II) A reasonable period after the individual becomes a 
participant. 

“(IID A reasonable period ending after paragraph (5) ceases to 
apply to the participant. 
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“(IV) A reasonable period ending after section 401(aX11) ap- 
plies to the participant. 

“(V) A reasonable period after separation from service in case 
of a participant who separates before attaining age 35.” 

(6) SPOUSAL CONSENT FOR CHANGES IN DESIGNATIONS.— 

(A) AMENDMENT OF INTERNAL REVENUE CODE.—Subpara- 
graph (A) of section 417(a\2) (relating to requirement that 
spouse consent to election) is amended to read as follows: 

“(A\i) the spouse of the participant consents in writing to 
such election, (ii) such election designates a rt (or 
a form of benefits) which may not be changed without 
spousal consent (or the consent of the spouse expressly 
permits designations by the participant without any 
requirement of further consent by the spouse), and (iii) the 
spouse’s consent acknowledges the effect of such election 
and is witnessed by a plan representative or a notary 
public, or’. 

(B) AMENDMENT OF ERISA.—Subparagraph (A) of section 
20KcX2) of the Employee Retirement Income Security Act 
of 1974 is amended to read as follows: 

“(AXi) the spouse of the participant consents in writing to 
such election, (ii) such election designates a beneficiary (or a 
form of benefits) which may not be changed without spousal 
consent (or the consent of the spouse expressly permits designa- 
tions by the participant without any requirement of further 
consent by the spouse), and (iii) the spouse’s consent acknowl- 
edges the effect of such election and is witnessed by a plan 
representative or a notary public, or”. 

(C) EFFECTIVE DATE.—The amendments made by this 
paragraph shall apply to plan years beginning after the 
date of the enactment of this Act. 

(7) CLARIFICATION OF NONFORFEITABLE ACCRUED BENEFIT.— 

(A) AMENDMENT OF INTERNAL REVENUE CODE.—Subclause 
(I) of section 401(aX11\BXiii) is amended by striking out 
“the participant’s nonforfeitable accrued benefit” and 
inserting in lieu thereof “the participant’s nonforfeitable 
accrued benefit (reduced by any security interest held 
by the plan by reason of a loan outstanding to such 
participant)”. 

(B) AMENDMENT OF ERISA.—Subparagraph (C) of section 
205(bX1) of the Employee Retirement Income Security Act 
of 1974 is amended by striking out “the participant’s non- 
forfeitable accrued benefit” and inserting in lieu thereof 
“the participant’s nonforfeitable accrued benefit (reduced 
by any security interest held by the plan by reason of a loan 
outstanding to such participant)”. 

(8) CLARIFICATION OF DEFINITION OF VESTED PARTICIPANT.— 

(A) AMENDMENT OF INTERNAL REVENUE CODE.—Paragraph 
(1) of section 417(f) (defining vested participant) is amended 
by striking out “the accrued benefit derived from employer 
contributions” and inserting in lieu thereof “such partici- 
pant’s accrued benefit”. 

(B) AMENDMENT OF ERISA.—Paragraph (1) of section 205(h) 
of the Employee Retirement Income Security Act of 1974 is 
amended by striking out “the accrued benefit derived from 
employer contributions” and inserting in lieu thereof “such 
participant’s accrued benefit”. 
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(9) CLARIFICATION OF QUALIFIED PRERETIREMENT SURVIVOR 
ANNUITY.— 

(A) AMENDMENTS OF INTERNAL REVENUE CODE.— 

(i) Paragraph (2) of section 417(c) (defining qualified 
preretirement survivor annuity) is amended by striking 
out “the account balance of the participant as of the 
date of death” and inserting in lieu thereof “the por- 
tion of the account balance of the participant (as of the 
date of death) to which the participant had a non- 
forfeitable right (within the meaning of section 411(a))’. 

(ii) Subsection (c) of section 417 (defining qualified 
preretirement survivor annuity) is amended by adding 
at the end thereof the following new paragraph: 

“(3) SECURITY INTERESTS TAKEN INTO ACCOUNT.—For purposes 
of paragraphs (1) and (2), any security interest a by the plan 
by reason of a loan outstanding to the partici 1 be taken 
into account in determining the amount o the ‘qualified pre- 
retirement survivor annuity.” 

(B) AMENDMENTS OF ERISA.— 

(i) Paragraph (2) of section 205(e) of the Employee 
Retirement Income Security Act of 1974 is amended by 
striking out “the account balance of the participant as 
of the date of death” and inserting in lieu thereof “the 
portion of the account balance of the participant (as of 
the date of death) to which the participant had a 
nonforfeitable accrued benefit”. 

(ii) Subsection (e) of section 205 of the Employee 
Retirement Income Security Act of 1974 is amended by 
adding at the end thereof the following new paragraph: 

“(3) For purposes of paragraphs (1) and (2), any security 
interest held by the plan by reason of a loan outstanding to the 
participant shall be taken into account in determining the 
amount of the qualified preretirement survivor annuity.” 

(10) CLARIFICATION OF REQUIREMENTS FOR SPOUSAL CONSENT.— 

(A) AMENDMENT OF INTERNAL REVENUE CODE.—Subsection 
(f) of section 417 (as amended by paragraph (4)) is amended 
by redesignating paragraph (6) as paragraph (7) and by 
inserting after paragraph (5) the following new paragraph: 

“(6) REQUIREMENTS FOR CERTAIN SPOUSAL CONSENTS.—No con- 
sent of a spouse shall be effective for purposes of subsection 
(eX1) or (eX2) (as the case may be) unless requirements com- 
parable to the requirements for s spousal consent to an election 
under subsection (a1)A) are met. 

(B) AMENDMENT TO ERISA.—Section 205 of the piace 
Retirement Income Security Act of 1974 (as amended by 
paragraph (4)) is amended by redesignating subsection (k) as 
subsection (1) and by inserting after subsection (j) the follow- 
ing new subsection: 

“(k) No consent of a spouse shall be effective for purposes of 
subsection (gX1) or (gX2) (as the case may be) unless requirements 
comparable to the requirements for spousal consent to an election 
under subsection (c1A) are met.” 

(11) yy ve ere OF — FOR SUBSIDIZED PLANS.— 


(A) AMENDMENT OF INTERNAL neers Seer Shee 
graph (A) of section 417(aX5) (as redesignated b y paragraph 
plan’ 


CXA)) i is amended by striking out “if ‘Sa insert- 
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ing in lieu thereof “if such benefit hep Aang not be waived (or 
another beneficiary selected) and if the plan 

(B) AMENDMENT TO ERISA. Subparagraph (A) of section 
205(cX5) of the Employee Retirement Income Security Act 
of 1974 (as ea amps by erenne (4XB)) is amended by 
striking out “if the plan” and inserting in lieu thereof “if 
such benefit may not be waived (or another beneficiary 
selected) and if the plan”. 

(12) CLARIFICATION OF ANNUITY STARTING DATE.— 

(A) AMENDMENT OF INTERNAL REVENUE CODE.—Paragraph 
(2) of section 417(f) (defining annuity starting date) is 
amended to read as follows: 

“(2) ANNUITY STARTING DATE.— 

“(A) IN GENERAL.—The term ‘annuity starting date’ 
means— 

“(i) the first day of the ony. = for which an 
amount i is payable as an annuity 

“(ii) in the case of a benefit not p ithe in the form of 

an annuity, the first day on ich all events have 

occurred which entitle the participant to such benefit. 

“(B) SPECIAL RULE FOR DISABILITY BENEFITS.—F or purposes 
of subparagraph (A), the first day of the first period for 
which a benefit is to be received by reason of disability shall 
be treated as the annui starting date only if such benefit 
is not an auxiliary benefit.” 

(B) AMENDMENT TO ERISA.—Paragraph (2) of section 205(h) 
of the Employee Retirement Income sale dacutter Act of 1974 is 
amended to read as follows: 

“(2A) The term ‘annuity starting date’ means— 

“(i) the first day of the first period for which an amount is 

payable as an annuity, or 

‘(ii) in the case of a benefit not payable in the form of an 
annuity, the first day on which all events have occurred 
which entitle the participant to such benefit. 

“(B) For purposes of subparagraph (A), the first day of the 
first period for which a benefit is to be received by reason of 
disability shall be treated as the annuity starting date only if 
such benefit is not an auxiliary benefit.” 

(13) CLARIFICATION OF PLANS TO WHICH REQUIREMENTS 
APPLY.— 

(A) AMENDMENT TO INTERNAL REVENUE CODE.—Subclause 
(I) of section 401(aX11\BXiii) is amended by striking out 
daa 417(aX2XA)” and inserting in lieu thereof “section 

a 
B) AMENDMENT TO ERISA.—Clause (i) of section 
205(bX1XC) of the Employee Retirement Income Securit; ty 
Act of 1974 is amended by striking out “subsection (cX2\A)”’ 
and inserting in lieu thereof “subsection (c\(2)’’. 

(14) CERTAIN PLANS DO NOT NEED TO PROVIDE CERTAIN SURVIVOR 
BENEFITS.— 

(A) AMENDMENT TO INTERNAL REVENUE CODE.—Paragraph 
(11) of section 401(a) is amended by redesignating —er 
graph (D) as sub ph (E) and by inserting afte 
or (C) the following new subparagraph: 

“(D) SPECIAL RULE WHERE PARTICIPANT AND SPOUSE MAR- 
RIED LESS THAN 1 YEAR.—A plan shall not be treated as 
failing to meet the roqubieumantl of subparagraphs (B\iii) or 
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(C) merely because the plan provides that benefits will not 

be payable to the surviving spouse of the participant unless 

the participant and such spouse had been married through- 

out the l-year period ending on the earlier of the partici- 

— annuity starting date or the date of the participant’s 
eath.” 

(B) AMENDMENT TO ERISA.—Section 205(b) of the Em- 
ployee Retirement Income Security Act of 1974 is amended 
by adding at the end thereof the following new paragraph: 

“(3) A plan shall not be treated as failire to meet the require- 
ments of paragraph (1\C) or (2) merely because the plan provides 
that benefits will not be payable to the surviving spouse of the 
participant unless the participant and such spouse had been mar- 
ried throughout the l-year period ending on the earlier of the 
— annuity starting date or the date of the participant’s 

eath.” 
(15) CLERICAL AMENDMENTS.— 

(A) Paragraph (1) of section 417(a) is amended by striking 
out “section 401(a\ii)” and inserting in lieu thereof “section 
401(aX11)”. 

(B) Paragraph (1) of section 417(c) is amended by striking 
out “survivor annuity or the life of’ in the matter preced- 
ing subparagraph (A) and inserting in lieu thereof “survi- 
vor annuity for the life of’. 

(C) Subparagraph (B) of section 415(b\(2) is amended by 
striking out “as defined in section 401(aX11XGMXiii)” and 
inserting in lieu thereof “as defined in section 417”. 

(c) AMENDMENTS RELATED TO SEcTIONS 104 AND 204 or THE AcT.— 

(1) TREATMENT OF QUALIFIED DOMESTIC RELATIONS ORDERS FOR 
INDIVIDUALS OTHER THAN SPOUSE OR FORMER SPOUSE.— 

(A) IN GENERAL.—Paragraph (9) of section 402(a) (relating 
to alternate payee under qualified domestic relations order 
treated as distributee) is amended by striking out “the 
alternate payee shall be treated” and inserting in lieu 
thereof “any alternate payee who is the spouse or former 
spouse of the participant shall be trea’ ; 

(B) CoNFORMING AMENDMENT.—Section 72(m\(10) (relat- 
ing to determination of investment in the contract in the 
case of qualified domestic relations orders) is amended by 
inserting ‘who is the spouse or former spouse of the partici- 
pant” after “alternate payee”. 

(C) ErrEcTIVE DATE.—The amendments made by this 
paragraph shall apply to payments made after the date of 
the enactment of this Act 

(2) PROCEDURES FOR PERIOD DURING WHICH DETERMINATION IS 
BEING MADE.— 

(A) AMENDMENTS OF THE INTERNAL REVENUE CODE.— 

(i) Subparagraph (A) of section 414(p\7) (relating to 
procedures for period during which determination is 
being made) is amended by striking out “shall seg- 
regate in a separate account in the plan or in an escrow 
account the amounts” and inserting in lieu thereof 
“shall separately account for the amounts (hereinafter 
in this paragraph referred to as the ‘segregated 
amounts’)”. 
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(ii) Subparagraph (B) of section 414(pX7) (relating to 
payment to alternate payee if order is determined to be 
qualified domestic relations order) is amended— 

(I) by striking out “18 months” and inserting in 
lieu thereof “the 18-month period described in 
subparagraph (E)”’, and 

(I) by striking out “plus any interest” and 
inserting in lieu thereof “including any interest”. 

(iii) Subparagraph (C) of section 414(pX7) is 
amended— 

(I) by striking out “18 months” and inserting in 
lieu thereof “the 18-month period described in 
wuernereae (E)”’, and 

(I) by striking out “plus any interest” and 
inserting in lieu thereof “including any interest”. 

(iv) Subparagraph (D) of section 414(pX(7) is amended 
by striking out “the 18-month period” and inserting in 
lieu thereof “the 18-month period described in subpara- 
graph (E)”. 

(v) Paragraph (7) of section 414(p) is amended by 
adding at the end thereof the following new 
subparagraph: 

“(E) DETERMINATION OF 18-MONTH PERIOD.—For purposes 
of this paragraph, the 18-month period described in 
subparagraph is the 18-month period beginning with the 
date on which the first payment would be required to be 
made under the domestic relations order.” 

(B) AMENDMENTS OF ERISA.— 

(i) Clause (i) of section 206(dX3XH) of the Employee 
Retirement Income Security Act of 1974 is amended by 
striking out “shall segregate in a separate account in 
the plan or in an escrow account the amounts” and 
inserting in lieu thereof “shall separately account for 
the amounts ee in this subparagraph referred 
to as the ‘segregated amounts’)”. 

(ii) Clause (ii) of se: tien 206(dX8XH) of such Act is 
amended— 

(D by striking out “18 months” and inserting in 
lieu thereof “the 18-month period described in 
clause (v)”, and 

(II) by striking out “plus any interest” and 
inserting in lieu thereof “including any interest”. 

(iii) Clause (iii) of section 206(d\X3\H) of such Act is 
amended— 

(I) by striking out “18 months” and inserting in 
lieu thereof “the 18-month period described in 
clause (v)”, and 

(I) by striking out “plus any interest” and 
inserting in lieu thereof “including any interest”. 

(iv) Clause (iv) of section 206(dX8\H) of such Act is 
amended by striking out “the 18-month period” and 
inserting in lieu thereof “the 18-month period de- 
scribed in clause (v)”. 

(v) Subparagra aph (H) of section 206(dX3) of such Act 
is amended by adding at the end thereof the following 
new clause: 
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“(v) For purposes of this subparagraph, the 18-month period de- 
scribed in this clause is the 18-month period beginning with the date 
on which the first payment would be required to be made under the 
domestic relations order.” 

(3) COORDINATION WITH QUALIFIED PLAN REQUIREMENTS.—Sec- 
tion 401 is amended by redesignating the subsection relating to 
cross references as subeettiian (n) and by inserting after subsec- 
tion (1) the following new subsection: 

“(m) COORDINATION WITH QUALIFIED Domestic RELATIONS 
pcg —The Secretary shall prescribe such rules or lations as 

necessary to coordinate the requirements of subsection 
CASK) and section 414(p) (and the regulations issued by the 
as of Labor thereunder) with the other provisions of this 
chapter 

(4) CLARIFICATION OF APPLICATION OF DOMESTIC RELATION 
PROVISIONS.— 

(A) AMENDMENT OF INTERNAL REVENUE CODE.—Subsection 
(p) of section 414 is amended by redesignating aph (9) 
as paragraph (11) and by inserting after paragraph (8) the 
following new paragraph: 

“(9) SUBSECTION NOT TO APPLY TO PLANS TO WHICH SECTION 
401 (a) (13) DOES NOT APPLY.—This subsection shall not apply to 
any plan to which section — does not ¢ apply. r 

(B) ns OF ERISA.—Paragraph " A section 206(d) 
of the Employee Retirement Income Act of 1974 is 
amended by redesignating sub a ) as subpara- 
graph (N) and by inserting r subparagraph (K) the 
following new subparagraph: 

“(L) This paragraph shall not apply to any plan to which para- 
graph (1) = not apply.” 

(5) BENEFIT PAYMENTS MADE IN ACCORDANCE WITH QUALIFIED 
DOMESTIC RELATIONS ORDERS NOT TREATED AS GARNISHMENTS FOR 
PURPOSES OF CONSUMER CREDIT PROTECTION ACT.—Paragraph (3) 
of section 206(d) of the Employee Retirement Income Security 
Act of 1974 (as amended by paragraph (4)(B)) is further amended 
= a after subparagraph (L) the following new subpara- 


“(M) MD Payment of benefits by a pension plan in accordance with the 
applicable — uirements of a qualified domestic relations order shall 
a 


not be tre as garnishment for purposes of section 303(a) of the 
Consumer Credit Protection Act.”’. 
(6) TREATMENT OF CERTAIN SPOUSES.— 

(A) AMENDMENT OF THE INTERNAL REVENUE CODE.— 
Subparagraph (A) of section 414(p)(5) (relating to treatment 
of former spouse as surviving spouse for pu of deter- 
mining survivor benefits) is amended by stri out ‘ ‘sec- 
tions 401(aX11) and 417” and inserting in lieu Gtvant “ene 
tions 401(aX11) and 417 (and any spouse of the participant 
shall not be treated as a spouse of the participant for such 
purposes)”. 

(B) AMENDMENT oF ERISA.—Clause (i) of section 
206(dX3F) of the Employee Retirement Income Security 
Act of 1974 is amended by striking out “section 205” and 
inserting in lieu thereof “section 205 (and any spouse of the 
participant shall not be treated as a spouse of the partici- 
pant for such purposes)”. 

(7) CLERICAL AMENDMENTS.— 
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(A) AMENDMENTS OF INTERNAL REVENUE CODE.— 

(i) Subparagraph (F) of section 402(aX6) is amended 
by striking out “paragraph (5A)” and inserting in lieu 
thereof “paragraph (5)’. 

(ii) Clause (i) of section 414(pX1XB) is amended by 
striking out “to a spouse,’ "and inserting in lieu thereof 
“to a spouse, former spouse,” 

(iii) Clause (i) of section 414(pX6XA) is amended by 
striking out “any other alternate — and inserting 
in lieu thereof “each alternate 

(iv) re (B) of section “414(pX6) i is amended 
by striking out “the surviving spouse’ ’ and inserting in 
lieu thereof “the surviving former spouse”’. 

(v) Subsection (p) of section 414 is amended by strik- 
ing out the last sentence of paragraph (5) and by insert- 

ing after paragraph (9) the following new paragraph: 

*(10) area OF CERTAIN DISTRIBUTION REQUIREMENTS.— With 
respect to the requirements of subsections (a) and (k) of section 
401 and section 409(d), a plan shall not be treated as failing to 
meet such requirements solely by reason of payments to an 
alternative payee pursuant to a qualified domestic relations 


order.” 
(vi) ee (4A) of oe 414(p) is amended— 
by striking out “In the case of any caer 
ae a participant has separated from service, a 
and inserting in lieu thereof “A”, and 
(I) by inserting “in the case of any payment 
before a participant has separated from service,” 
before “on or” in clause (i). 


(vii) Sub aeee= (B) of section 414(p4) is amended 
to read as follows: 
“(B) EARLIEST RETIREMENT AGE.—For purposes of this 
paragraph, the term ‘earliest retirement age’ means earlier 
0 — 


“(i) in the date on which the participant is entitled to 
a distribution under the plan, or 

“(ii) in the later of— 

“(I) the date the icipant attains age 50, or 
“(ID the earliest date on which the se 
could begin receiving benefits under the plan if the 
participant separated from service.” 
(B) AMENDMENTS OF ERISA.— 

(i) Clause (ii) of section 206(dX3XF) of the Em wiciar 
Retirement Income Security Act of 1974 is amended by 
striking out “the former spouse’ —_— inserting in lieu 
thereof “the surviving former s 

(ii) Subclause (1) of section aX3XGXi) of such Act i is 
amended by striking out “any other alternate payee” 
and inserting in lieu thereof “each alternate payee”. 

(iii) Subparagraph (E) of section 206(dX3) of such Act 
" amet) by & riking In th f 

y striking out “In the case of any pa’ ent 
before a participant has separated from ah, a 
in clause (i) an ~—— in lieu thereof “A”, and 
(ID) by inserting “ e case of any payment 
before a participant _* —_ ted from service,’ 
before “on or” in subclause ( 
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(iv) Clause (ii) of section 206(dX3XE) of such Act is 
amended to read as follows: 

“(ii) For purposes of this subparagraph, the term ‘earliest retire- 
ment age’ means the earlier of— 

“(D the date on which the participant is entitled to a distribu- 
tion under the plan, or 

“(ID the later of the date of the participant attains age 50 or 
the earliest date on which the participant could begin receiving 
benefits under the plan if the participant separated from serv- 
ice. 

(d) AMENDMENTS RELATED To Sections 105 anp 205 or THE Act.— 

(1) VESTED ACCRUED BENEFIT.— 

(A) AMENDMENTS TO THE INTERNAL REVENUE CODE.— 

(i) Subparagraph (A) of section 411(aX11) (relating to 
restrictions on certain mandatory distributions) is 
amended to read as follows: 

“(A) In GENERAL.—If the present value of any vested 
accrued benefit exceeds $3,500, a plan meets the require- 
ments of this omer only if such plan provides that 
such benefit may not be immediately distributed without 
the consent of the participant.” 

(ii) Subsection (a) of section 411 is amended by strik- 
ing out “paragraphs (1) and (2)” in the matter preced- 
ing paragraph (1) and inserting in lieu thereof “para- 
graphs (1), (2), and (11)”. 

(B) AMENDMENTS TO ERISA.—Paragraph (1) of section 203 
of the Employee Retirement Income Security Act of 1974 is 
amended to read as follows: 

“(1) If the present value of any vested accrued benefit exceeds 
$3,500, a pension plan shall provide that such benefit may not be 
immediately distributed without the consent of the participant.” 

(2) DistRIBUTIONS UNDER SECTION 404 (k) .— 

(A) AMENDMENT TO THE INTERNAL REVENUE CODE.—Sec- 
tion 411(aX11) is amended by adding at the end thereof the 
following new subparagraph: 

“(C) DIVIDEND DISTRIBUTIONS OF ESOPS ARRANGEMENT.— 
This — shall not apply to any distribution of divi- 
dends to which section 404(k) applies.” 

(B) AMENDMENT TO ERISA. ion 203(e) of the Em- 

loyee Retirement Income Security Act of 1974 is amended 
y adding at the end thereof the following new paragraph: 

“(3) This subsection shall not apply to any distribution of divi- 
—_ to which section 404(k) of the Internal Revenue Code of 1954 
applies. 

(e) AMENDMENTS RELATED TO SECTION 207 oF THE Act.— 

(1) Paragraph (1) of section 402(f) (relating to written 
explanation to recipients of distributions eligible for rollover 
treatment) is amended by striking out “qualifying rollover dis- 
tribution” and inserting in lieu thereof “eligible rollover dis- 
tribution”. 

(2) Paragraph (2) of section 402(f) is amended to read as 
follows: 

“(2) DeFIn1tT1IONs.—For purposes of this subsection— 

“(A) ELIGIBLE ROLLOVER DISTRIBUTION.—The term ‘eligible 
rollover distribution’ means any distribution any portion of 
which may be excluded from gross income under subsection 
(aX5) of this section or subsection (a\4) of section 403 if 
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transferred to an eligible retirement plan in accordance 
with the requirements of such subsection. 

“(B) ELIGIBLE RETIREMENT PLAN.—The term ‘eligible 
retirement plan’ has the meaning given such term by 
subsection (aX5XEXiv).” 

(f) AMENDMENT RELATED TO SECTION 301 oF THE AcT.— 

(1) SPECIAL RULE FOR ESOPS.— 

(A) AMENDMENT TC THE INTERNAL REVENUE CODE.—Sec- 
tion 411(dX6) is amended by adding at the end thereof the 
following new subparagraph: 

“(C) SPECIAL RULE FOR ESOPS.—For purposes of this para- 
graph, any— 

“(i) tax credit employee stock ownership plan (as 
defined in section 409(a)), or 
“(ii) employee stock ownership plan (as defined in 
section 4975(eX7)), 
shall not be treated as failing to meet the requirements of 
this paragraph merely because it modifies distribution 
options in a nondiscriminatory manner.” 

(B) AMENDMENT TO ERISA.—Section 204(g) of the 
Employee Retirement Income Security Act of 1974 is 
amended by adding at the end thereof the following new 
paragraph: 

“(3) For purposes of this subsection, any— 

“(A) tax credit employee stock ownership plan (as defined in 
section 409(a) of the Internal Revenue Code of 1954), or 

“(B) employee stock ownership plan (as defined in section 
4975(eX7) of such Code), 

shall not be treated as failing to meet the requirements of this 
subsection merely because it modifies distribution options in a 
nondiscriminatory manner.” 

(2) CLERICAL re (1) of section 204(g) of 
the Employee Retirement Income uvity Act of 1974 is 
amended by striking out “section 302(cX8)’”’ and inserting in lieu 
thereof “section 302(cX8) or 4281”. 

(g) AMENDMENT RELATED TO SECTION 302 oF THE Act.—Paragraph 
(2) of section 302(b) of the Retirement Equity Act of 1984 is amended 
a out “January 1, 1987” and inserting in lieu thereof “July 

(h) AMENDMENTS RELATED TO SECTION 303 OF THE ACT.— 

(1XA) Subsection (c) of section 303 of the Retirement Equity 
Act of 1984 (relating to transitional rule for requirement of joint 
and survivor annuity and preretirement survivor annuity) is 
amended by adding at the end thereof the following new 
paragraph: 

“(4) ELIMINATION OF DOUBLE DEATH BENEFITS.— 

“(A) IN GENERAL.—In the case of a participant described 
in paragraph (2), death benefits (other than a qualified joint 
and survivor annuity or a qualified preretirement survivor 
annuity) payable to any beneficiary shall be reduced by the 
amount payable to the surviving spouse of such participant 
by reason of paragraph (2). The reduction under the preced- 
ing sentence shall be made on the basis of the respective 
present values (as of the date of the participant’s death) of 
such death benefits and the amount so payable to the 
surviving spouse. 
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“(B) SPOUSE MAY WAIVE PROVISIONS OF PARAGRAPH (2).—In 
the case of any participant described in paragraph (2), the 
surviving spouse of such participant may waive the provi- 
sions of paragraph (2). Such waiver shall be made on or 
before the close of the second plan year to which the 
amendments made by section 103 of this Act apply. Such a 
waiver shall not be treated as a transfer of property for 
purposes of chapter 12 of the Internal Revenue Code of 1954 
and shall not be treated as an assignment or alienation for 
purposes of section 401(aX13) of the Internal Revenue Code 
of 1954 or section 206(d) of the Employee Retirement 
Income Security Act of 1974.” 

(B) Section 2503 is amended by adding at the end thereof the 
following new subsection: 

“(f) Warver oF CERTAIN PENSION RiGuts.—If any individual 
waives, before the death of a participant, any survivor benefit, or 
right to such benefit, under section 401(aX11) or 417, such waiver 
shall not be treated as a transfer of property by gift for purposes of 
this chapter.” 

(2) Subparagraph (A) of section 303(eX2) of the Retirement 
Equity Act of 1984 (relating to treatment of certain participants 
who perform services on or after January 1, 1976) is amended by 
striking out “in the first plan year” and inserting in lieu thereof 
“in any plan year”. 

(3) Paragraph (2) of section 303(c) of the Retirement Equity 
Act is amended by adding at the ena thereof the following new 
sentence: “In the case of a profit-sharing or stock bonus plan to 
which this paragraph applies, the plan shall be treated as 
meeting the requirements of the amendments made by sections 
103 and 203 with respect to any participant if the plan made a 
distribution in a form other than a life annuity to the surviving 
— of the participant of such participant’s nonforfeitable 

nefit.” 

(i) TECHNICAL AMENDMENT TO SECTION 408(d) or ERISA.— 

(1) Subsection (d) of section 408 of the Employee Retirement 
Income Security Act of 1974 is amended by striking out “(a),”. 

(2) The amendment made by paragraph (1) shall apply to 
transactions after the date of the enactment of this Act. 

(j) ErrecttvE Date.—Except as otherwise provided in this section, 
any amendment made by this section shall take effect as if included 
in the provision of the Retirement Equity Act of 1984 to which such 
amendment relates. 


CHAPTER 3—AMENDMENT RELATED TO THE CHILD 
SUPPORT ENFORCEMENT AMENDMENTS OF 1984 


SEC. 1899. AMENDMENT RELATED TO THE CHILD SUPPORT ENFORCE- 
MENT AMENDMENTS OF 1984. 


(a) In GENERAL.—Section 457(bX3) of the Social Security Act is 
amended by inserting ‘“‘or administrative” after “court”. 

(b) ErrectivE Date.—The amendment made by this section shall 
become effective on the date of the enactment of this Act. 
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CHAPTER 4—MISCELLANEOUS AMENDMENTS CORRECTING 
ERRORS OF SPELLING, PUNCTUATION, ETC. 


SEC. 1899A. MISCELLANEOUS AMENDMENTS CORRECTING ERRORS OF 
SPELLING, PUNCTUATION, ETC. 


(1) Paragraph (4) of section 25(f) is amended by striking out 
“insure” and inserting in lieu thereof “ensure”. 

(2) Subparagraph (A) of section 103(h\(2) (relating to prohibition of 
discrimination) is amended by striking out ‘“guaranted” and insert- 
ing in lieu thereof “guaranteed”’. 

(3) Subparagraph (B) of section 103(m)8) (relating to exceptions) is 
amended by striking out “section 608(6A)” and inserting in lieu 
thereof “section 608(a)(6)(A)’. 

(4) Paragraph (4) of section 103(p) is amended by striking out 
“October” and all that follows and inserting in lieu thereof “October 
27, 1949 (48 U.S.C. 1403).” 

(5) Clause (i) of section 132(h\(3\B) (defining qualified automobile 
demonstration use) is amended by striking out “such use in” and 
inserting in lieu thereof “such use is’. 

(6) Paragraph (6) of section 172(d) is amended by inserting ‘“‘Monr- 
— RELATED TO REAL ESTATE INVESTMENT TRUSTS.—” after 
“t ¥ 

(7) Clause (i) of section 338(h\8\(C) is amended by striking out 
“subparagraph (A) and (B)” and inserting in lieu thereof “subpara- 
graphs (A) and (B)”. 

(8) Paragraph (12) of section 341(e) is amended by striking out 
““1245{a).—" in the heading and inserting in lieu thereof ‘1245(a), 
ETC.—”’. 

(9) Clause (iii) of section 374(eX1(A) is amended by striking out 
“Court of Claims” and inserting in lieu thereof “United States 
Claims Court’. 

(10) Paragraph (22) of section 401(a) is amended by striking out 
“if” and inserting in lieu thereof “If”. 

(11) Subsection (d) of section 409 is amended by striking out 
“participants’s” and inserting in lieu thereof “participant’s”. 

(12) Subparagraph (B) of section 414(p\(3) is amended by striking 
out the comma after “benefits”. 

(13) Subsection (k) of section 415 is amended to read as follows: 

“(k) DEFINITIONS OF DEFINED CONTRIBUTION PLAN AND DEFINED 
BENEFIT PLAN.—For purposes of this title, the term ‘defined con- 
tribution plan’ or ‘defined benefit plan’ means a defined contribu- 
tion plan (within the meaning of section 414(i)) or a defined benefit 
plan (within the meaning of section 414(j)), whichever applies, which 
is— 

“(1) a plan described in section 401(a) which includes a trust 
which is exempt from tax under section 501(a), 

“(2) an annuity plan described in section 403(a), 

“(3) an annuity contract described in section 403(b), 
wae an individual retirement account described in section 

a), 

‘“(5) an individual retirement annuity described in section 
408(b), or 

“(6) a simplified employee pension.” 
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(14) Clause (ii) of section 468(d2\B) is amended by striking out 
“Comprehensive Environmental, Compensation, and Liability Act of 
1980” and inserting in lieu thereof “Comprehensive Environmental 
Response, Compensation, and Liability Act of 1980”. 

(15) Clause (i) of section 501(cX1\A) is amended by striking out 
“the date of the enactment of the Tax Reform Act of 1984” and 
inserting in lieu thereof “July 18, 1984”. 

(16) Paragraph (2) of section 505(c) is amended by striking out “the 
date of the enactment of the Tax Reform Act of 1984” and inserting 
in lieu thereof “July 18, 1984”. 

(17) Clause (i) of section 535(bX5XC) and subparagraph (C) of 
section 535(bX8) are each amended by striking out “the date of the 
enactment of the Tax Reform Act of 1984” and inserting in lieu 
thereof “July 18, 1984”. 

(18) Subparagraph (B) of section 543(aX1) is amended by striking 
out “46 U.S.C.” and inserting in lieu thereof “46 U.S.C. App.”. 

(19) The second sentence of section 751(c) is amended by striking 
out “section 617(f2), stock” and inserting in lieu thereof “section 
617(fX2)), stock”. 

(20) Subsection (a) of section 844 is amended by striking our “prior 
—_ unused loss” and inserting in lieu thereof “prior law), unused 
oss”. 

(21) Paragraph (2) of section 864(c) is amended by striking out 
“section 871(h) section 881(a)” and inserting in lieu thereof “section 
871(h), section 881(a)”. 

(22) Subparagraph (A) of section 881(bX2) is amended 4g striking 
out “Paragraph” and inserting in lieu thereof “ 

(23) Subparagraph (C) of section 881(cX3) is amended ce striking 
out “section 864(d\4).” and inserting in lieu thereof “section 
864(d\(4)).” 

(24) The paragraph heading of section 904(dX1) is amended to read 
as follows: 

“(1) IN GENERAL.—”’. 

(25) Paragraphs (23), (24), (25), and (26) of section 1016(a) are each 
amended by striking out the comma at the end thereof and inserting 
in lieu thereof a semicolon. 

(26) Subsection (c) of section 1042 is amended by striking out “this 
section.—” in the material preceding paragraph (1) and inserting in 
lieu thereof “this section—”’. 
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(27) Paragraphs (1) and (2) of section 1060 are each amended by 
ne out “46 U.S.C.” and inserting in lieu thereof “46 U.S.C. 

Pp 

(28) Subsection (e) of section 1276 is amended by striking out “the 
date of the enactment of this section” and inserting in lieu thereof 
“July 18, 1984”. 

(29) Subparagraph (C) of section 1277(b\(1) is amended by striking 
out “this paragaph” and inserting in lieu thereof “this paragraph’. 

(30) The heading for subparagraph (C) of section 1277(b\(2) is 
amended by striking out “PARAGRAPH 1.—” and inserting in lieu 
thereof “PARAGRAPH (1).—”’. 

(31) Subsection (d) of section 1277 is amended by striking out “the 
date of the enactment of this section” and inserting in lieu thereof 
“July 18, 1984”. 

(32) Paragraph (4) of section 1278(a) is amended by striking out 
“means of” and inserting in lieu thereof “means”. 

(33) Paragraph (1) of section 1371(e) is amended by inserting 
“(within the meaning of section 1368(e))” after “accumulated adjust- 
ments account”. 

(34) Paragraph (2) of section 1371(e) is amended by striking out 
“(within the meaning of section 1368(e))”. 

(35) Paragraph (2A) of section 1504(c) is amended by striking out 
“subsection (b\2) includes” and inserting in lieu thereof “subsection 
(bX(2)) includes”. 

(36) Subsection (c) of section 1551 is amended by striking out 

“section 269(b)” and inserting in lieu thereof “section 269(c)’’. 

(37) Subsection (d) of section 2210 is amended by striking out ‘may 
prescibe” and inserting in lieu thereof “ may prescribe”. 

(38) Clause (ii) of section 3121(vX2XA) is amended by striking out 
“forefeiture” and inserting in lieu thereof “forfeiture”. 

(39) The first sentence of paragraph (1) of section 3121(w) is 
amended by striking out “chapter 21 of this Code” and inserting in 
lieu thereof “this chapter”’. 

(40) Paragraph (2) of section 3121(w) is amended by striking out 
“the date of the enactment of this subsection” and inserting in lieu 
thereof “July 18, 1984”. 

(41) Subsection (e) of section 3231 is amended by redesignating the 
paragraph (6) added by Public Law 98-612 as paragraph (7). 

(42) Paragraph (1) of section 3301 is amended by striking out 
“unemployed” and inserting in lieu thereof “unemployment”. 

(43) Clause (iii) of section 3304(a\6XA) is amended by striking out 
“and” at the end thereof. 
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(44) Subparagraph (A) of section 3306(bX2) is amended by striking 
out “workman's compensation” and inserting in lieu thereof “work- 
men’s compensation”. 

(45) Paragraph (13) of section 3306(b) is amended by striking out 
the comma at the end thereof and inserting in lieu thereof a 
semicolon. 

(46) The heading for paragraph (6) of section 3406(b) is amended by 
striking out “6041(a)(a)” and inserting in lieu thereof “6041a(a)’. 

(47) Paragra _ (1) of section 4051(d) is amended by oe _ 
“the date of the enactment of the Tax Reform Act of 1984’ 
inserting in lieu thereof “July 18, 1984”. 

(48) Clause (ii) of section 4161(bX1XB) is amended by striking out 
the period at the end thereof and inserting in lieu thereof a comma. 

(49) Section 4227 is amended to read as follows: 


“SEC. 4227. CROSS REFERENCE. 


“For exception for a sale to an Indian tribal government (or its subdivi- 
sion) for the exclusive use of an Indian tribal government (or its subdivi- 
sion), see section 7871.” 


(50) The heading for paragraph (1) of section 4961(c) is amended by 
striking out “couRT oF CLAIMS” and inserting in lieu thereof 
“UNITED STATES CLAIMS COURT’. 
(51) The second sentence of subsection (d) of section 4975 is 
amended by striking out “and (12) shall not” and inserting in lieu 
thereof “and (12)) shall not”. 
(52) Subsection (f) of section 6011 is amended by striking out 
“sections 6012 to 6019, inclusive” and inserting in lieu thereof 
“subparts B and C”’. 

(53) Clause (v) of section 6103(1X7XD) is amended by striking out 
“this Code” and inserting in lieu thereof “this title’”’. 

(54) Subparagraph (B) of section 6111(d(1) is amended by ae 
out “st:bpargraph” and inserting in lieu thereof “sub F 

(55) Paragraph (1) of section 6427(b) is amended by striking. out 

“provided in paragraph (2)” and inserting in lieu thereof “otherwise 
provided in this subsection”’. 

(56) Paragraph (1) of section 6427(g) i is amended by striking out 

“anount” and inserting in lieu thereof “amount”. 

(57) The heading for section 6660 is amended by striking out “THE 
ESTATE’ and inserting in lieu thereof “EsTaTE’”’. 

(58) ) Subparagraph (B) of section 7422(gX1) is amended by striking 
out “section 4962” and inserting in lieu thereof “section 4963”. 
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(59) Paragraph (1) of section 7476(c) is amended by striking out 
“plan,, or” and inserting in lieu thereof “plan, or 

(60) ) Subparagraph = of section 7482(b\(1) is amended by striking 
out “partnership,’ and inserting in lieu thereof “partnership.”’. 

(61) Subsection (i) of section 7611 is amended— 

(A) by redesignating subparagraphs (A), (B), (C), (D), and (E) as 
paragraphs (1), (2), (3), (4), and (5), respectively. 

(B) by striking out “etc),” in paragraph (3) (as so redesignated) 
and inserting in lieu thereof “etc.),”, and 

(C) by striking out “the title” in agraph (5) (as so redesig- 
nated) and inserting in lieu thereof “the title”. 

(62) Paragraph (1) of section 7611(a) is amended by striking out all 
that follows subparagraph (A) and inserting in lieu thereof the 
following: 

“®) the notice requirements of paragraph (3), have been 
met.” 

(63) Clause (i) of section 7701(b\4XE) is amended by striking out 

“preceeding” and inserting in lieu thereof “preceding”. 

(64) Paragraph (5) of section 7701(e) is amended by striking out 
“section 168(CX2XF))” and inserting in lieu thereof “section 
168(c\2XF))”. 

(65) Subparagraph (F) of section 7871(aX6) is amended by striking 
out the period at the end thereof and inserting in lieu thereof 


" (66) Paragraph (2) of section 101(b) of the Tax Reform Act of 1984 
is amended by inserting “(as such paragraphs (4) and (5) are 
amended by this section and section 102)” after “(4), and (5)”. 

(67) Subparagraph (C) of section 102(eX3) of the Tax Reform Act of 
1984 is amended by striking out ‘ ‘paragraph (7XA) (including the 
heading)” and inserting in lieu thereof “paragraphs (6B) and (7A) 
(including any headings)”. 

(68) Paragraph (1) of section 127(b) of the Tax Reform Act of 1984 
is — by inserting “(as amended by section 128)” after “subsec- 
tion (c)”. 

(69) Subparagraph (A) of section 221(d(2) of the Tax Reform Act of 
1984 is amended by striking out “rapid that” and inserting in lieu 
thereof “rapid than”. 
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(70) The item relating to tax credit employee stock ownership 
plans in the table of sections for subpart A of part I of subchapter D 
of chapter 1 is amended to read as follows: 

“Sec. 409. Qualifications for tax credit employee stock ownership plans.” 


(71) The table of sections for subpart C of part II of subchapter E 
of chapter 1 is amended in the item relating to section 467 by 
inserting “the” before “use’’. 

(72) The table of subparts for part V of subchapter P of chapter 1 
is amended by inserting “on bonds” after “discount” in the item 
relating to subpart B. 

(73) The table of sections for subchapter B of chapter 3 is amended 
by striking out the item relating to section 1461 and inserting in lieu 
thereof the following: 

“Sec. 1461. Liability for withheld tax.” 


(74) The table of sections for subchapter G of chapter 32 is 
amended by striking out “references” in the item relating to section 
4227 and inserting in lieu thereof “reference”. 

(75) The table of sections for chapter 43 is amended by— 

(A) inserting “section” before ‘‘403(b)” in the item relating to 
section 4973, and 

(B) striking out “and allocations” in the item relating to 
section 4978. 


Approved October 22, 1986. 


LEGISLATIVE HISTORY—H.R. 3838: 


HOUSE REPORTS: No. 99-426 (Comm. on Ways and Means) and No. 99-841 (Comm. 
of Conference). 
SENATE REPORTS: No. 99-313 (Comm. on Finance). 
CONGRESSIONAL RECORD: 
Vol. 131 (1985): Dec. 17, considered and passed House. 
Vol. 132 (1986): June 4, 9-13, 16-24, considered and passed Senate, amended. 
Sept. 25, House sgreed to conference report. 


Sept 26, 27, Sonate sapend to conference Pot 
WEEKLY COMPILATION OF PRESID DOCUMENTS, Vol. 22 (1986): 
Oct. 22, Presidential remarks. 
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Oct. 22, 1986 


[HLR. 1593] 


Public Law 99-515 
99th Congress 
An Act 


To direct the Secretary of the Interior to release on behalf of the United States 
certain restrictions in a previous conveyance of land to the town of Jerome, 
Arizona. 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That (a) the Sec- 
retary of the Interior shall release, by quit-claim deed or other good 
and sufficient instrument, on behalf of the United States, with 
respect to the land described in subsection (b) which was conveyed 
by the United States to the town of Jerome, Arizona, by a patent 
numbered 497894, all conditions on such patent which required that 
such land be used for cemetery or park purposes. 

(b) The land referred to in subsection (a) which was conveyed to 
the town of Jerome, Arizona, on November 8, 1915, by a patent 
numbered 497894, is all of the southeast quarter of the southeast 
quarter of section 30, township 16 north, range 3 east of the Gila and 
Salt River meridian, Arizona, containing forty acres. 


Approved October 22, 1986. 


LEGISLATIVE HISTORY—H.R. 1593: 


HOUSE REPORTS: No. 99-345 (Comm. on Interior and Insular Affairs). 
SENATE REPORTS: No. 99-342 (Comm. on Energy and Natural Resources). 
CONGRESSIONAL RECORD: 
Vol. 131 (1985): Nov. 4, considered and passed House. 
Vol. 132 (1986): Oct. 8, considered and passed Senate, amended. 
Oct. 10, House concurred in Senate amendment. 
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Public Law 99-516 
99th Congress 
An Act 


To amend the Natural Gas Pipeline Safety Act of 1968 and the Hazardous Liquid 
Pipeline Safety Act of 1979 to authorize appropriations for fiscal year 1987, and for 
other purposes. 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, 


SECTION 1. NATURAL GAS PIPELINE SAFETY AUTHORIZATION. 


(a) IN GENERAL.—Section 17(a) of the Natural Gas Pipeline Safety 
Act of 1968 (49 U.S.C. App. 1684(a)) is amended— 
(1) by striking “and” at the end of paragraph (3); 
(2) by —— the period at the end of paragraph (4) and 
inserting “; and”; 
(3) by adding at the end the following new paragraph: 
“(5) $3,200,000 for the fiscal year ending September 30, 1987.”. 
(b) Grants.--Section LM) of mal Act (49 U.S.C. App. 1684(c)) i is 
amended by inserting “, and $5,200,000 for the fiscal year ending 
September 30, 1987” after “September 30, 1986”. 


SEC. 2. HAZARDOUS LIQUID PIPELINE SAFETY AUTHORIZATION. 


Section 214(a) of the Hazardous Liquid Pipeline Safety Act of 1979 
(49 U.S.C. ae 2013(a)) is amended— 
(1) by striking “and” at the end of paragraph (3); 
(2) by ——_-< the period at the end of paragraph (4) and 
inserting “; and”; 
(3) by adding at the end the following new paragraph: 
“(5) $800,000 for the fiscal year ending September 30, 1987.”. 


SEC. 3. REPORTING OF SAFETY-RELATED CONDITIONS. 


(a) AMENDMENTS TO NATURAL GAS PIPELINE SaFety Act oF 1968.— 
(1) REPORTING REQUIREMENT.—Section 3(a) of the Natural Gas 
Pipeline Safety Act of 1968 (49 U.S.C. App. 1672(a)) is amended 
by adding at the end the following new paragraph: 
“(3 Not later than 12 months after the date of the enactment of 
this paragraph, the Secretary shall issue regulations requiring each 
person who operates pipeline facilities, not including master meters, 
to report to the Secretary— 
“(A) “~~ condition that constitutes a hazard to life or prop- 
erty, an 
“(B) any safety-related condition that causes or has caused a 
— change or restriction in the operation of pipeline 
acilities. 
Reports submitted under this paragraph shall be in writing and State and local 
shall be received by the Secretary within 5 working days after any overnments. 
representative of a person subject to the reporting requirements of 
this paragraph first determines that such condition exists. Notice of 
any such condition shall concurrently be supplied to appropriate 
State authorities.” 
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State and local 
governments. 


(2) INSPECTION AND MAINTENANCE PLANS.—Section 13 of such 
Act (49 U.S.C. App. 1680) is amended by inserting after the 
fourth sentence the following: “Such plan shall include terms 
designed to enhance the ability to discover safety-related condi- 
tions described in section 3(aX3).” 

fe AMENDMENTs TO Hazarpous Liquip Pipe.ine SaFety Act oF 
1979.— 

(1) REPORTING REQUIREMENT.—Section 203(a) of the Hazardous 
Liquid Pipeline Safety Act of 1979 (49 U.S.C. App. 2002(a)) is 
amended— 

(A) by inserting “(1)” after “(a)”; and 
(B) by adding at the end the following new paragraph: 
“(2) Not later than 12 months after the date of the enactment of 
this paragraph, the Secretary shall issue regulations requiring each 
person who operates pipeline facilities to report to the Secretary— 

“(A) any condition that constitutes a hazard to life or prop- 
erty, and 

“(B) any safety-related condition that causes or has caused a 
significant change or restriction in the operation of pipeline 
facilities. 

Reports submitted under this paragraph shall be in writing and 
shall be received by the Secretary within 5 working days after any 
representative of a person subject to the reporting requirements of 
this paragraph first determines that such condition exists. Notice of 
any such condition shall concurrently be supplied to appropriate 
State authorities.”. 

(2) INSPECTION AND MAINTENANCE PLANS.—Section 210 of 
such Act (49 U.S.C. App. 2009) is amended by inserting after the 
last sentence the following: “Such plans shall include terms 
designed to enhance the ability to discover safety-related condi- 
tions described in section 203(aX2).” 


Approved October 22, 1986. 


LEGISLATIVE HISTORY—H.R. 2092: 


HOUSE REPORTS: No. 99-121, Pt. 1 (Comm. on Public Works and Transporta- 
tion), Pt. 2 (Comm. on Energy and Commerce), and Pt. 3 
(Comm. on the Judiciary). 
CONGRESSIONAL RECORD, Vol. 132 (1986): 
Sept. 16, considered and passed House. 
Oct. 8, considered and passed Senate. 
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defense role 

Special Foreign Assistance Act of 
1986 


Uniformed and Overseas Citizens 
Absentee Voting Act. 
Water Resources Development Act of 


Wor.en in the Armed Forces 
Memorial, Washington, DC, 
establishment. 3339, 3477 

Arms Control and Disarmament Act, 


Arms Export Control Act. 
amendments...9, 874, 1783-351, 3341-354, 
3962 
Arms and Munitions: 
Armor piercing ammunition, 
manufacture and sale. 
Arms export proposals. 
Compact of Free Association, 


cucu Anti-Apartheid Act of 
1986, technical corrections 

Firearms Owners’ Protection Act. 

Military Retirement Reform Act of 


National Defense Authorization Act 
for Fiscal Year 1987 
Omnibus Diplomatic Security and 
Antiterrorism Act of 1986. 
Army and Navy Union of the United 
States of America, charter 


| Arthur R. Marshall Loxahatchee 


National Wildlife Refuge, FL, 


Asbestos Hazard Emergency Response 
Act of 1986 
Asbestos School Hazard Abatement 
Act of 1984, amendments 
Asia: 
See also specific countries. 
Goldwater-Nichols Department of 
Defense Reorganization Act of 
6. 


Astronaut Program. See Space. 

Atlantic Striped Bass Conservation 
Act, amendments 

Atlantic Tunas Convention Act of 
1975, amendments. 
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Atomic Energy Act of 1954, 
875-877, 4064, 4066 
Atomic Energy Community Act of ~ 
1955, amendments 
Australia: 
_— Export Amendments Act of 
1986 


Automobiles. See Motor Vehicles. 
Aviation. See Aircraft and Air Carriers; 
Airports. 
Aviation Safety Commission Act of 
1783-370, 3341-373 
Awards. See Decorations, Medals, 
Awards. 


B 
Bahamas, Anti-Drug Abuse Act of 
1986. 


Balanced Budget and Emergency 
Deficit Control Act of 1985, 


Bankruptcy: 
Omnibus Budget Reconciliation Act of 


United States trustee system, 
temporary delay in repeal 
Bankruptcy Amendments and Federal 

Judgeship Act of 1984, 
639, 3089 
Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 
Banks and Banking: 
Anti-Drug Abuse Act of 1986 
aso River Floodway Protection 


Consolidated Omnibus Budget 
Reconciliation Act of 1985. 
Education of the Deaf Act of 1986 
Emergency acquisition and net worth 
guarantee provisions, extension...902, 
1140 
Export-Import Bank Act Amendments 


Federal Housing Administration and 
Government National Mortgage 
Association, additional loans and 
security commitments 

Government Securities Act of 1986 

~— eae Amendments of 


Nore: Page references are to the beginning 
cite to pages w! 


National Defense Authorization Act 
for Fiscal Year 1987 


Barry Goldwater Scholarship and 
Excellence in Education Act. 


Baseball, Human Services 
Reauthorization Act of 1986 

Bay of Pigs Invasion, 25th 
anniversary, commemoration 

Bayou Sauvage Urban National 
Wildlife Refuge, LA, 


Beans, Food Security Improvements 
Act of 1986 


Berlin National Fish Hatchery, NH, 
property conveyance 
Bermuda, Risk Retention Amendments 


Bicentennial Commission on the 
Constitution, employee status and 
private contribution limits 

Bicentennial of the Constitution Coins 
Act 


Bicycling. See Recreation. 
Biology. See Science and Technology. 
Biomass Energy and Alcohol Fuels 
Act of 1980, amendments...143, 821, 
1783-286, 3341-287 
Birds. See Animals. 
Black Consciousness Movement, 
Comprehensive Anti-Apartheid Act 


Black Creek, MS, land acquisition and 
development. 

Black Revolutionary War Patriots 
Memorial, Washington, DC. 


Blackstone River National Heritage 
Corridor, MA and RI, 


Blackstone River Valley National 
Heritage Corridor Commission, 


200 Blind Persons. See Handicapped 


Persons. 
Boating. See Recreation. 
Bonds. See Securities. 
Bretton Woods Agreement Act, 
1783-240, 3341-240 
Bribery. See Law Enforcement and 
Crime. 
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Bridges: 

Arkansas-Mississippi Great River 
Bridge Construction Compact, 
consent of Congress 

Immigration Reform and Control Act 


Budget, Federal, Consolidated Omnibus 
Budget Reconciliation Act of 1985 
Buildings and Grounds. See Public 
Buildings and Grounds. 
Bulgaria, Intelligence Authorization 
Act for Fiscal Year 1987 
Business and Industry: 
See also Commerce and Trade. 
Anti-Drug Abuse Act of 1986. 
Comprehensive Anti-Apartheid Act of 


Domestic apparel and textiles 
industries, quarterly statistics 

Executive Exchange Program 
Voluntary Services Act of 1986 

Federal Technology Transfer Act of 


Firearms, interstate transportation 

Futures Trading Act of 1986 

General Services Administration, 
audit responsibility 

Human Services Reauthorization Act 


National Childhood Vaccine Injury 
Act of 1986 


Cc 


Cache La Poudre, CO, boundary 
designations 


California: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Central Valley water projects, 
implementation 

Consolidated Omnibus Budget 
Reconciliation Act of 1985 

El Portal administrative site, 
additional leases 

Fish and wildlife programs, 
improvements 


Page 


Higher Education Amendments of 
1986. 

Jacob Weinberger Federal Building, 
designation. 

Klamath River Basin, fishery 
resources restoration 

Leslie Nelson Shaw, Sr., General Mail 
Facility of the United States 
Postal Service, designation 

Lower Colorado, water supply 

National Defense Authorization Act 
for Fiscal Year 1987 

National Maritime Museum, 


Riverside salinity laboratory, 
construction 


Southern Pacific Transportation 
Company and Ernest and Dianna 
Pritchett, property conveyance 

Superfund Amendments and 
Reauthorization Act of 1986 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Comprehensive Anti-Apartheid Act of 
1986 

Drug Export Amendments Act of 
1986 


1986. 

Garrison Diversion Unit 
Reformulation Act of 1986. 
R.M:S. Titanic Maritime Memorial 

Act of 1986 


Canoeing. See Recreation. 
Cape Henry Memorial Cross, VA, land 


Capitol, U.S. See Public Buildings and 
Grounds. 
Career Criminals Amendments Act of 


Caribbean Basin Economic Recovery 
Act, amendments 

Carl D. Perkins Vocational Education 
Act, amendments 

Carl T. Hayden Veterans’ 
Administration Medical Center, 
AZ, designation 
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Cayman Islands, Risk Retention 
Amendments of 1986 
Cemeteries, National. See National 
Parks, Monuments, Etc. 
Census, decennial drainage 
Central, Western, and South Pacific 
Fisheries Development Act, 
821, 3737 


Central America: 
See also specific countries; Latin 
America. 
Electronic Communications Privacy 


Central Intelligence Agency Act of 
1949, amendments 
Central Intelligence Agency 
Retirement Act of 1964 for Certain 
Employees, amendments.....622-624, 3192 
Central Pacific Railway Company, 
Railroad Right-of-Way Conveyance 
Validation Act of 1985. 
Charles McC. Mathias, Jr. Laboratory 
for Environmental Research, MD, 


Charles McC. Mathias, Jr., National 
Study Center for Trauma and 
Emergency Medical Systems, MD, 
designation 

Chemicals: 

Anti-Drug Abuse Act of 1986 
Comprehensive Anti-Apartheid Act of 


Comprehensive Anti-Apartheid Act of 
1986, technical corrections. 
National Defense Authorization Act 
for Fiscal Year 1987 
Superfund Amendments and 
Reauthorization Act of 1986. 
Cherokee Nation, OK, trust lands 
Cherokee National Forest, TN 
Chesapeake and Ohio Canal National 
Historical Park, J. Glenn Beall, 
memorial dedication 
Child Abuse Prevention and 
Treatment Act, amendments 
Child Abuse Victims’ Rights Act of 


1783-74, 3341-74 


Child Development Associate 
Scholarship Assistance Act of 


Child Nutrition Act of 1966, 


INDEX 


Consolidated Omnibus Budget 
Reconciliation Act of 1985. 

Criminal Law and Procedure 
Technical Amendments Act of 


District of Columbia Judicial 
Efficiency and Improvement Act 


Domestic Volunteer Service Act 
Amendments of 1986 

Education of the Deaf Act of 1986 

Education of the Handicapped Act 
Amendments of 1986 

Emergency Wetlands Resources Act of 
1986 

Employment Opportunity for 
Disabled Americans Act. 

Federal Employees Benefits 
Improvement Act of 1986 

Federal Employees’ Retirement 
System Act of 1986 

Federal Employees’ Retirement 
System Technical Corrections Act 


Immigration and Nationality Act 
Amendments of 1986 
Immigration Reform and Control Act 


Injury Prevention Act of 1986. 

Job Training Partnership Act 
Amendments of 1986 

National Childhood Vaccine Injury 


National Commission to Prevent 
Infant Mortality Act of 1986 

National Defense Authorization Act 
for Fiscal Year 1987 

Omnibus Budget Reconciliation Act of 


Omnibus Diplomatic Security and 
Antiterrorism Act of 1986 
Sexual Abuse Act of 1986 
Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 
Children and Youth: 1986, 
Anti-Drug Abuse Act of 1986 Children’s Challenge Center for Space, 
Commemorative structure for congressional support. 
understanding, knowledge, Children’s Justice Act 
opportunity and equality, Children’s Justice and Assistance Act 
congressional support. 
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Child Nutrition Amendments of 1986......4070 
Child Sexual Abuse and Pornography 
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Chilocco Indian School, OK, trust 


lands 
Chippewa Indians, funds distribution 
Cigarettes. See Tobacco and Tobacco 


Products. 

Civil Rights. See Discrimination, 
Prohibition. 

Civil Service Retirement Spouse 


Equity Act of 1984, amendments.... 20, 22 


Claims: 
Anti-Drug Abuse Act of 1986 
Anti-Kickback Enforcement Act of 


Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Chippewa Indians, funds 
distribution 

Coast Guard Authorization Act of 


Compact of Fre Association, 


Comprehensive Anti-Apartheid Act of 
1986. 

Conservation and resources 
management, U.S. fishing rights 
and authority 

Consolidated Omnibus Budget 
Reconciliation Act of 1985 

Criminal Justice Act Revision of 


Federal Employees’ Retirement 
System Act of 1986 

Fort Sumter National Monument 
Tour Boat Facility, SC, 
acquisition and development. 

Gila Bend Indian Reservation Lands 
Replacement Act 

Gila River Pima-Maricopa Indian 
Community, judgment plan 

Haida Land Exchange Act of 1986 

Health Care Quality Improvement 
Act of 1986. 


endian Band of Maliseet Indians 
Supplementary Claims 
Settlement Act of 1986 

Judicial Improvements Act of 1985 

Legal services, debt recovery. 

National Childhood Vaccine Injury 
Act of 1986 
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Omnibus Diplomatic Security and 
Antiterrorism Act of 1986 

Quiet title, statute of limitations, 
exemption 

Saginaw Chippewa Indian Tribe of 
Michigan Distribution of 
Judgment Funds Act 

Superfund Amendments and 
Reauthorization Act of 1986 

Tehran American School Claim Act of 


Tohono O’odham Tat Momolikot Dam 
Settlement Act 

Water conveyance systems, 
permanent easements. 

Water Resources Development Act of 


White Earth Reservation Land 

Settlement Act of 1985. 
Classified Information: 

Conservation and resources 
management, U.S. fishing rights 
and authority 

Criminal Law and Procedure 
Technical Amendments Act of 


District of Columbia Judicial 
Efficiency and Improvement Act 


Education of the Handicapped Act 
Amendments of 1986 
False Claims Amendments Act of 


Goldwater-Nichols Department of 
Defense Reorganization Act of 


Health Care Quality Improvement 
Act of 1986 
Immigration Reform and Control Act 


Protection and Advocacy for Mentally 
Ill Individuals Act of 1986. 
Superfund Amendments and 
Reauthorization Act of 1986 
Water Resources Development Act of 
1986 
Coal. See Energy; Minerals and 


Coast and Geodetic Survey 
Commissioned Officers Act of 
1948, amendments 

Coast Guard. See Uniformed Services. 
Coast Guard Authorization Act of 


Coastal Zone Management Act of 1972, 
amendments 


cite to pages where they actually appear. 
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Coastal Zone Management 
Reauthorization Act of 1985 
Cogeneration. See Energy. 
Coins: 
er of the Constitution Coins 


Comprehensive Anti-Apartheid Act of 
1986, technical corrections 
College of William and Mary, 
Tercentenary Celebration of the 
Glorious Revolution, U.S. 
representative 
Colleges. See Schools and Colleges. 
Colonial National Historical Park, 
VA, land exchange 
Colorado: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Cache La Poudre, boundary 
designations 

Lower Colorado, water supply 

Colorado River Floodway Protection 


Commemorative Works, Federal 
placement standards 
Commerce and Trade: 
See also Business and Industry. 
Child Sexual Abuse and Pornography 
Act of 1986 
Coast Guard, U.S., technical changes 
in laws affecting 
Compact of Free Association, 


Pp’ 
Comprehensive Anti-Apartheid Act of 
1986 


Comprehensive Anti-Apartheid Act of 
1986, technical corrections 

Comprehensive Smokeless Tobacco 
Health Education Act of 1986 

Computer Fraud and Abuse Act of 


Consolidated Omnibus Budget 
Reconciliation Act of 1985. 
Drug Export Amendments Act of 


Sinan Owners’ Protection Act 
Food en Improvements Act of 


Futures’ Trading Act of 1986 
Government Securities Act of 1986 
Omnibus Budget Reconciliation Act of 


Superfund Amendments and 
Reauthorization Act of 1986. 

Surface Freight Forwarder 
Deregulation Act of 1986. 


Page 
Textiles and domestic apparel 
industries, quarterly statistics 
Water Resources Development Act of 


A 
6 Commercial Fisheries Research and 


Development Act of 1964, 


Commodities. See Securities. 

Commodity Credit Corporation 
Charter Act, amendments 

Commodity Exchange Act, 


Communications and 
Telecommunications: 
Alzheimer’s Disease and Related 
Dementias Services Research Act 


Anti-Drug Abuse Act of 1986. 
Coast Guard Authorization Act of 


Daylight savings time, station 
broadcast adjustments. 

Electronic Communications Privacy 
Act of 1986 

Low power television stations, local 
transmitter. 

Omnibus Budget Reconciliation Act of 


Omnibus Diplomatic Security and 
Antiterrorism Act of 1986 
Recreational Boating Safety Act of 


Superfund Amendments and 
Reauthorization Act of 1986 
Telephone services for Senators. 
Communists, Comprehensive Anti- 
Apartheid Act of 1986 
Community Development: 
Gila Bend Indian Reservation Lands 
Replacement Act 
Housing i insurance programs, 


Insurance programs, extensions. 
Tohono O’odham Tat Momolikot Dam 
Settlement Act. 
Community Development Credit 
Union Revolving Loan Fund 
Transfer Act 
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Page 


Community Economic Development 
amendments...1783-35, 
3341-35 
Community Services Block Grant Act, 
9 


Act of 1981, 


Compact of Free Association, 


Compact of Free Asso -ation Act of 
1985, amendments 
Compacts Between States: 

Ar’ Mississippi Great River 
Bridge Construction Compact, 
consent of Co: 

Columbia River Gorge National 


Safe Drinking Water Act 
Amendments of 1986. 
Susquehanna River Basin Compact 
Amendments, consent of 
Congress 
Companies. See Corporations. 
Comprehensive Anti-Apartheid Act of 
1986 


Comprehensive Anti-Apartheid Act of 

1986, technical corrections. 
Comprehensive Crime Control Act of 

1984, amendments 3207-6, 3599, 3645 
Comprehensive Drug Abuse 

Prevention Act of 1978, 


Comprehensive Drug Abuse 
Prevention and Control Act of 
1970, amendments 3207-54, 3207-55 
Comprehensive Drug Abuse 
Prevention and Control Act of 
1975, amendments 
Comprehensive Environmental 
Response, Compensation, and 
Liability Act of 1980, 
amendments...1615-1621, 1624-1633, 1636, 
1642-1644, 1646, 1647, 1652-1655, 1662, 1666, 
1672, 1678, 1688, 1689, 1692, 1698, 1695, 1696, 
1703, 1705-1708, 1716, 1726, 1727, 1761, 1774 


Comprehensive Smokeless Tobacco 
Health Education Act of 1986 


Computer Fraud and Abuse Act of 


Computers, Comprehensive Anti- 
Apartheid Act of 1986 
Concurrent Resolutions: 
Australia, bicentennial celebration 
Berlin, U.S. commitment to the 
people, condemnation of the 
Berlin Wall, and commendation 
of fiftieth anniversary of Jesse 
Owens’ 1936 Olympic Games 
4371, 4372 
Budget authority, printing of 
President’s message transmitting 
rescissions, deferrals, and revised 
deferrals 


SUBJECT INDEX 


Page 
Congress— 
Adjournment...4329, 4332, 43851, 4354, 
4378, 4374, 4386 
Joint meetings 
Congressional budget, fiscal years 
1987-1989 
Consumers Union, recognition and 
honors for contributions 
Days of remembrance of victims of the 
Holocaust, Capitol rotunda 


Enrolled bills, corrections, etc.— 

Anglo-Irish Agreement Support Act 
of 1986 (H.R. 4329). 

Anti-Kickback Enforcement Act of 
1986 (S. 2250) 

Bank Bribery Amendments Act of 
1985 (H.R. 3511) 

Compact of Free Association, 
approval (H.J. Res. 626) 

Consolidated Omnibus Budget 
Reconciliation Act of 1985 (H.R. 


Federal Employees’ Retirement 
System Act of 1986 (H.R. 2672) 

Food Security Improvements Act of 
1986 (H.R. 1614) 

Higher Education Amendments of 
1986 (S. 1965). 

Immigration Reform and Control 
Act of 1986 (S. 1200). 

Interstate transportation of 
firearms (S. 2414). 

Job Training Partnership Act 
Amendments of 1986 (S. 2069) 

Judicial Improvements Act of 1986 
(H.R. 3570) 

Omnibus Budget Reconciliation Act 
of 1986 (H.R. 5300) 

Ratifying the sequestration order 
for fiscal year 1986 (H.J. Res. 


Rehabilitation Act Amendments of 
1986 (H.R. 4021) 

Safe Drinking Water Act 
Amendments of 1986 (S. 124). 

Truth in Mileage Act of 1986 (S. 


Grandparents’ rights, support for 
visitation privileges with 


McMahon, John N. , appreciation for 
distinguished service to the U.S........ 

Meiman, Dr. Naum and Inna 
Kitrosskaya-Meiman, emigration 
from Soviet Union 

National TRIO Day 
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Publications, printing— 

“U.N. Conference to Review and 
Appraise the U.N. Decade for 
Women: Report of 
Congressional Staff Advisors to 
the Nairobi Conference” 

“We The People” calendar 

Shcharansky, Natan (Anatoly), 
Capitol rotunda welcoming 
ceremony and continued freedom 
for Soviet Jews 

Special Olympics, torch relay through 
Capitol grounds. 

Statue of Liberty ceremony and 
moment of silence for Americans 
held captive in Lebanon 

Tied aid credits, financing exports 

Ukrainian and Helsinki Monitoring 
Groups, Soviet Union’s 


Vietnam refugees, resumption of 
ee Nations orderly departure 
progr 

Voice of haaeata and RFE/RL, Inc., 
radio broadcast, interference by 
the Soviet Union, Poland, and 
Czechoslovakia 

Confidentiality. See Classified 
Information. 
Congress: 

See also Concurrent Resolutions. 

Consolidated Omnibus Budget 
Reconciliation Act of 1985 

Enrolled bills and joint resolutions, 
parchment-printing waiver. 

One-hundredth, convening of first 


Senators, telephone services. 
Congressional Reports Elimination 
Act of 1986 
Connecticut: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Farmington Wild and Scenic River 


Page 


Compact of Free Association, 


Consolidated Omnibus Budget 
Reconciliation Act of 1985. 
Electric Consumers Protection Act of 


mien sore Act of 1986 

Garrison Diversion Unit 
Reformulation Act of 1986 

Great Basin National Park Act of 


Great Egg Harbor, NJ, river study 

Horsepasture River, NC, designation 

Klamath River Basin, CA, fishery 
resources restoration. 

Louisiana, land acquisition and 
development. 

Military reservations, fish and wildlife 
and natural resources 


Mississippi, land acquisition and 
development. 

New River Gorge administrative site, 
land acquisition 

Nez Perce National Historic Trail, OR 
and MT, designation 

Tax Reform Act of 1986 

Tennessee Wilderness Act of 1986. 

Water Resources Development Act of 


Consolidated Farm and Rural 


Development Act, amendments...923, 
187 


Consolidated Federal Funds Report 
Act of 1982, amendments 
Consolidated Federal Funds Report 
Amendments of 1985 
Consolidated Omnibus Budget 
Reconciliation Act of 1985 
Consolidated Omnibus Budget 
Reconciliation Act of 1985, 


amendments...491, 718, 1949, 1950, 1965- 
1967, 1972, 2046, 2065, 2069, 2070, 2783, 2927- 
2936, 2940, 

Consolidated Omnibus Budget 


Conservation: Reconciliation Act of 1986, 


See also Historic Preservation. 
Blackstone River National Heritage 
Corridor, MA and RI, 


Anti-Drug Abuse Act of 1986 
Anti-Kickback Enforcement Act of 
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Page 
Contracts—Continued Health Services Amendments Act of 

Asbestos Hazard Emergency Response 

Act of 1986 
Bankruptcy Judges, United States 

Trustees, and Family Farmer 

Bankruptcy Act of 1986 
California, water projects 
Chilocco Indian School, OK, trust 


boundary changes 
Injury Prevention Act of 1986 
Insurance programs, extension 
Japanese Technical Literature Act of 


Commemorative works, Federal 
placement standards Legal services, debt recovery 
Community Development Credit Lower Colorado, water supply. 

Union Revolving Loan Fund Military reservations, fish and wildlife 
and natural resources 
management programs. 

Military Retirement Reform Act of 
1986 
1986 108 National Bureau of Standards 
Comprehensive Anti-Apartheid Act of Authorization Act for Fiscal Year 
1986, technical corrections. 351 
Consolidated Federal Funds Report National Defense Authorization Act 
Amendments of 1985. for Fiscal Year 1987 
Consolidated Omnibus Budget Omnibus Budget Reconciliation Act of 
Reconciliation Act of 1985 
Criminal Law and Procedure Omnibus Diplomatic Security and 
Technical Amendments Act of Antiterrrorism Act of 1986 
Patent and Trademark Office search 
rooms, prohibiting usage fees 
Pine Ridge National Recreation Area, 
NE, designation. 
Protection and Advocacy for Mentally 
Education of the Handicapped Act Ill Individuals Act of 1986 


Amendments of 1986 Recreational Boating Safety Act of 
E] Portal administrative site, CA, 


additional leases 
Federal Employees Benefits 
Improvement Act of 1986 
Federal Employees’ Retirement 1986. 
System Act of 1986 SBA Pilot Programs, extension 
Food Security Improvements Act of Safe Drinking Water Act 
1986 Amendments of 1986 
Fort Sumter National Monument State Comprehensive Mental Health 
Tour Boat Facility, SC, Services Plan Act of 1986. 
acquisition and development. Superfund Amendments and 
Futures Trading Act of 1986 Reauthorization Act of 1986 
Garrison Diversion Unit Surface Freight Forwarder 
Reformulation Act of 1986 Deregulation Act of 1986 
General Services Administration, Veterans’ Benefits Improvement and 
audit responsibility Health-Care Authorization Act of 
Geriatric training programs, 


Gila Bend Indian Reservation Lands 


Replacement Act Contract Services for Drug Dependent 
Health Maintenance Organization Federal Offenders Act of 1978, 
Amendments of 1986 37 amendments 
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Contras. See Nicaraguan Democratic 
Resistance. 
Controlled Substance Analogue 
Enforcement Act of 1986 
Controlled Substance Import and 
Export Act, amendments...3207-6, 3207- 
15, 3207-94 
Controlled Substance Import and 
Export Penalties Enhancement 
Act of 1986 
Controlled Substances. See Drugs and 
use. 
Controlled Substances Act, 
amendments...3207-2, 3207-5, 3207-6, 
3207-8, 3207-11, 3207-14, 3207-52, 3207-54, 
3207-55, 3207-59, 3598, 3619, 3620 
Copyrights, Federal Technology 
Transfer Act of 1986. 
Corporations: 
Army and Navy Union of the United 
States of America, charter 
Covenant to Establish a 
Commonwealth of the Northern 
Mariana Islands, amendments 
El Portal administrative site, CA, 
additional leases. 
Federal Employees’ Retirement 
System Technical Corrections Act 


Risk Retention Amendments of 1986 
Superfund Amendments and 

Reauthorization Act of 1986 
Tax Reform Act of 1986 


Counterintelligence. See Defense and 
National Security; Law Enforcement 
and Crime. 

Counterterrorism. See Defense and 
National Security; Law Enforcement 
and Crime. 

Courts, U.S.: 

Anti-Drug Abuse Act of 1986 

Asbestos Hazard Emergency Response 
Act of 1986. 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Compact of Free Association, 


Consolidated Omnibus Budget 
Reconciliation Act of 1985 


Nore: Page references are to the beginning page 


District of Columbia Judicial 
Efficiency and Improvement Act 


Futures Trading Act of 1986. 
Higher Education Amendments of 


Judicial Housekeeping Act of 1986. 
Judicial Improvements Act of 1985 
Legal services, representation of 


Omnibus Diplomatic Security and 
Antiterrorism Act of 1986 
Retirement of judges in territories and 


possessi: 

Risk Retention Amendments of 1986 

Superfund Amendments and 
Reauthorization Act of 1986. 

Water Resources Development Act of 


White Earth Reservation Land 
Settlement Act of 1985. 
Crambe, Food Security Improvements 


Credit Unions, Community 
Development Credit Union 
Revolving Loan Fund Transfer 


Crimes and Misdemeanors. See Law 
Enforcement and Crime. 
Criminal Justice Act Revision of 


Criminal Law and Procedure 
Technical Amendments Act of 


Crops. See Agriculture and 
Agricultural Commodities and 
specific commodities. 

Cross Florida National Conservation 


Bay of Pigs invasion anniversary, 
commemoration 
Immigration Reform and Control Act 


Intelligence Authorization Act for 


of each law, ella SES 
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Cuba—Continued 
Refugee Assistance Extension Act of 


Cultural Programs: 

Blackstone River National Heritage 
Corridor, MA and RI, 
establishment. 

Compact of Free Association, 
approval 

Haida Land Exchange Act of 1986 

Customs Enforcement Act of 1986 
Customs Procedural Reform and 
Simplification Act of 1978, 


305-307, 1967, 3207-54 


Cuyahoga Valley National Recreation 
Area, OH, boundary adjustment 

Cyanide. See Chemicals. 

Czechoslovakia, Intelligence 
Authorization Act for Fiscal Year 


Dairy Products. See Agriculture and 
Agricultural Commodities. 
Dam Safety Act of 1986 
Dams: 
Arthur V. Ormond Lock and Dam, 
AR, designation 
California water projects 
Electric Consumers Protection Act of 


H.K. Thatcher Lock and Dam, AR, 
designation 


James W. Trimble Lock and Dam, AR, 


designation 
Tohono O’odham Tat Momolikot Dam 
Settlement Act 


Wilbur D. Mills Dam, AR, 
designation. 

Daylight Savings Time, adjustment. 

Deaf Persons, Education of the Deaf 
Act of 1986 

Debra Sue Schatz Post Office 
Building, TX, designation 

Decennial Drainage Censuses, 
elimination of requirement 

Declaration of Taking Act, 


Decorations, Medals, Awards: 
Chapin, Harry, family of, special gold 
medal 


Red Hill Patrick Henry National 
Memorial, VA, designation 
Shcharansky, Avital, congressional 


Shcharansky, Natan (Anatoly), 
congressional gold medal. 


Tax Reform Act of 1986 
Young Astronaut Program Medal 
Act 


Deep Seabed Hard Mineral Resources 
Act, amendments. 
Deep Seabed Hard Mineral Resources 
Reauthorization Act of 1986 
Defense Acquisition Improvement Act 
of 1986...... 1783-130, 3341-130, 3341, 3910 
Defense Drug Interdiction Assistance 
3 


Defense Procurement Improvement 
Act of 1985, amendments...1783-160, 
1783-162, 1783-169, 3341-160, 3341-162, 
3341-169, 3940, 3942, 3949 
Defense Production Act Amendments 


Defense and National Security: 
Asbestos Hazard Emergency Response 
Act of 1986 
Coast Guard Authorization Act of 


Goldwater-Nichols Department of 
Defense Reorganization Act of 


Intelligence Authorization Act for 


Louisiana, property restrictions 
Military Lands Withdrawal Act of 


National Defense Authorization Act 
for Fiscal Year 1987 

National Guard and Reserve, 
recognition of role 

Omnibus Budget Reconciliation Act of 


Deficit Reduction Act of 1984, 

amendments...156, 186, 196, 324, 1783- 

344, 2018, 2016, 2917, 3341-344 

Delaware, Bankruptcy Judges, United 

States Trustees, and Family 

Farmer Bankruptcy Act of 1986 
Denmark, Drug Export Amendments 

Act of 1986 
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Page 
Dentists. See Health Care 
Professionals. 
Department of Defense Appropriations 
Act, 1985, amendments 
Department of Defense Appropriations 
Act, 1986, amendments...510, 720-722, 
1018 
Department of Defense Authorization 
Act, 1981, amendments 
Department of Defense Authorization 
Act, 1982, amendments 
Department of Defense Authorization 
Act, 1983, amendments. 
Department of Defense Authorization 
Act, 1984, amendments. 
Department of Defense Authorization 
Act, 1985, amendments...101, 1783-156, 
1783-172, 3341-156, 3341-172, 3831, 3857, 
3864, 3887, 3935, 3952, 3990, 3991 
Department of Defense Authorization 
Act, 1986, amendments...705, 1783-122, 
3341-122, 3832, 3836, 3848, 3856, 3901, 3967, 
3972, 3977, 3981, 3991, 3992, 4000, 4067 
Department of Defense Authorization 


Department of Defense 
Reorganization Act of 1986, 
Goldwater-Nichols. See Goldwater- 
Nichols Department of Defense 
Reorganization Act of 1986. 

Department of Energy National 
Security and Military Applications 
of Nuclear Energy Authorization 
Act of 1986. 

Department of Energy National 
Security and Military Applications 
of Nuclear Energy Authorization 
Act of 1987 

Department of Energy Organization 
Act, amendments 

Department of Housing and Urban 
Development-Independent 
Agencies Appropriations Act, 1986, 


Department of Justice Assets 
Forfeiture Fund Amendments Act 


Department of Labor Executive Level 
Conforming Amendments of 


Developing Countries: 
See also specific countries. 
Special Foreign Assistance Act of 


Dewayne Hayes Recreation Area, MS, 
designation 


Diamonds, Comprehensive Anti- 


Diplomatic Missions. See Embassies. 
Diplomatic Security Act 
Disabled Persons. See Handicapped 
Persons. 
Disadvantaged Persons: 
Commemorative structure for 
understanding, knowledge, 


Domestic Volunteer Service Act 
Amendments of 1986 
Higher Education Amendments of 


Legal services, debt recovery 
National Defense Authorization Act 
for Fiscal Year 1987 
Omnibus Budget Reconciliation Act of 
18 


Disaster Assistance, Human Services 
Reauthorization Act of 1986 
Discrimination, Prohibition: 
Age Discrimination in Employment 
Amendments of 1986 
Air Carrier Access Act of 1986 
Asbestos Hazard Emergency Response 
Act of 1986. 
Compact of Free Association, 


District of Columbia Jury System 


Saginaw Chippewa Indian Tribe of 
Michigan Distribution of 
Judgment Funds Act 

Superfund Amendments and 
Reauthorization Act of 1986 

Diseases: 

Alzheimer’s Disease and Related 

Dementias Services Research Act 


1986 
National Childhood Vaccine Injury 
Act of 1986 
Omnibus Budget Reconciliation Act of om 


Omnibus Diplomatic Security and 
Antiterrorism Act of 1986 
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Page Page 
Diseases—Continued Women in the Armed Forces 
Protection and Advocacy for Mentally Memorial, establishment 3339, 3477 
Ill Individuals Act of 1986 District of Columbia Appropriations 
District of Columbia: Act, 1986, amendments...1783-191, 3341- 
American Armored Force Memorial, 191 
establishment. District of Columbia Court Reform 
Asbestos Hazard Emergency Response and Criminal Procedure Act of 
Act of 1986. 1970, amendments. 
Atlantic Striped Bass Conservation District of Columbia Judicial 


Act, reauthorization Efficiency and Improvement Act 
Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 
Black Revolutionary War Patriots District of Columbia Revenue Bond 
Memorial, establishment. 3144, 3339 Act of 1985, amendments 
Blackstone River National Heritage District of Columbia Self-Government 
Corridor, MA and RI, and Governmental Reorganization 
Act, amendments 


Commemorative works, Federal District of Columbia Stadium Act 
placement standards 1957, amendments. 


Consolidated Omnibus Budget : 
Reconciliation Act of 1985 page met saecuge +s gai 
Criminal Law and Procedure E 
Technical Amendments Act of Domestic Volunteer Service Act 
, See rese : Amendments of 1986 
_—— a ee eee Domestic Volunteer Service Act of 
Education of the Deaf Act of 1986 1978, amendments....5071-8079, 8207-152 


: Drug and Alcohol Dependent 
False Claims Amendments Act of Offenders Treatment Act of 1986...3207- 
58 


aot Drug Enforcement Enhancement Ant 


Federal Employees’ Retirement 
System Technical Corrections Act 


Drug Possession Penalty Act of 1986...3207- 
8 


Futures Trading Act of 1986 Drugs and Drug Abuse: 
Haida Land Exchange Act of 1986 Anti-Drug Abuse Act of 1986 
Higher Education Amendments of Coast Guard, U.S., technical changes 


Consolidated Omnibus Budget 
Korean War Veterans Memorial, Reconciliation Act of 1985 
establishment. Criminal Law and Procedure 
National Defense Authorization Act Technical Amendments Act of 
for Fiscal Year 1987 
Omnibus Diplomatic Security and Federal Employees Benefits 
Antiterrorism Act of 1986 Improvement Act of 1986 
Protection and Advocacy for Mentally Firearms Owners’ Protection Act 
Ill Individuals Act of 1986 Health Care Quality Improvement 


Robert F. Kennedy Memorial 
Stadium, Washington, DC, title Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 
Superfund Amendments and 


Reauthorization Act of 1986. 1613 | Duck Stamp Act, amendments. 
Water Resources Development Act of Dwight David Eisenhower Centennial 
4082 Commission, establishment. 
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Economic Recovery Tax Act of 1981, 
amendm 
Education: 
See also Schools and Colleges. 
Age Discrimination in Employment 
Amendments of 1986 
Alzheimer’s Disease and Related 
Dementias Services Research Act 


Anti-Drug Abuse Act of 1986 

Asbestos Hazard Emergency Response 
Act of 1986 

Barry Goldwater Scholarship and 
pene ogy in Education 


Compact of F Free Association, 
Comprehensive Anti-Apartheid Act of 
1986 


Comprehensive Smokeless Tobacco 
Health Education Act of 1986 

Consolidated Omnibus Budget 
Reconciliation Act of 1985. 

Domestic Volunteer Service Act 
Amendments of 1986 

Federal Employees Benefits 
Improvement Act of 1986. 

Geriatric training program, 


Handicapped Children’s Protection 
Act of 1986 


Intelligence Authorization Act for 
Fiscal Year 1987 

Job Training Partnership Act 
Amendments of 1986 

National Bureau of Standards 
Authorization Act for Fiscal Year 


ound Diplomatic Security and 
Antiterrorism Act of 1986, 

Sequestration of guarantee 
commitments. 


State Comprehensive Mental Health 
Services Plan Act of 1986 

Student Financial Assistance 
Technical Corrections Act of 


Superfund Amendments and 
Reauthorization Act of 1986 


Page 


1613 


Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Education Consolidation and 
Improvement Act of 1981, 


Education of the Deaf Act of 1986 
Education of the Handicapped Act, 
amendments...769, 796-798, 823, 1145, 
1155, 1158-11638, 1165, 1168-1174, 1177 
Education of the Handicapped Act 
Amendments of 1986 
Edwin B. Forsythe Post Office 
Building, NJ, designation. 
Egypt, Omnibus Diplomatic Security 
and Antiterrorism Act of 1986. 
El Portal Administrative Site, CA, 
additional leases 
Elderly Persons. See Aged Persons. 
Elections: 
Uniformed Overseas Citizens 
Absentee Voting Act 
Virgin Islands, governance of insular 
areas Of the U.S............:csccssecsssceseeceeees 837 
Electric Consumers Protection Act of 
1986 
Electricity. See Energy. 
Electronic Communications Privacy 


Ellis Island Centennial Celebration, 
citizenship ceremony 

Embassies, Omnibus Diplomatic 
Security and Antiterrorism Act of 


Emergency Acquisition and Net Worth 
Guarantee Provisions, extension. 
Emergency Extension Act of 1985, 


Emergency Planning and Community 
Right-To-Know Act of 1986. 
Emergency Wetlands Resources Act of 


Employee Retirement Income Security 
Act of 1974, amendments...227-231, 238- 
260, 268-275, 1975, 1976, 1979, 2076, 2077, 
2491, 2913, 29386-2940, 2942, 2944-2957 

Employment Opportunity for Disabled 


Employment and Unemployment: 
Alien farmworkers, unemployment 
tax exemption 
Coast Guard Authorization Act of 
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Employment and Unemployment— 
Continued 
Compact of Free Association, 


367 
Comprehensive Anti-Apartheid Act of 
1986 


Consolidated Omnibus Budget 
Reconciliation Act of 1985 
Domestic Volunteer Service Act 


Job Training Partnership Act 
Amendments of 1986. 


Superfund Amendments and 
Reauthorization Act of 1986 

Tax Reform Act of 1986 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Endangered Species Act of 1973, 
amendment................0esseeseereeeee dT 41, 3742 
Energy: 
Cache La Poudre, CO, boundary 
designations 
California water projects 
Central Pacific Railway Company, 
land conveyances 
Compact of Free Association, 


198 108: 
Comprehensive Anti-Apartheid Act of 

1986, technical corrections. 
Conservation Service Reform Act of 


Daylight savings time, adjustment. 

Electronic Communications Privacy 
Act of 1986 

Haida Land Exchange Act of 1986 

Human Services Reauthorization Act 


Indiana Dunes National Lakeshore, 
boundary changes 
Omnibus Budget Reconciliation Act of 


Omnibus Diplomatic Security and 
Antiterrorism Act of 1986. 

Public utility holding companies, 
cogeneration facilities 

Sequoia National Park, CA, 
hydroelectric project 


SUBJECT INDEX 


Southern Pacific Transportation 
Company and Ernest and Dianna 
Pritchett, property conveyance 

Tax Reform Act of 1986 

Water Resources Development Act of 


Energy Policy and Conservation Act, 
141, 1888-1890 
Energy Reorganization Act of 1974, 


Enrolled Bills: 
Corrections, etc. See Concurrent 
Resolutions. 
Parchment-printing waiver. 
Environmental Protection: 
See also Conservation. 
Asbestos Hazard Emergency Response 
Act of 1986. 
California water projects 
Compact of Free Association, 


Federal Lands Cleanup Act of 1985 

Maryland, land conveyance 

National Defense Authorization Act 
for Fiscal Year 1987 

Omnibus Budget Reconciliation Act of 


Superfund Amendments and 
Reauthorization Act of 1986 
Water Resources Development Act of 


Espionage. See Defense and National 
Security; Law Enforcement and 
Crime. 

Ethics in Government Act of 1978, 


Executive Exchange Program 
Voluntary Services Act of 1986 
Export Administration Act of 1979, 


Export Administration Amendments 
Act of 1985, amendments. 

Export-Import Bank Act Amendments 
of 1978, amendments 

Export-Import Bank Act Amendments 


Export-Import Bank Act of 1945, 
amendments 1096, 1200, 1201, 1203- 
1205, 1209, 1880 
Exports: 
See also Imports. 
Armor piercing ammunition, 
manufacture and sale 
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Compact of Free Association, 


Comprehensive Anti-Apartheid Act of 
1986, technical corrections 

Consolidated Omnibus Budget 
Reconciliation Act of 1985. 

Drug Export Amendments Act of 


Onan Diplomatic Security and 
Antiterrorism Act of 1986. 


a. Cosdls Act of 1971, 
amendments 1877, 1878 
Farmington Wild and Scenic River 


Farms and Farming. See Agriculture 
and Agricultural Commodities. 
Fascell Fellowship Act 
Federal-Aid Highway Act of 1978, 
112, 116 
Federal Aviation Act of 1958, 
amendments...823, 1080, 3207-99, 3207- 
100, 3207-101, 3624, 3664 
Federal Communications Commission, 
reductions in terms of office 
Federal Credit Union Act, 


Federal Drug Law Enforcement Agent 
Protection Act of 1986 

Federal Employee Substance Abuse 
Prevention and Treatment Act of 


Federal Employees Benefits 
Improvement Act of 1986 

Federal Employees’ Retirement 
Contribution Temporary 
Adjustment Act of 1983, 


Federal Employees’ Retirement 
System Act of 1986 
Federal Employees’ Retirement 
System Act of 1986, amendments...1930, 
3135, 3136 
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Federal Employees’ Retirement 
System Technical Corrections Act 


Federal Fire Prevention and Control 
Act of 1974, amendments 
Federal Food, Drug, and Cosmetic Act, 
amendments...35, 3207-116, 3207-120, 
3743 
Federal Hazardous Substances Act, 


Federal Housing Administration, 
additional loans and security 


Federal Land Policy and Management 
Act of 1976, amendments 

Federal Lands Cleanup Act of 1985 

Federal Meat Inspection Act, 


Federal Nonnuclear Energy Research 
and Development Act of 1974, 


Federal Power Act, amendments...1243, 1244, 
1245, 1248, 1252, 1255, 1257, 3056 
Federal Property and Administrative 
Services Act of 1949, 
amendments...822, 823, 1783-340, 1783- 
342-1783-345, 3341-340, 3341-342-3341-345 
Federal Technology Transfer Act of 
1986 


Feed Grains. See Agriculture and 
Agricultural Commodities. 
Fellowships and Scholarships: 
Barry Goldwater Scholarship and 
Excellence in Education Act. 
Consolidated Omnibus Budget 
Reconciliation Act of 1985. 
Education of the Handicapped Act 
Amendments of 1986 


James Madison Memorial Fellowship 
1783-76, 3341-76 
National Bureau of Standards 
Authorization Act for Fiscal Year 


Omnibus Diplomatic Security and 
Antiterrorism Act of 1986 
Tax Reform Act of 1986 
Films. See Historic Preservation. 
Finland, Drug Export Amendments 


Firearms. See Arms and Munitions. 
Firearms Owners’ Protection Act. 
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Firearms Owners’ Protection Act, 


Fish and Fishing: 
Atlantic striped bass, preservation 
California water projects 
Coast Guard Authorization Act of 


6 
Columbia River Gorge National 


Conservation and management 
resources, U.S. rights and 
authority 

Electric Consumers Protection Act of 


Gila Bend Indian Reservation Lands 
Replacement Act 
Great Basin National Park Act of 


Klamath River Basin, CA, fishery 
resources restoration 
Military Lands Withdrawal Act of 


Military reservations, wildlife and 
natural resources management 
programs 

Nonimmigrant alien crewmen, 
classification 

Olympic National Park and Forest, 
WA, boundary revisions 

Omnibus Budget Reconciliation Act of 


Pine Ridge National Recreation Area, 
NE, designation 

Superfund Amendments and 
Reauthorization Act of 1986 


Wildlife programs, improvements. 
Fish and Seafood Promotion Act of 


Fish and Wildlife Conservation Act of 
1980, amendments 
Fishermen’s Protective Act of 1967, 


California water projects 
Colorado River Flood Way Protection 


Housing and community development 
insurance programs, extension 


Military Lands Withdrawal Act of 
1986 

National Defense Authorization Act 
for Fiscal Year 1987 

Water Resources Development Act of 


Flood Control Act of 1966, 
amendments. 
Flood Control Act of 1968, 


Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Reversionary land interest 

Superfund Amendments and 
Reauthorization Act of 1986 

Water Resources Development Act of 


Follow Through Act, amendments.....966, 967 
Food. See Agriculture and Agricultural 
Commodities. 
Food Security Act of 1985, 
amendments...36, 49, 50, 52, 971, 1783- 
34—1783-36, 1783-346, 3341-34-3341-36, 
3341-346, 3563 
Food Security Improvements Act of 


1783-34, 3341-34 

Foreign Assistance Act of 1961, 
amendments...862, 898, 1094, 1095, 3011, 
3014, 3017, 3019, 3207-60, 3207-61, 3207-68, 


Foreign Assistance Act of 1969, 


Foreign Assistance and Related 
Programs Appropriations Act, 
1783-214, 3341-214 
Foreign Currency, Comprehensive 
Anti-Apartheid Act of 1986 
Foreign Relations Authorization Act, 
Fiscal Years 1986 and 1987, 


868, 3136-3139 
Foreign Service Buildings Act, 1926, 


Foreign Service Pension System Act of 
986 
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Forest System, National. See National 
Ferest System. 
Forests and Forest Products: 
Seé also National Forest System. 
Columbia River Gorge National 


Emergency Wetlands Resources Act of 
1986, 


Military reservations, fish and wildlife 
and natural resources 
management programs 

Special Foreign Assistance Act of 

98 


Fort Sumter National Monument Tour 
Boat Facility, SC, acquisition and 
development. 

France: 

Comprehensive Anti-Apartheid Act of 
1986 

Drug Export Amendments Act of 
1986. 

R.M.S. Titanic Maritime Memorial 
Act of 1986 

Francis Scott Key Memorial, 
Washington, DC, establishment 

Franklin Eddy Canal, CO, 
designation 

Fraud: 

Anti-Drug Abuse Act of 1986. 
Computer Fraud Abuse Act of 1986 
Conservation Service Reform Act of 


Act 

E] Portal administrative site, CA, 
additional leases 

Electronic Communications Privacy 
Act of 1986 


Futures Trading Act of 1986 
Government Securities Act of 1986. 
Immigration Marriage Fraud 
Amendments of 1986 
Immigration Reform and Control Act 


National Childhood Vaccine Injury 
Act of 1986 
Frederick N. Weathers Station of the 
United States Postal Service, MO, 
designation 
Freedom of Information Reform Act 
3 


G 


Gallaudet University, Education of the 
Deaf Act of 1986 


Nore: Page references are to the beginning page 


Page 


Page 
Garn-St Germain Depository 
Institutions Act of 1982, 


Garrison Diversion Unit 
Reformulation Act of 1986. 
Gas. See Natural Gas. 
Gasoline. See Petroleum and 
Petroleum Products. 
Gene Snyder United States Courthouse 
and Customhouse, KY, 


George Washington University 
Revenue Bond Act of 1985, 


Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Judicial Housekeeping Act of 1986. 

National Defense Authorization Act 
for Fiscal Year 1987 

Water Resources Development Act of 


Georgia Wilderness Act of 1986 
German Democratic Republic, 
Intelligence Authorization Act for 


Germany, Federal Republic of: 
Drug Export Amendments Act of 


National Defense Authorization Act 
for Fiscal Year 1987 

Omnibus Diplomatic Security and 
Antiterrorism Act of 1986 

Gifts and Property: 

Berlin National Fish Hatchery, 
property conveyance 

Bicentennial Commission on the 
Constitution, private contribution 


California water projects. 
Coast Guard Authorization Act of 


Counting Development Credit 
Union Revolving Loan Fund 


Domestic Volunteer Service Act 
Amendments of 1986 

Fort Sumter National Monument 
Tour Boat Facility, SC, 
acquisition and development. 

Horsepasture River, NC, designation 
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Gifts and Property—Continued 

Johnstown Flood Museum, 
preservation and interpretation 

Klamath River Basin, CA, fishery 
resources restoration. 

National Defense Authorization Act 
for Fiscal Year 1987 

Olympic National Park and Forest, 
boundary revisions. 

Omnibus Budget Reconciliation Act of 


Omnibus Diplomatic Security and 
Antiterrorism Act of 1986 

Presidential Libraries Act of 1986 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Gila Bend Indian Reservation Lands 
Replacement Act 

Gila River Pima-Maricopa Indian 
Community, judgment distribution 


Gillis W. Long Post Office Building, 
LA, designation 

Goldwater-Nichols Department of 
Defense Reorganization Act of 


Government National Mortgage 
Association, additional 
commitments 

Government Organization and 
Employees: 

Consolidated Federal Funds Report 
Amendments of 1985 

Criminal Law and Procedure 
Technical Amendments Act of 


Department of Labor Executive Level 
Conforming Amendments of 


Executive Exchange Program 
Voluntary Services Act 
False Claims Amendments Act of 


Federal Employees Benfits 
Improvement Act of 1986 

Federal Employees’ Retirement 
System Act of 1986 

Federal Employees’ Retirement 
System Technical Corrections Act 


sdtaie compensation 
Intelligence Authorization Act for 


Judicial Improvements Act of 1986 

Military reserve technicians, 
competitive status. 

Motor vehicles, restrictions 


Page 


National Bureau of Standards 
Authorization Act For Fiscal 


National Science Foundation 
Authorization Act for Fiscal Year 


ena Reduction 
Reauthorization Act of 1986...1783-335, 
3341-335 
Government Securities Act of 1986 3208 
Grain Quality Improvement Act of 
1986. 
Grains. See Agriculture and 
Agricultural Commodities. 
Grants: 
Anti-Drug Abuse Act of 1986 
Asbestos Hazard Emergency Response 
Act of 1986. 
Cache La Poudre, CO, boundary 
designations. 
California water projects 
Children’s Justice and Assistance Act 


Community Development Credit 
Union Revolving Loan Fund 


1986. 
Comprehensive Smokeless Tobacco 
Health Education Act of 1986 
Consolidated Federal Funds Report 
Amendments of 1985. 
Consolidated Omnibus Budget 
Reconciliation Act of 1985 
Criminal Law and Procedure 
Technical Amendments Act of 


Domestic Volunteer Service Act 
Amendments of 1986. 
Drug Export Amendments Act of 


Education of the Handicapped Act 
Amendments of 1986. 


Federal Employees Benefits 
Improvement Act of 1986 
Geriatric training p 


Governance of insular areas of the 
U. S., eastern Caribbean center 
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Health Maintenance Organization 
Amendments of 1986 
Health Services Amendments Act of 


Injury Prevention Act of 1986 

Job Training Partnership Act 
Amendments of 1986 

National Bureau of Standards 
Authorization Act for Fiscal Year 


Safe Drinking Water Act 
Amendments of 1986 

State Comprehensive Mental Health 
Services Plan Act of 1986 

Superfund Amendments and 
Reauthorization Act of 1986 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Water conveyance systems, 
permanent easements. 
Water Resources Development Act of 


1986 
Great Britain. See United Kingdom. 
Great Egg Harbor, NJ, river study 
Great Lakes Fishery Act of 1956, 


Guam: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Compact of Free Association, 


Consolidated Omnibus Budget 
Reconciliation Act of 1985. 
Criminal Justice Act Revision of 


Education of the Handicapped Act 
Amendments of 1986 

Federal Employees’ Retirement 
System Act of 1986 

Governance of insular areas of the 
Ch iciikectnepihinsictectticicshcalisieeesiesteon 837 
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Higher Education Amendments of 
1986 


National Defense Authorization Act 
for Fiscal Year 1987 
Nonimmigrant alien crewmen, 


Protection and Advocacy for Mentally 
Ill Individuals Act of 1986. 
Water Resources Development Act of 


Haiti: 
Immigration Reform and Control Act 
of 1986 
Special Foreign Assistance Act of 
1986 


Handicapped Children’s Protection 
Act of 1986 
Handicapped Persons: 
Air Carrier Access Act of 1986 
Children’s Justice and Assistance Act 


Consolidated Omnibus Budget 
Reconciliation Act of 1985 
Education allocation limits for 


Employment Opportunity for 
Disabled Americans Act 

Federal Employees’ Retirement 
System Act of 1986 

Higher Education Amendments of 


Job Training Partnership Act 
Amendments of 1986 

National Science Foundation 
Authorization Act for Fiscal Year 


eam and Advocacy for Mentally 
Ill Individuals Act 
Rehabilitation Act Amendments of 
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Page 
Handicapped Persons—Continued 
Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Harbor Development and Navigation 
Improvement Act of 1986 
apes a Revenue Act of 


Harold £ D. Donohue Federal Building, 
MA, designation 
Hawaii: 

American Indian, Alaska Native and 
Native Hawaiian Culture and Art 
Development Act 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

National Defense Authorization Act 
for Fiscal Year 1987 

Water Resources Development Act of 


Hawaii Volcanoes National Park, 
additional lands 
Hawaiian Homes Commission Act, 
1920, amendments, consent of 
Congress. 
Hazardous Liquid Pipeline Safety Act 
of 1979, amendments...139, 140, 2965, 
2966 
Hazardous Materials: 
Asbestos Hazard Emergency Response 
Act of 1986 
Electronic Communications Privacy 
Act of 1986 
Garrison Diversion Unit 
Reformulation Act of 1986 
Military Lands Withdrawal Act of 


Natural gas pipeline safety 
Safe Drinking Water Act 
Amendments of 1986 
Superfund Amendments and 
Reauthorization Act of 1986 
Hazardous Substance Response 
Revenue Act of 1980, 


Hazardous Substance Response Trust 
Fund, repayable advance 
Head Start Act, amendments 
Health Care Facilities: 
Alzheimer’s Disease and Related 
Dementias Services Research Act 


Consolidated Omnibus Budget 
Reconciliation Act of 1985. 
Health Care Quality Improvement 
Act of 1986 

Health Maintenance Organization 
Amendments of 1986 

Injury Prevention Act of 1986 

National Childhood Vaccine Injury 
Act of 1986 


SUBJECT INDEX 


Page 
Omnibus Budget Reconciliation Act of 


Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Health Care Professionals: 
Alzheimer’s Disease and Related 
Dementias Services Research Act 


Health Care same Improvement 
Act of 1986 

Health Maintenance Organization 
Amendments of 1986 

National Childhood Vaccine Injury 
Act of 1986 


Superfund Amendments and 
Reauthorization Act of 1986. 
Health Care Quality Improvement Act 


Health Maintenance Organization 
Amendments of 1986 
Health and Medical Care: 
See also Health Care Facilities; Health 
Care Professionals; Medicare. 
Alzheimer’s Disease and Related 
Dementias Services Research Act 


Asbestos Hazard Emergency Response 
Act of 1986 
Children’s Justice and Assistance Act 


Codigo Smokeless Tobacco 
Health Education Act of 1986 

Consolidated Omnibus Budget 
Reconciliation Act of 1985. 

Criminal Law and Procedure 
Technical Amendments Act of 


Declaration of Taking Act, interest 
provisions amendments 

District of Columbia Judicial 
Efficiency and Improvement Act 


1986. 
Federal Employees Benefits 
Improvement Act of 1986 
Futures Trading Act of 1986 
Governance of insular areas of the 
U. S., grant eligibility waiver 
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Handicapped workers, wage 


Hiking. See Recreation. 


1229 | Hispanics. See Minorities. 
3633 | Historic Preservation: 


National Commission to Prevent 
Infant Mortality Act of 1986 

National Defense Authorization Act 
for Fiscal Year 1987 

Omnibus Budget Reconciliation Act of 


Omnibus Diplomatic Security and 
Antiterrorism Act of 1986 

Protection and Advocacy for Mentally 
Ill Individuals Act of 1986 

Refugee Assistance Extension Act of 


Safe Drinking Water Act 
Amendments of 1986 
Special Foreign Assistance Act of 


Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Higher Education Act, amendments 1950 
Higher Education Act of 1965, 
amendments...339-356, 821, 1278, 1287, 
1289, 1290, 1308, 1353, 1429, 1487, 1439, 1454, 
1475, 1495, 1514, 1516-1520, 1545, 1549, 1560, 
1567, 1573, 1577, 1579, 3388 
Higher Education Amendments of 
1986. 


Highways: 
Consolidated Omnibus Budget 
Reconciliation Act of 1985 
Compact of Free Association, 


Superfund Amendments and 
Reauthorization Act of 1986 
Water Resources Development Act of 
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See also Conservation. 
Blackstone River National Heritage 
Corridor, MA and RI, 


Johnstown Flood Museum, 
preservation and interpretation 

Johnstown Flood National Memorial, 
development ceiling increase. 

Nez Perce N: ational Historic Trail, OR 


Home Mortgage Disclosure Act of 
1975, amendments 
Home Owners’ Loan Act of 1933, 


conn Persons: 
Human Services Reauthorization Act 


State Comprehensive Mental Health 
Services Plan Act of 1986 
Horsepasture River, NC, designation. 
Hospitals. See Health Care Facilities. 
Houlton Band of Maliseet Indians 
Supplementary Claims Settlement 
Act of 1986 
Housing: 
Community development insurance 


Insurance programs, extension. 

National Defense Authorization Act 
for Fiscal Year 1987 

Omnibus Budget Reconciliation Act of 


Authorization Act, Fiscal Year 


site bncer ety er t= nan nama mgaummaanaiaia tae dues 


they actually appear. 
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Housing—Continued 

Sequestration of guarantee 
commitments 

Single family mortgage insurance, 
property eligibility 

Tax Reform Act of 1986 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Housing Act of 1949, amendments...74, 103- 
106, 328 


Housing Act of 1950, amendments 
Housing Act of 1964, amendments 
Housing and Community Development 


Act of 1974, amendments...75, 102, 106, 
328, 329 


Housing and Community Development 
Act of 1980, amendments. 

Housing and Community Development 
Reconciliation Amendments of 


Housing and Urban Development Act 
of 1970, amendments 
Housing and Urban-Rural Recovery 
Act of 1983, amendments. 
Human Rights: 
Anglo-Irish Agreement Support Act of 


Omnibus Diplomatic Security and 
Antiterrorism Act of 1986 
_— Foreign Assistance Act of 
1986 


Humboldt National Forest, boundary 
modification 

Humpback Whales. See Animals. 

Hungary, Intelligence Authorization 
Act for Fiscal Year 1987 

Hunting: 

Emergency Wetlands Resources Act of 
1986. 


Gila Bend Indian Reservation Lands 
Replacement Act 
Military Lands Withdrawal Act of 


Pine Ridge National Recreation Area, 
NE, designation 
Huntley Project Irrigation District, 
MT, land conveyance 
Hydroelectricity. See Energy. 


I 


Iceland, Drug Export Amendments Act 
of 1986. 


Idaho: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Desert land entrymen, relief 


Land conveyance 

Superfund Amendments and 
Reauthorization Act of 1986 

Water Resources Development Act of 


Illinois: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

National Defense Authorization Act 
for Fiscal Year 1987 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Immigration: 
Compact of Free Association, 


Immigration Marriage Fraud 
Amendments of 1986. 
Immigration and Nationality Act, 
amendments...842, 1806, 3207-47, 3360, 
3374, 3381, 3383, 3384, 3405, 3411, 3417, 3422, 
3431, 3434, 3435, 3438, 3439, 3445, 3449-3455, 
3537, 3541-3543 
Immigration and Nationality Act 
Amendments of 1986. 
Immigration and Nationality Act of 
1952, amendments 1783-53, 3341-53 
Immigration Reform and Control Act 


Immunization: 
National Childhood Vaccine Injury 
Act of 1986. 
Special Foreign Assistance Act of 
1986 


See also Exports. 

Administrative and export activities. 

Armor piercing ammunition, 
manufacture and sale 

Coast Guard Authorization Act of 


Comprehensive Anti-Apartheid Act of 
1986, technical corrections 

Consolidated Omnibus Budget 
Reconciliation Act of 1985 
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Drug Export Amendments Act of 
1986 

Firearms Owners’ Protection Act 

Food Security Improvements Act of 
1986. 

General Services Administration, 
audit responsibility 

Omnibus Budget Reconciliation Act of 
1986 

Superfund Amendments and 
Reauthorization Act of 1986 


Indian Alcohol and Substance Abuse 
Prevention and Treatment Act of 


Indian Education Act, amendments...3207- 
133 
Indian Elementary and Secondary 
School Assistance Act, 
amendments 
Indiana: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Little Calumet River and Burns/ 
Portage Waterway, cooperative 


3207-133 


Indiana Dunes National Lakeshore, 
boundary changes 
Indians: 
See also specific tribes or bands. 
American Indian, Alaska Native, and 
Native Hawaiian Culture and Art 
Development Act 
Anti-Drug Abuse Act of 1986 
Cherokee Nation, trust lands 
Chilocco Indian School, trust lands 
Chippewa Tribe, funds distribution 
Colorado River Floodway Protection 


Columbia River Gorge National 
Scenic Area Act. 

Domestic Volunteer Service Act 
Amendments of 1986 

Education of the Handicapped Act 
Amendments of 1986 

Electric Consumers Protection Act of 
1986 

Gila Bend Indian Reservation Lands 
Replacement Act 

Gila River Pima-Maricopa Indian 
Community, judgment plan 

Governance of insular areas of the 
United States, individual escrow 
account interest 


Higher Education Amendments of 
1986 

Houlton Band of Maliseet Indians 
Supplementary Claims 
Settlement Act of 1986. 

Human Services Reauthorization Act 


Kaw Tribe, trust lands 
Klamath Indian Tribe Restoration 


Klamath River Basin, CA, fishery 
resources restoration 

Olympic National Park and Forest, 
boundary revisions. 

Otoe-Missouria Tribe, trust lands. 

Pawnee Tribe, trust lands 

Ponca Tribe, trust lands. 

Pueblo of Zia, trust lands 

Rehabilitation Act Amendments of 


Reno Sparks Indian Colony, trust 
lands. 

Safe Drinking Water Act 
Amendments of 1986 

Saginaw Chippewa Indian Tribe of 
Michigan Distribution of 
Judgment Funds Act. 

San Carlos Apache Tribe, claim 
settlement. 

Sexual offenses within Indian 
country 

Single family mortgage insurance, 
property eligibility 

Superfund Amendments and 
Reauthorization Act of 1986 

Tohono O’odham Tat Momolikot Dam 
Settlement Act 

Tonkawa Tribe, trust lands 

Tribally Controlled Community 
College Assistance Amendments 


White Earth Reservation Land 
Settlement Act of 1985. 
Infants. See Children and Youth. 
Informants. See Law Enforcement and 
Crime. 
Information. See Classified 
Information; Public Information. 
Injury Prevention Act of 1986 
Inland Waterways Revenue Act of 
1978, amendments 
Inspector General Act of 1978, 


Insurance: 
Asbestos Hazard Emergency Response 
Act of 1986 
Colorado River Floodway Protection 
A 


Consolidated Federal Funds Report 
Amendments of 1985 
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Page 
Insurance—Continued 
Consolidated Omnibus Budget 
Reconciliation Act of 1985. 
Criminal Justice Act Revision of 


Criminal Law and Procedure 
Technical Amendments Act of 


District of Columbia Judicial 
Efficiency and Improvement Act 


Federal Employees Benefits 
Improvement Act of 1986 

Federal Employees’ Retirement 
System Act of 1986 

Food Security Improvements Act of 


Housing and community development 
programs, extension 

Judicial Improvements Act of 1986 

National Defense Authorization Act 
for Fiscal Year 1987 


Risk Retention Amendments of 1986 
Single family mortgage, property 


Superfund Amendments and 
Reauthorization Act of 1986 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Intelligence Authorization Act for 
Fiscal Year 1984, amendments 

Intelligence Authorization Act for 
Fiscal Year 1986, amendments. 

Intelligence Authorization Act for 
Fiscal Year 1987 


Internal Revenue Code of 1954, 
amendments...222-227, 260-267, 273, 285, 
297, 325, 327, 823, 1951, 1952, 19538, 1955- 

1959, 1962, 1963, 1970, 1971, 2012, 2935, 4266, 
4269, 4270, 4271 
Internal Revenue Code of 1986. 


SUBJECT INDEX 


Page 

Internal Revenue Code of 1986, 
amendments...1760-1765, 1767, 1769- 
1772, 1774-1781, 1964, 1977, 1978, 2075-2077, 
2095, 2096, 2099, 2102-2110, 2112, 2113, 2115- 
2118, 2120, 2121, 2187-2148, 2166, 2173, 2175, 
2178-2181, 2183, 2189, 2205, 2208, 2216-2229, 
2288, 2241, 2248, 2244, 2246, 2248, 2249-2254, 
2265, 2266, 2269, 2272-2275, 2277, 2282-2286, 
2289, 2291, 2294, 2296-2308, 2317-2320, 2339- 
2348, 2345, 2347, 2348, 2350, 2855, 2356, 2358, 
2361-2365, 2368, 2371-2376, 2378-2391, 2393, 
2395, 2397, 2399, 2405-2408, 2411, 2413-2417, 
2419-2426, 2430-2435, 2439, 2440, 2444-2448, 
2450-2452, 2454-2456, 2459, 2461-2470, 2472, 
2474-2478, 2481, 2483-2488, 2490-2494, 2502- 
2520, 2525, 2528, 25380-25338, 2536-2545, 2549- 
2554, 2556-2559, 2561-2566, 2574, 2575, 2576, 
2579-2585, 2591, 2593-2596, 2598-2600, 2602, 
2603, 2655-2658, 2711-2717, 2729, 2730, 2732, 
2736-2769, 2771-2774, 2776-2779, 2781, 2782, 
2785-2800, 2803-2821, 2823-2844, 2846-2853, 
2855-2886, 2888, 2890, 2891, 2914, 2936-2939, 
2941-2963 

International Agreements: 
Anti-Drug Abuse Act of 1986. 
Compact of Free Association, 


eusliioiina Anti-Apartheid Act of 
1986, technical corrections. 

Emergency Wetlands Resources Act of 
1986 


sanctuary 

National Defense Authorization Act 
for Fiscal Year 1987 

Omnibus Budget Reconciliation Act of 


R.MS. Titanic Maritime Memorial 
Act of 1986. 
International Claims Settlement Act 
of 1949, amendments 
International Maritime and Port 


International Narcotics Control Act of 
3 


International Organizations: 
Compact of Free Association, 


Consolidated Omnibus Budget 
Reconciliation Act of 1985 
Intelligence Authorization Act for 


National Defense Authorization Act 
for Fiscal Year 1987 

Patent and Trademark Office, search 
rooms, prohibiting usage fees 
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Page 
International Security and 
Development Cooperation Act of 
1985, amendments...871, 1783-240, 3341- 
240 
Interstate Compacts. See Compacts 
Between States. 
Iowa: 
Algona, airport property transfer. 
Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 
Water Resources Development Act of 


Iran, Anti-Drug Abuse Act of 1986 
Ireland: 
Anglo-Irish Agreement Support Act 
Drug Export Amendments Act of 


Iron. See Chemicals. 
Israel, Omnibus Diplomatic Security 
and Antiterrorism Act of 1986. 
Italy: 
Comprehensive Anti-Apartheid Act of 


Jacob Welnboryos Federal Building, 

CA, designation 
James Madison Memorial Fellowship 

1783-76, 3341-76 

James W. Trimble Lock and Dam, AR, 

designation 
Japan: 

Comprehensive Anti-Apartheid Act of 
6 


1986. 
National Defense Authorization Act 
for Fiscal Year 1987 


Jennings Randolph Lake, MD and 
WV, designation. 
Job Training Partnership Act, 


Job Training Partnership Act 
Amendments of 1986 

Johnstown Flood Museum, 
preservation and interpretation 

Johnstown Flood National Memorial, 
development ceiling increase 

Joint Resolutions, parchment-printing 


Joseph P. Addabbo Federal Building, 
NY, designation 


Joseph W. Martin Institute for Law 
and Society, official papers, 


Judicial Housekeeping Act of 1986 
Judicial Improvements Act of 1985. 
Juvenile Drug Trafficking Act of 


Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Dwight David Eisenhower Centennial 


Kansas State University Educational 
Satellite Video Communications 


National Defense Authorization Act 
for Fiscal Year 1987 
Water Resources Development Act of 


Kansas State University, Educational 
Satellite Video Communications 
Center, financial assistance 

Kaw Tribe, trust lands. 

Kentucky: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Consolidated Omnibus Budget 
Reconciliation Act of 1985. 

Gene Snyder United States 
Courthouse and Customhouse, 
designation 

National Defense Authorization Act 
for Fiscal Year 1987 

Water Resources Development Act of 


Kidnapping. See Law Enforcement and 


e. 
Klamath Indian Tribe Restoration 
Act 


Klamath River Basin, CA, fishery 
resources restoration 

Korea, National Defense Authorization 
Act for Fiscal Year 1987 

Korean War Veterans Memorial, 


Krugerrands. See Foreign Currency. 


L 


Labeling: 
Anti-Drug Abuse Act of 1986 
Asbestos Hazard Emergency Response 
Act of 1986 
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Labeling—Continued 
Drug Export Amendments Act of 


Futures Trading Act of 1986 
Labor Disputes, Maine Central 
Railroad Company and Portland 
Terminal Company 
Lakes: 
Jennings Randolph Lake, MD and 
WV, designation 
Wehrspann Lake, NE, designation. 
Winthrop Rockefeller Lake, AR, 
designation 
Land and Water Conservation Fund 
Act of 1965, amendments 2897, 3587 
Lands. See Public Lands. 
Laos, Anti-Drug Abuse Act of 1986. 
Law Enforcement and Crime: 
Age Discrimination in Employment 
Amendments of 1986 
Anti-Drug Abuse Act of 1986 
Anti-Kickback Enforcement Act of 
1986 


3207 


Armor piercing ammunition, 
manufacture and sale 
Bank Bribery Amendments Act of 


Bicentennial Commission on the 
Constitution, commemorative 
bicentennial logo 

Child Sexual Abuse and Pornography 
Act of 1986 

Compact of Free Association, 


1986 
Criminal Law and Procedure 
Technical Amendments Act of 


Electronic Communications Privacy 
Act of 1986 


Federal Employees’ Retirement 
System Act of 1986 

Firearms, interstate transportation. 

Firearms Owners’ Protection Act 


Futures Trading Act of 1986 
Government Securities Act of 1986 
Higher Education Amendments of 


Housing and community development 
insurance programs, extension 

Immigration Marriage Fraud 
Amendments of 1986 


SUBJECT INDEX 


Immigration Reform and Control Act 


Omnibus Diplomatic Security and 
Antiterrorism Act of 1986 
Refugee Assistance Extension Act of 


Safe Drinking Water Act 
Amendments of 1986 

Sentencing Guidelines Act of 1986 

Superfund Amendments and 
Reauthorization Act of 1986 

Surface Freight Forwarder 
Deregulation Act of 1986. 

Truth in Mileage Act of 1986 

Uniformed and Overseas Citizens 
Absentee Voting Act. 

United States Marshals, NY, duties 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Leadership in Educational 
Administration Development Act 
of 1984, amendments...1783-192, 3341- 
192 
Legal Services, debt recovery, 
a of disadvantaged 


Leslie Nelson Shaw, Sr., General Mail 
Facility of the United States 
Postal Service, CA, designation 

Liability Risk Retention Act of 1986 

Libraries: 

Consolidated Federal Funds Report 
Amendments of 1985. 

Domestic Volunteer Service Act 
Amendments of 1986 

Higher Education Amendments of 
1986 

Patent and Trademark Office, search 
rooms, prohibiting usage fees. 

Presidential Libraries Act of 1986 

Licensing: 

Electric Consumers Protection Act of 


Surface Freight Forwarder 
Deregulation Act of 1986. 
Little Calumet River and Burns/ 
Portage Waterway, IN, cooperative 


Livestock. See Animals. 
Loans: 
California water projects 
Colorado River Floodway Protection 


Columbia River Gorge National 
Scenic Area Act, 
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Page 
Community Development Credit 
Union Revolving Loan Fund 


198 
Consolidated Federal Funds Report 
Amendments of 1985 
Consolidated Omnibus Budget 
Reconciliation Act of 1985 
Criminal Law and Procedure 
Technical Amendments Act of 


Federal Employees’ Retirement 
System Act of 1986. 

Federal Housing Administration and 
Government National Mortgage 
Association, additional loans and 
security commitments 

Food Security Act of 1985, 


198 
Futures’ Trading Act of 1986 
Higher Education Amendments of 


Housing and community development 
insurance programs, extension....73, 673 
Human Services Reauthorization Act 


Job Training Partnership Act 
Amendments of 1986. 

Health Maintenance Organization 
Amendments of 1986 

National Bureau of Standards 
Authorization Act for Fiscal Year 


Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Louisiana: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Emergency Wetlands Resources Act of 


Gillis W. Long Post Office Building, 
designation 

Property restrictions. 

Saline Bayou, land acquisition and 
development. 

Superfund Amendments and 


Reauthorization Act of 1986 1613 


Nore: Page references are to the beginning page 


United States Coast Guard, changes in 


86 | Low-Income Home Energy Assistance 


Act of 1981, amendments 
Lower Colorado, water supply. 
Loxahatchee National Wildlife Refuge, 


Luxembourg, Drug Export 
Amendments Act of 1986. 


973-976 


Magnuson Fishery Conservation and 
Management Act, amendments. 
823, 3706-3715 
Mail: 
Child Sexual Abuse and Pornography 


Conservation and management 
resources, U.S. fishing rights and 
authority 

False Claims Amendments Act of 


Government Securities Act of 1986. 
Omnibus Budget Reconciliation Act of 


Acadia National Park, permanent 
boundary 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Houlton Band of Maliseet Indians 
Supplementary Claims 
Settlement Act of 1986. 

Maine Central Railroad Company and 
Portland Terminal Company, 


Marine Mammal Protection Act of 
1972, amendments 
Marine Protection, Research, and 
Sanctuaries Act of 1972, 
amendments 131, 132, 1693, 4259 
Marine Resources and Engineering 
Development Act of 1966, 


Maritime Affairs: 
See also Fish and Fishing. 
Anti-Drug Abuse Act of 1986. 
Coast Guard Authorization Act of 


Conservation and management 
resources, U.S. fishing rights and 
authority 


attach low, with Rowmetsien Lostheing amandeheeepetied, ae 
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Maritime Affairs—Continued 
Consolidated Omnibus Budget 
Reconciliation Act of 1985. 
Fish and Seafood Promotion Act of 


Indiana Dunes National Lakeshore, 
boundary changes 

Judicial Improvements Act of 1985 

National Defense Authorization Act 
for Fiscal Year 1987 

National museum, CA, funding 

Nonimmigrant alien crewmen, 
classification 


Omnibus Diplomatic Security and 
Antiterrorism Act of 1986 

Panama Canal Commission 
Authorization Act, Fiscal Year 


R.MS. Titanic Maritime Memorial 
Act of 1986. 
Recreational Boating Safety Act of 


Superfund Amendments and 
Reauthorization Act of 1986. 
“Taney”, Coast Guard cutter, 
maritime museum and display 
Tax Reform Act of 1986 


Maritime Drug Law Enforcement 
Prosecution Improvements Act of 


Marketing. See Agriculture and 
Agricultural Commodities; 
Commerce and Trade. 

Marshall Islands: 

Compact of Free Association, 


Education of the Handicapped Act 
Amendments of 1986 
Governance of insular areas of the 
United States, project funds 
Martin Luther King, Jr. Federal 
Building and United States 
Courthouse, NJ, designation. 
Martin Luther King, Jr. Federal 
Holiday Commission, 
continuation 
Maryland: 
Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 


Page 


SUBJECT INDEX 


Charles McC. Mathias, Jr., National 
Study Center for Trauma and 
Emergency Medical Systems, 
designation 

Consolidated Omnibus Budget 
Reconciliation Act of 1985 

Edgewater, Charles McC. Mathias, Jr. 
Laboratory for Environmental 
Research, construction 

Land conveyance 

National Defense Authorization Act 
for Fiscal Year 1987 

Susquehanna River Basin Compact 
Amendments, consent of 


Congress 
“Taney’’, Coast Guard cutter, 
maritime museum and display 
Water Resources Development Act of 


Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Blackstone River National Heritage 
Corridor, establishment 

Farmington Wild and Scenic River 


Harold D. Donohue Federal Building, 
designation 

Joseph W. Martin Institute for Law 
and Society, official papers, 
preservation 

Omnibus Budget Reconciliation Act of 


Medals. See Decorations, Medals, 
Awards. 
Medicaid, Omnibus Budget 
Reconciliation Act of 1986. 

Medical Care. See Health and Medical 
Care. 

Medicare: 
Consolidated Omnibus Budget 

Reconciliation Act of 1985 

Omnibus Budget Reconciliation Act of 


Medicare and Medicaid Budget 
Reconciliation Amendments of 


Mental Health. See Health and Medical 
Care 


Mental Health Systems Act, 
3624, 3663 
Merchant Marine. See Maritime 
Affairs. 
Merchant Marine Act of 1920, 
amendments. 


Nore: Page references are to the a page of each law, with the exception of acts being amended or repealed, which 
cite to pages where they actually appear. 





SUBJECT INDEX A33 


Merchant Marine Act of 1936, 


776, 1912, 2214, 2215 


Merchant Ship Sales Act of 1946, 


Metals, Futures Trading Act of 1986 

Methane. See Natural Gas. 

Metropolitan Washington Airports Act 
1783-373, 3341-376 


Anti-Drug Abuse Act of 1986 
Emergency Wetlands Resources Act of 
1986. 


Water Resources Development Act of 
1986, 
Michael J. Dillon Memorial United 
States Courthouse, NY, 


Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Greilickville Harbor, designation 

Higher Education Amendments of 


Saginaw Chippewa Indian Tribe of 
Michigan Distribution of 
Judgment Funds Act 

Water Resources Development Act of 


Micronesia: 
Compact of Free Association, 


Education of the Handicapped Act 
Amendments of 1986 
Governance of insular areas of the 
United States, coordination and 
monitoring of project funds 
Middle East: 
See also specific country. 
Omnibus Diplomatic Security and 
Antiterrorism Act of 1986 
Migrant and Seasonal Agricultural 
Worker Protection Act, 


Military Construction Authorization 
Act, 1985, amendments 

Military Construction Authorization 
Act, 1986, amendments. 

Military Construction Authorization 
Act, 1987 

Military Family Act of 1985, 


Military Justice Amendments of 1986 
Military Lands Withdrawal Act of 


Military Personnel Accounts, 
extension 
Military Retirement Reform Act of 
86 


Page 


Military Retirement Reform Act of 


1986, amendments...1783-165, 3341-165, 


22 | Military Selective Service Act, 
Minerals and Mining: 


See also Natural Gas; Petroleum and 
Petroleum Products. 

Central Pacific Railway Company, 
land conveyances 

Chilocco Indian School, trust lands 

Columbia River Gorge National 


Comprehensive Anti-Apartheid Act of 
1986, technical corrections 

Consolidated Omnibus Budget 
Reconciliation Act of 1985. 

Deep Seabed Hard Mineral Resources 
Reauthorization Act of 1986. 

Export-Import Bank Act uae. 


Fort Sumter National Monument 
Tour Boat Facility, SC, 
acquisition and development. 

Haida Land Exchange Act of 1986. 

Huntley project irrigation district, 
land conveyance 

Military Lands Withdrawal Act of 


Pine ‘aa National Recreation Area, 
NE, designation 

Southern Pacific Transportation 
Company and Ernest and Dianna 
Pritchett, property conveyance 

Tax Reform Act of 1986 

Water Resources Development Act of 


Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Chippewa Indians, funds 
distribution 

Dewayne Hayes Recreation Area, 


White Earth Reservation Land 
Settlement Act of 1985 


Minorities: 
Commemorative structure for 


understanding, knowledge, 
opportunity and equality, 
establishment 
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Minorities—Continued 
Higher Education Amendments of 


Intelligence Authorization Act for 
Fiscal Year 1987 

National Defense Authorization Act 
for Fiscal Year 1987 

National Science Foundation 
Authorization Act for Fiscal Year 


Outten Diplomatic Security and 
Antiterrorism Act of 1986 
Water Resources Development Act of 


Mississippi: 

Arkansas-Mississippi Great River 
Bridge Construction Compact, 
consent of Congress 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Black Creek, land acquisition and 
development 

Chippewa Indians, funds 
distribution 

Land acquisition and development. 

Land restrictions 

Superfund Amendments and 
Reauthorization Act of 1986 

Water Resources Development Act of 


Frederick N. Weathers Station of the 
United States Postal Service, 
designation. 

Higher Education Amendments of 
1986 

Superfund Amendments and 
Reauthorization Act of 1986 

Water Resources Development Act of 


Model Secondary School for the Deaf 
Act, amendments. 


Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Huntley project irrigation district, 
land conveyance 

Miles City National Fish Hatchery, 
property transfer. 

Nez Perce National Historic Trail, 
designation 

Superfund Amendments and 
Reauthorization Act of 1986 

Water Resources Development Act of 

4082 


1613 


SUBJECT INDEX 


Motor Carriers, Surface Freight 
Forwarder Deregulation Act of 


Motor Vehicle Information and Cost 
Savings Act, amendments 3309, 3311 
Motor Vehicles: 
Anti-Drug Abuse Act of 1986 
Consolidated Omnibus Budget 
Reconciliation Act of 1985 
Government vehicles, restrictions 
National Defense Authorization Act 
for Fiscal Year 1987 
Panama Canal Commission 
Authorization Act, Fiscal Year 


Risk Retention Amendments of 1986 

Truth in Mileage Act of 1986. 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Battle of Normandy Museum 
Johnstown Flood Museum. 
National Maritime Museum 
United States Information Agency, 


NATO. See North Atlantic Treaty 
Organization. 
Namibia, Comprehensive Anti- 
Apartheid Act of 1986 
Narcotics. See Drugs and Drug Abuse. 
Narcotics Control Trade Act. 3207-164 
Narcotics Penalties and Enforcement 


National Antidrug Reorganization and 
Coordination Act. 32 

National Bureau of Standards 
Authorization Act for Fiscal Year 


National Childhood Vaccine Injury 
Act of 1986 
National Climate Program Act, 


National Commission to Prevent 
Infant Mortality Act of 1986 
National Defense Authorization Act 
for Fiscal Year 1987 
National Defense Education Act of 
1959, amendments. 
National Drug Interdiction 
Improvement Act of 1986 3207-73 
National Energy Conservation Policy 
Act, amendments 142, 932-943, 1890 
National Firearms Act, amendments. 
National Flood Insurance Act of 1968, 
amendments. 


Nors: Page references are to the beginning page of each law, with the exception of acts being amended or repealed, which 
to pages where they actually appear. 





SUBJECT INDEX 


Page 


National Forest Ski Area Permit Act 


National Forest System: 
Columbia River Gorge National 


Georgia Wilderness Act of 1986. 

Haida Land Exchange Act of 1986. 

Horsepasture River, N(, designation 

Humboldt National Forest, NV, 
boundary modification 

National Forest Ski Area Permit Act 


Nebraska Wilderness Act of 1985. 
Olympic Nationai Park and Forest, 
WA, boundary revisions 
Tennessee Wilderness Act of 1986 
Texas Wilderness Act Amendments of 


Water conveyance systems, 
permanent easements. 
National Forest System Drug Control 
Act of 1986 3207-191 
National Foundation on the Arts and 
the Humanities Act of 1965, 


National Guard: 
Iowa, airport property transfer. 
National Defense Authorization Act 
for Fiscal Year 1987 
National Housing Act, amendments...73, 74, 
104-106, 329, 3207-28, 3207-31, wai 
National Maritime Museum, funding 
National Ocean Pollution Planning 
Act of 1978, amendments. 
National Oceanic and Atmospheric 
Administration Marine Fisheries 
Program Authorization Act, 
amendments 
National Park Police Drug 
Enforcement Supplemental 
Authority Act. 
National Parks, Monuments, Etc.: 
Acadia National Park, ME, 
permanent boundary 
Allegheny Portage National Historic 
Site, PA, development ceiling 


in 

American Armored Force, 
Washington, DC, establishment 

Battle of Normandy Museum, U.S. 
encouragement and support. 

Black Creek, MS, land acquisition and 
development. 

Black Revolutionary War Patriots, 
Washington, DC, establishment...3144, 

3339 


Cache La Poudre, CO, boundary 


Cape Henry Cross, VA, land 
exchange. 

Children’s Challenge Center for Space 
Science, congressional support. 


Nore: Page references are to the beginning page 
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Colonial National Historical Park, 
VA, land exchange 

Commemorative structure for 
understanding, knowledge, 
opportunity and equality, 


Federal Lands Cleanup Act of 1985 

Fort Sumter National Monument 
Tour Boat Facility, SC. 
acquisition and development. 

Francis Scott Key Memorial, 


Great Egg Harbor, NJ, river study 

Hawaii Volcanoes National Park, HI, 
additional lands. 

Indiana Dunes National Lakeshore, 
boundary c’ 

J. Glenn Beall, Sr., Chesapeake and 
Ohio Canal National Historical 
Park, establishment 

Johnstown Flood Museum, PA, 
preservation and interpretation 

Johnstown Flood National Memorial, 
PA, development ceiling 


Korean War Veterans Memorial, 
Washington, DC, establishment...... 3226 
Michael J. Dillon Memorial United 
States Courthouse, NY, 
designation 
Michael McDermott Place, NJ, 


National Defense Authorization Act 
for Fiscal Year 1987 

National Maritime Museum, 
funding 

New River Gorge administrative site, 
land acquisition. 

Olympic National Park and Forest, 
ann ae 


R.M:S. Titanic Maritime Memorial 
Act of 1986. 

Red Hill Patrick Henry National 
Memorial, VA, designation. 

Robert F. Kennedy Memorial 
Stadium, Washington, DC, title 


Saline ~~ amen LA, land acquisition 
and development 
Sequoia National Park, hydroelectric 
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Page 
National Parks, Monuments, Etc.— 
Continued 
Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Women in the Armed Forces 
Memorial, Washington, DC 
establishment. 
National Parks and Recreation Act of 
1978, amendments...1783-266, 3339, 
3341-266 
National School Lunch Act, 
amendments...1783-360—1783-362, 1783- 
367—1783-369, 3341-363—3341-365, 3341- 
370—3341-372, 4071-4077 
National Science Foundation Act of 
1950, amendments 
National Science Foundation 
Authorization Act, 1977, 


National Science Foundation 
Authorization Act for Fiscal Year 


National Security. See Defense and 
National Security. 
National Security Act of 1947, 
amendments...1074, 1783-125, 3208, 
3341-125 
National Security Agency Act of 1959, 


National Technical Institute for the 
Deaf Act, amendments. 
National Trails System Act, 


National Wild and Scenic Rivers 
System, Horsepasture River, NC, 
designation 

National Wilderness Preservation 
System: 

Georgia Wilderness Act of 1986 

Nebraska Wilderness Act of 1985 

Olympic National Park and Forest, 
boundary revisions 

Tennessee Wilderness Act of 1986 


National Wildlife Refuge System: 
Arthur R. Marshall Loxahatchee 
National Wildlife Refuge, FL 
Emergency Wetlands Resources Act of 


Garrison Diversion Unit 
Reformulation Act of 1986 
Great tg National Wildlife 


Natural Gas: 
Conservation Service Reform Act of 


SUBJECT INDEX 


Louisiana property restrictions 
New Mexico, trust lands. 
OCS Paperwork and Reporting Act. 
Public utility holding companies, 
cogeneration facilities 
Safe Drinking Water Act 
Amendments of 1986 
Securities and Exchange Commission, 
exemptive authority 
clarification 
Superfund Amendments and 
Reauthorization Act of 1986 
Tax Reform Act of 1986 
Utah, land conveyance 
Natural Gas Pipeline Safety Act of 
1968, amendments 
Natural Resources. See Conservation; 
Environmental Protection; Forests 
and Forest Products. 
Naturalized Persons, Ellis ‘sland 
naturalization ceremony 
Navajo Community College Act, 


Naval Petroleum Reserves, minimum 
price and production rate 
Nebraska: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986. 

Water Resources Development Act of 


Wehrspann Lake, designation 
Nebraska Wilderness Act of 1985 
Necklacing. See Comprehensive Anti- 

Apartheid Act of 1986; South Africa. 
Netherlands, Drug Export 
Amendments Act of 1986 
Nevada: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Great Basin National Park Act of 


Mesquite, property transfer. 
Military Lands Withdrawal Act of 


New Hampshire: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Berlin national fish hatchery, 
property conveyance 

Water Resources Development Act of 
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New Jersey: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Edwin B. Forsythe Post Office 
Building, designation 

Great Egg Harbor, river study 

Martin Luther King, Jr. Federal 
Building and United States 
Courthouse, designation 

Michael McDermott Place, 


Superfund Amendments and 
Reauthorization Act of 1986. 


1986. 
New Jersey International and Bulk 
Mail Center, designation 
New Mexico: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Futures Trading Act of 1986. 

Military Lands Withdrawal Act of 


New River Gorge Administrative Site, 


land acquisition 
New York: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Benjamin S. Rosenthal Post Office 
Building, designation 

Consolidated Omnibus Budget 
Reconciliation Act of 1985. 

Highes Education Amendments of 

1986 


Joseph P. Addabbo Federal Building, 
designation 

Michael J. Dillon Memorial United 
States Courthouse, designation 

Silvio James Mollo Federal Building, 
designation 

Single family mortgage insurance, 
property eligibility 

Superfund Amendments and 
Reauthorization Act of 1986 

Susquehanna River Basin Compact 
Amendments, consent of 


ingress. 
Thaddeus J. Dulski Federal Building, 
designation. 


United States Marshals, duties. 
Water Resources Development Act of 


National Defense Authorization 
Act for Fiscal Year 1987 
Nonappropriated Fund 
Instrumentalities Employees’ 
Retirement Credit Act of 1986. 
Nondiscrimination. See Discrimination, 
Prohibition. 
Nonprofit Organizations. See 
Corporatious. 


44 | North Atlantic Treaty Organization, 


National Defense Authorization 
Act for Fiscal Year 1987 
North Carolina: 
Bankruptcy Judges, United States 


Horsepasture River, designation 
Water Resources Development Act of 


North Dakota: 
Garrison Diversion Unit 
Reformulation Act of 1986 
Water Resources Development Act of 


Northern Ireland. See Ireland. 
Northern Maria:.a Islands: 
Anti-Drug Abuse Act of 1986. 
Bankruptcy Judges, United States 
Trustees, and “amily Farmer 
Bankruptcy Act of 1986 
Consolidated Omnibus Budget 
Reconciliation Act of 1985 
Criminal Justice Act Revision of 


Education of the Handicappe4 Act 
Amendments of 1986 
Federal Employees’ Retirement 
System Act of 1986 
Governance of insular areas of the 
Ck kaise iiiccgicccnctietonivcnis 837 
Higher Education Amendments of 
1986. 


Protection and Advocacy for Mentally 
Ill Individuals Act of 1986. 
Water Resources Development Act of 


Norway, Drug Export Amendments Act 
of 1986 
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Nuclear Energy. See Energy. 
Nuclear Non-Proliferation Act of 1978, 


Nuclear Terrorism. See Terrorism. 

Nurses. See Health Care Professionals. 

Nutrition. See Health and Medical 
Care. 


O 


OCS Paperwork and Reporting Act 
Occupational Safety and Health. See 
Health and Medical Care; Safety. 
Office of Federal Procurement Policy 
Act, amendments...1783-151, 1783-152, 
3341-151, 3341-152, 3931, 3932 
Ohio: 


Army and Navy Union of the United 
States of America, charter 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Compact of Free Association, 


Consolidated Omnibus Budget 
Reconciliation Act of 1985 

Cuyahoga Valley National Recreation 
Area, boundary adjustment 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Cherokee Nation, trust lands 

Chilocco Indian School, trust lands. 

Kaw Tribe, trust lands. 

National Defense Authorization Act 
for Fiscal Year 1987 

Otoe-Missouria Tribe, trust lands 

Pawnee Tribe, trust lands 

Ponca Tribe, trust lands. 


Olympic National Park and Forest, 


Omnibus Budget Reconciliation Act of 
1981, amendments 967, 968, 2068 
— Budget Reconciliation Act of 
1986 


Omnibus Crime Control and Safe 
Streets Act of 1968, amendments...459, 
1783-56, 3341-56, 3207-41, 3207-46 


SUBJECT INDEX 


Page 


Omnibus Diplomatic Security and 
Antiterrorism Act of 1986 
Omnibus Diplomatic Security and 
Antiterrorism Act of 1986, 


Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Columbia River Gorge National 


Nez Perce National Historic Trail, 
designation. 

Southern Pacific Transportation 
Company and Ernest and Dianna 
Pritchett, property conveyance 

Superfund Amendments and 
Reauthorization Act of 1986 

Water Resources Development Act of 


Organic Act of Guam, amendments...839, 
842, 843 


Otoe-Missouria Tribe, trust lands 
Otters. See Animals. 
Outer Continental Shelf Lands Act, 


Outer Continental Shelf Lands Act 
Amendments of 1975, 


Outer Continental Shelf Lands Act 
Amendments of 1985. 

Overseas Citizens Voting Rights Act of 
1975, amendments. 


P 


Pacific Islands, Trust Territory of the. 
See Trust Territory of the Pacific 
Islands. 

Pakistan, Anti-Drug Abuse Act of 

6. 


Palau, Republic of: 
Compact of Free Association, 


Education of the Handicapped Act 
Amendments of 1986 
Panama, Federal Employees Benefits 
Improvement Act of 1986 
Panama Canal Act of 1979, 


Panama Canal Commission 
Authorization Act, Fiscal Year 


Paperwork Reduction Act of 1980, 
amendm 1783-335, 3341-335 
Paperwork Reduction Reauthorization 
Act of 1986. 1783-335, 3341-335 
Parchment-Printing Waiver. See 
Printing. 
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Page 
Parks, Monuments, Etc., National. See Southern Pacific Transportation 
National Parks, Monuments, Etc. Company and Ernest and Dianna 
Patent Cooperation Treaty, Pritchett, property conveyance. 


Superfund Amendments and 
Patent and Trademark Office, search Reauthorization Act of i986 


rooms, prohibiting usage fees. Tax Reform Act of 1986 
Patents and Trademarks: ; Utah, land conveyance 
me relief Water Resources Development Act of 


Fi 
ig trea Transfer Act of Philippines: 


“ae Anti-Apartheid Act of 
1986 


Veterans’ Benefits Improvement and 
Peace Corps Act, amendments Health-Care Authorization Act of 
Penalties. See Law Enforcement and 
Crime. Physicians. See Health Care 
Peninsula Airport Commission, Professionals. 
property restrictions Pine Ridge National Recreation Area, 
Pennsylvania: NE, designation 
Allegheny Portage National Historic - Poland, Intelligence Authorization Act 
Site, development ceiling for Fiscal Year 1987 
i Police. See Law Enforcement and 
Bankruptcy Judges, United States Crime. 
Trustees, and Family Farmer Pollution: 
Bankruptcy Act of 1986 Safe Drinking Water Act 
ms ae ae cee areade Bo Be ren eC 
-_ , Superfund Amendments and 
ae eee Reauthorization Act of 1986 
Susquehanna River Basin Compact ee a an eat nf t 
Amendments, consent of watery: - nies oe 
Congress and Crime. 
Veterans’ Benefits Improvement and Ports. See Rivers and Harbors. 
Health-Care Authorization Act of Ports and Waterways Safety Act of 
1972, amendments. 


Portugal, Drug Export Amendments 


Petrol oO h: Distributi ae ae taged 
etroleum Overcharge Distribution . 
and Restitution Act of 1986. Beverty: Ses — See: 


Petroleum and Petroleum Products: Presidential Libraries Act of 1936 


Central Pacific Railway Company, President’s Media Commission on 
land conveyances Alcohol and Drug Abuse 
Comprehensive Anti-Apartheid Act of Prevention Act 
1986. ee : iy 
Printing, enrolled bills and joint 
Comprehensive Anti-Apartheid Act of : es 
1986, technical corrections 51 resolutions, parchment-printing 
Conservation Service Reform Act of 
Prisoners. See Law Enfcrcement and 
Louisiana, property restrictions Crime. 
Naval reserves, minimum price and Processed Products Inspection 
Fa ae "sar ene ease Improvement Act of 1986 
ew Mexico, mineral rights and trus 
lesa 3243,3354 Procinsuntions: 
OCS Paperwork and Reporting Act. Afghanistan, most-favored-nation 
Omnibus Budget Reconciliation Act of status, suspension 
Aruba, Generalized System of 
Panama Canal Commission Preferences and Caribbean Basin 
Authorization Act, Fiscal Year Economic Recovery Act, 
beneficiary country designation 
Safe Drinking Water Act Cheese imports, modification of 
Amendments of 1986. 
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Page 


Proclamations—Continued 


European Economic Community, 
agricultural products from, 
import restrictions 
Generalized System of Preferences, 
4415, 4419 
Immigration, suspension of entry for 
Cuban nationals 
Japan, duty rate increase on certain 


Special Observances— 
A Time of Remembrance 
Adult Literacy Awareness Month...917, 
4482 
Afghanistan Day 
American Business Women’s Day...961, 


American Heart Month 

American Indian Week. 

American Liver Foundation 
National Liver Awareness 


Andrei Sakharov Day 
Asian/Pacific American Heritage 


Baltic Freedom Day 
Better Hearing and Speech Month.. 437, 
44 


Cancer Control Month 
Captive Nations Week 
Centennial of the Birth of David 


Centennial Year of the Gasoline 
Powered Automobile 

Child Health Day 

—— Day and Constitution 
Wi 


Columbus Day 

Crack/Cocaine Awareness Month. 

Critical Care Week. 

Death of American Astronauts on 
Board Space Shuttle 


Developmental Disabilities 

Awareness Month 
Education Day, U.S.A................004. 395, 4431 
Emergency Medical Services 


Ethnic American Day 

Fair Housing Month 

Father’s Day 

Federal Lands Cleanup Day 

Fire Prevention Week 

First patent and copyright laws, 
bicentennial anniversary 

Flag Day and National Flag Week 

Freedom of Information Day...41, 3032, 


4410 
Gaucher’s Disease Awareness 


SUBJECT INDEX 


General Pulaski Memorial Day 

Greek Independence Day: A 
National Day of Celebration of 
Greek and American 


Mental Illness Awareness Week...914, 
4498 
Minority Enterprise Development 
Week. 


Mother’s Day 

Music in Our Schools Month. 
National Adoption Week 
National Adult Day Care Center 


National Adult Immunization 
National Agricultural Export 


National Agriculture Day 
National Air Traffic Control Day...758, 
4475 


National Alopecia Areata 
Awareness Week 
National Alzheimer’s Disease 


National Aplastic Anemia 
Awareness Week. 
National Arts Week 
National Asthma and Allergy 
Awareness Week 
National Barrier Awareness Day...415, 
4438 


National Birds of Prey Month. 
National Black (Afro-American) 


441, 4458 


National Burn Awareness Week...8, 3031, 
4404 
National Child Identification and 
Safety Information Day 
National Child Safety Month 
National Children’s Accident 
Prevention Week. 
National Children’s Television 
Awareness Week. 
National Civil Rights Day. 
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National Community Education 
Day. 


Week. 
National Day of Excellence in honor 
of the crew of the space shuttle 


National Day of Prayer. 
National Defense Transportation 
Day and National 
Transportation Week 
National Diabetes Month 
National Digestive Diseases 
Awareness Week 
National Down Syndrome Month.. 672, 
4502 
National Drug Abuse Education 


Day 
National Drug Abuse Education 
and Prevention Week 
National Drunk and Drugged 
Driving Awareness Week 
National Employ the Handicapped 


1124, 4497 


National Energy Education Day... 56, 4414 

National Epidermolysis Bullosa 
Awareness Week 

National Family Caregivers Week 

National Family Reunion 


National Farm Safety Week 
National Fetal Alcohol Syndrome 


National Fire Fighters Day 

National Fishing Week. 

National Food Bank Week 

National Forest Products Week. 

National Freedom of Information 
Act Awareness Week. 

National Garden Week. 

National Hemophilia Month 

National Hispanic Heritage Week. 

National Historically Black 


National Hospice Month 
National Housing Week 
National Humanities Week 


National Immigrants Day 
National Independent Retail Grocer 
National Infection Control Week...799, 
National Institutes of Health 

Centennial Year. 
National Interstate Highway Day.. 511, 


National Jaycee Week. 


National Job Skills Week. 
National Kidney Program Day 
National Literacy Day. 

National Maritime Day 

National Mathematics Awareness 


National Nuclear Medicine Week...751, 
4478 


National Nursing Home Residents 
Day 
National Organ and Tissue Donor 


National Osteoporosis Awareness 


National Pearl Harbor 
Remembrance Day 
National Philanthropy Day 
National Poison Preventio 
National Reading Is Fun Week....402, 4436 
National SEEK and College 


National School Lunch Week. 
National School-Age Child Care 
Awareness Week. 
National Science Week. 
National Social Studies Week. 
National Spina Bifida Month 
National Teacher Appreciation 
Day 
National Theatre Week. 
National Tourism Week. 
National Women in Sports Day. 
National Women Veterans 
Recognition Week. 
National Year of the Americas 
National Year of Friendship with 
Finland. 
National Year of the Teacher. 
National Year of Thanksgiving. 
Naval Aviation Day 
9-1-1 Emergency Number Day 
Older Americans Melanoma/Skin 
Cancer Detection and 
Prevention Week. 
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Proclamations—Continued 
Special Observances——Continued 
Older Americans Month 
Pan American Day and Pan 


4506 
4457 
4408 
3029 
4391 


Salute to School Volunteers Day. 

Save Your Vision Week 

Senior Center Week 

Sesquicentennial Year of the 
National Library of Medicine 

Shays Rebellion Week and Shays 
Rebellion Day 

Small Business Week. 


y 
Truck and Bus Safety Week 
United States-Canada Days of Peace 
and Friendship 1 
Veterans Day 
Walt Disney Recognition Day 
Welcoming the Afghan Alliance. 
White Cane Safety Day 
Women’s Equality Day 
Women’s History Week 
World Food Day 
World Health Day and World 


Year of the Flag 
Year of New Sweden 
Year of the Reader 
Youth Suicide Prevention Month...500, 
4467 
Wood shingles and western red cedar, 
temporary duty increase. 
Product Liability Risk Retention Act 
of 1981, amendments 3170-3178 
Program Fraud Civil Remedies Act of 


Property. See Gifts and Property; Real 
Property. 
Protection and Advocacy for Mentally 
Ill Individuals Act of 1986 
Providence Hospital Commemorative 
Plaque Act. 
Psychologists. See Health Care 
Professionals. 
Public Availability. See Public 
Information. 
Public Buildings and Grounds: 
Albert V. Bryan United States 
Courthcuse, VA, designation 
Allegheny Portage Railroad National 
Historic Site, PA, development 


Asbestos Hazard Emergency Response 
Act of 1986 

Benjamin S. Rosenthal Post Office 
Building, NY, designation. 


SUBJECT 


INDEX 


Carl T. Hayden Veterans’ 
Administration Medical Center, 


Charles McC. Mathias, Jr. Laboratory 
for Environmental Research, MD, 


Charles McC. Mathias, Jr., National 
Study Center for Trauma and 
Emergency Medical Systems, MD 


Commemorative works, Washington, 
DC, Federal placement 
standards 

Debra Sue Schatz Post Office 
Building, TX, designation. 

Edwin B. Forsythe Post Office 
Building, NJ, designation 

Fort Sumter National Monument 
Tour Boat Facility, SC, 
acquisition and development 

Francis Scott Key Memorial, 
Washington, DC, establishment. 

Gene Snyder United States 
Courthouse and Customhouse, 
KY, designation 

Gillis W. Long Post Office Building, 


Harold D. Donohue Federal Building, 
MA, designation 

Jacob Weinberger Federal Building, 
CA, designation 

Johnstown Flood Museum, PA, 
preservation and interpretation 

Johnstown Flood National Memorial, 
PA, development ceiling 


increase 

Joseph P. Addabbo Federal Building, 
NY, designation 

Juanita Craft Post Office of South 
Dallas, TX, designation 

Leslie Nelson Shaw, Sr., General Mail 
Facility of the United States 
Postal Service, CA, designation 

Martin Luther King, Jr. Federal 
Building and United States 
Courthouse, NJ, designation 

Michael J. Dillon Memorial United 
States Courthouse, NY, 


Robert F. Kennedy Memorial 
Stadium, Washington, DC, title 


Silvio James Mollo Federal Building, 
NY, designation 

Thaddeus J. Dulski Federal Building, 
NY, designation 


Public Debt Limit: 


818, 1968 
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Omnibus Budget Reconciliation Act of 
1986 
Public Health Service Act, 


amendments...232-236, 357-360, 399-401, 
701, 907, 2937, 2938, 2939, 3623, 3663, 3597, 
3751, 3755, 3779, 8783, 3794, 3797, 3799-3802 


Public Information: 
Alzheimer’s Disease and Related 
Dementias Services Research Act 


Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Blackstone River National Heritage 
Corridor, MA and RI, 


Columbia River Gorge National 
Scenic Area Act 

Commemorative works, Federal 
placement standards 

Comprehensive Anti-Apartheid Act of 
1986. 


Comprehensive Smokeless Tobacco 
Health Education Act of 1986 

Conservation and management 
resources, U.S. fishing rights and 
authority. 

Conservation Service Reform Act of 


Consolidated Federal Funds Report 
Amendments of 1985 

Consolidated Omnibus Budget 
Reconciliation Act of 1985 

District of Columbia Judicial 
Efficiency and Improvement Act 


Education of the Handicapped Act 
Amendments of 1986 
Electric Consumers Protection Act of 


Fort Sumter National Monument 
Tour Boat Facility, SC, 
acquisition and development. 

Georgia Wilderness Act of 1986. 

Government Securities Act of 1986 

Great Basin National Park Act of 


Hawaii Volcanoes National Park, 
additional lands 
Human Services Reauthorization Act 


Military Lands Withdrawal Act of 
1986 

National Childhood Vaccine Injury 
Act of 1986 

Nebraska Wilderness Act of 1985 


Nore: Page references are to the beginning page 
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Nevada, property transfer. 
Nez Perce National Historic Trail, OR 


Omnibus Diplomatic Security and 
Antiterrorism Act of 1986. 


Superfend A Amendments and 
Reauthorization Act of 1986. 

Tennessee Wilderness Act of 1986 

Texas Wilderness Act Amendments of 


See also National Parks, Monuments, 
Etc.; Public Buildings and 
Grounds. 

Alaskan Native Corporation, 
submerged lands 

Apostle Islands National Lakeshore, 
WI, additional lands. 

Arizona, conveyance 

Blackstone River National Heritage 
Corridor, MA and RI, 


Cape Henry Memorial Cross, VA, land 
exc 

Central Pacific Railway Company, 
CA, conveyances. 

Cherokee Nation, trust lands 

Chilocco Indian School, OK, trust 


Colonial National Historical Park, 
VA, land exchange 
— River Floodway Protection 


Federal Lands Cleanup Act of 1985 

Florida, reversionary interest. 

Fort Sumter National Monument 
Tour Boat Facility, SC. 
acquisition and development. 

Gila Bend Indian Reservation Lands 
Replacement Act. 

Haida Land Exchange Act of 1986. 

Hawaii Volcanoes National Park, 
additional lands 

Huntley project irrigation district, 
MT, conveyance. 

Kaw Tribe, trust lands 

Louisiana, acquisition and 
development. 

Maryland, conveyance 

Military Lands Withdrawal Act of 


stnnats hen, nit Gncmeatien siaata hing cee ne ae 
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Public Lands—Continued 
Mount Diablo Meridian, NV, land 


Nevada, property transfer 

New Mexico, trust lands. 

New River Gorge administrative site, 
acquisition 

Olympic National Park and Forest, 
boundary revisions 

Otoe-Missouria Tribe, trust lands 

Pawnee Tribe, trust lands 

Ponca Tribe, trust lands 

Reno Sparks Indian Colony, trust 


Tonkawa Tribe, trust lands 
Water conveyance system, permanent 


Public Utility Regulatory Policies Act 
of 1978, amendments 
Puerto Rico: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Consolidated Omnibus Budget 
Reconciliation Act of 1985 

Federal Employees Benefits 
Improvement Act of 1986 

Federal Employees’ Retirement 
System Ac? of 1986 

Governance of insular areas of the 
US., foreign treasury payments 

Higher Education Amendments of 


hiccmias and Advocacy for Mentally 
Ill Individuals Act of 1986 


Radiation. See Hazardous Materials. 
Radon Gas and Indoor Air Quality 
Research Act of 1986 
Rail Passenger Service Act, 
106-110, 310 
Rail Safety and Service Improvement 
Act of 1982, amendments 
Railroad Retirement Revenue Act of 
1983, amendments 
Railroad Revitalization and 
Regulatory Reform Act of 1976, 
108, 1908, 1909 
Railroad Right-of-Way Conveyance 
Validation Act of 1985 
Railroad Unemployment Insurance 
Act, amendments 
Railroads: 
Anti-Drug Abuse Act of 1986. 


SUBJECT INDEX 


California, land conveyances 

Consolidated Omnibus Budget 
Reconciliation Act of 1985 

Maine Central Railroad Company and 
Portland Terminal Company, 
labor dispute 

Omnibus Budget Reconciliation Act of 


Southern Pacific Transportation 
Company and Ernest and Dianna 
Pritchett, property conveyance. 

Tax Reform Act of 1986 

Real Property: 

Anti-Drug Abuse Act of 1986. 

Arizona, land conveyance 

Berlin National Fish Hatchery, 


Cache La Poudre, CO, boundary 
designations 
Columbia River Gorge National 


Gila Bend Indian Reservation Lands 
Replacement Act. 

Governance of insular areas of the 
U. S., civil and criminal 


Hawaii Volcanoes National Park, 
additional lands 
Higher Education Amendments of 


Klamath River Basin, CA, fishery 
resources restoration. 

Louisiana, property restrictions 

Military Lands Withdrawal Act of 


National Defense Authorization Act 
for Fiscal Year 1987 

Nevada, land transfer. 

New Mexico, mineral rights and trust 


Olympic National Park and Forest, 
boundary revisions 

Omnibus Diplomatic Security and 
Antiterrorism Act of 1986. 

Presidential Libraries Act of 1986 

Robert F. Kennedy Memorial 
Stadium, Washington, DC, title 


Southern Pacific Transportation 
Company and Ernest and Dianna 
Pritchett, property conveyance. 

Superfund Amendments and 


Reauthorization Act of 1986. 1613 
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Tax Reform Act of 1986 
Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Reclamation Projects, Columbia River 
Gorge National Scenic Area Act. 
Recreation: 
See also Fish and Fishing; National 
Parks, Monuments, Etc. 
Dewayne Hayes Recreation Area, MS, 


Fort Sumter National Monument 
Tour Boat Facility, SC, 
acquisition and development. 

Indiana Dunes National Lakeshore, 
designation. 

Pine Ridge National Recreation Area, 
NE, designation 

Recreational Boating Safety Act of 


1986 
Regional Rail Reorganization Act of 


1973, amendments...108, 1903, 1904, 1906, 


Rehabilitation Act Amendments of 
6. 


1808-1884, 1887-1844 


Reindeer Industry Act of 1937, 


Religion, Criminal Law and Procedure 
Technical Amendments Act of 


lands 
Research and Development: 
Alzheimer’s Disease and Related 
Dementias Services Research Act 


Anti-Drug Abuse Act of 1986. 

Armor piercing ammunition, 
manufacturing and sale. 

Children’s Justice and Assistance Act 


Comprehensive Smokeless Tobacco 
Health Education Act of 1986 

Consolidated Omnibus Budget 
Reconciliation Act of 1985 


Education of the Handicapped Act 
Amendments of 1986. 
Federal Technology Transfer Act of 


oucuae Diversion Unit 
Reformulation Act of 1986 

Higher Education Amendments of 
1986 


Joseph W. Martin Institute for Law 
and Society, preservation of 
official papers. 

Klamath River Basin, CA, fishery 
resources restoration 

National Bureau of Standards 
Authorization Act for Fiscal Year 


National Defense Authorization Act 
for Fiscal Year 1987 

National Science Foundation 
Authorization Act for Fiscal Year 


Small innovative firms, program 
authority 
a Foreign Assistance Act of 
986 


Sinan Amendments and 
Reauthorization Act of 1986 

Tax Reform Act of 1986 

Water Resources Development Act of 


Retirement: 


Cadet nurse corps, credits. 
Consolidated Federal Funds Report 
Amendments of 1985. 
Export promotion activities. 
Federal Employees Benefits 
Improvement Act of 1986. 
Federal Employees Retirement 
System Act of 1986 
Governance of insular areas of the 
USS., age and service 
requirements for judges. 
Immigration Reform and Control Act 


Judicial Improvements Act of 1985. 
Military Retirement Reform Act of 


National Defense Authorization Act 
for Fiscal Year 1987 


Retirement Equity Act of 1984, 


amendments. 2491, 2941-2957 
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Revenue Act of 1978, amendments 
Revised Organic Act of the Virgin 
Islands, amendments 
Rhode Island: 
Blackstone River National Heritage 
Corridor, establishment. 
Higher Education Amendments of 


Right to Financial Privacy Act of 
1987, amendments...3197, 3207-21, 3207- 
2 


2 
Risk Retention Amendments of 1986.......3170 


River and Harbor Act of 1958, 


Rivers and Harbors: 
Black Creek, MS, land acquisition and 
development 
Colorado River Floodway Protection 
Act 


Columbia River Gorge National 
Scenic Area Act 

Franklin Eddy Canal, CO, 
designation 

Great Egg Harbor, NJ, study 

Greilickville Harbor, MI, 
designation. 

Horsepasture River, NC, designation. 

Jack D. Maltester Channel, CA, 
designation 

Klamath River Basin, CA, fishery 
resources restoration 

Lower Colorado, water supply 

Omnibus Diplomatic Security and 
Antiterrorism Act of 1986. 

Racine Harbor, WI, project 
deauthorization. 

Saline Bayou, LA, land acquisition 
and development. 

Susquehanna River Basin Compact 
amendments, consent of 
Congress 


Wild and scenic rivers, land 
acquisition and development. 

Robert F. Kennedy Memorial Stadium, 
Washington, DC, title conveyance 

Romania, Intelligence Authorization 
Act for Fiscal Year 1987 

Rota, governance of insular areas of 
the U.S., distribution of project 


Royalties. See Patents and 
Trademarks. 


SUBJECT INDEX 


age 
Rural Areas: 


Anti-Drug Abuse Act of 1986. 

Consolidated Omnibus Budget 
Reconciliation Act of 1985 

Education of the Handicapped Act 
Amendments of 1986 

Higher Education Amendments of 


Housing and community development 
insurance programs, extension 
Human Services Reauthorization Act 


Rural Electrification Act of 1936, 
amendments.......1783-333, 1875, 3341-333 
Rural Industrial Assistance Act of 


SDI. See Defense and National 
Security. 
Safe Drinking Water Act, 


Anti-Drug Abuse Act of 1986 
Asbestos Hazard Emergency Response 


Aviation Safety Commission Act of 
1783-370, 3341-373 


Conservation and resources 
management, U.S. fishing rights 
and authority 

Consolidated Omnibus Budget 
Reconciliation Act of 1985 

Criminal Law and Procedure 
Technical Amendments Act of 


1986 
Futures Trading Act of 1986 
Immigration Reform and Control Act 


Injury Prevention Act of 1986 
Military Lands Withdrawal Act of 


National Childhood Vaccine Injury 
Act of 1986 


Nore: Page references are to the beginning page of each law, with the exception of acts being amended or repealed, which 


ite to pages where they 
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Page 
National Defense Authorization Act 
for Fiscal Year 1987...............:c0000++ «. 8816 
Natural gas and hazardous liquid 
pipelines, reporting 


Omnibus Diplomatic Security and 
Antiterrorism Act of 1986 
Recreational Boating Safety Act of 


Superfund Amendments and 
_ Reauthorization Act of 1986 


Water conveyance systems, 
permanent easements. 

Saginaw Chippewa Indian Tribe of 
Michigan Distribution of 
Judgment Funds Act. 

Saipan, governance of insular areas of 
the U'S., distribution of project 
funds 

Saline Bayou, land acquisition and 
development 

Saltonstall-Kennedy Act, 


San Carlos Apache Tribe, claim 
settlement 
Scholarships. See Fellowships and 
Scholarships. 
School Lunch and Child Nutrition 
Amendments of 1986...1783-359, 3341- 
362 
Schools and Colleges: 
See also Education. 
Age Discrimination in Employment 
Amendments of 1986 
Coast Guard Authorization Act of 


College of William and Mary, 
Tercentenary Celebration of the 
Glorious Revolution 

Columbia River Gorge National 


1986. 
Consolidated Omnibus Budget 
Reconciliation Act of 1985 
Domestic Volunteer Service Act 
Amendments of 1986. 
Education of the Deaf Act of 1986 
Education of the Handicapped Act 
Amendments of 1986 
Federal Employees Benefits 
Improvement Act of 1986 
Federal Technology Transfer Act of 


Higher Education Amendments of 
6 


1268 


Nore: Page references are to the beginning page 
tvceagneed 


Injury Prevention Act of 1986 
Joseph W. Martin Institute for Law 
and Society, preservation of 


Kansas State, Educational Satellite 
Video Communications Center, 


National Defense Authorization Act 
for Fiscal Year 1987 

Nevada, land conveyance 

State Comprehensive Mental Health 
Services Plan Act of 1986 

Student Financial Assistance 
Technical Corrections Act of 


Superfund Amendments and 
Reauthorization Act of 1986 
Tehran American School Claim Act of 


Tribally Controlled Community 
College Assistance Amendments 


Science and Technology: 
Alzheimer’s Disease and Related 
Dementias Services Research Act 


Consolidated Omnibus Budget 
Reconciliation Act of 1985. 
Defense Production Act Amendments 


Education of the Handicapped Act 
Amendments of 1986 
ns - pact Transfer Act of 


Japanese Technical Literature Act of 
1986. 

National Bureau of Standards 
Authorization Act for Fiscal Year 


National Science Foundation 
Authorization Act for Fiscal Year 


Safe Drinking Water Act 
Amendments of 1986. 
— Foreign Assistance Act of 


eam Amendments and 
Reauthorization Act of 1986 
Sea Otters. See Animals. 
Seafood. See Fish and Fishing. 


a 
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Securities: 
California water projects 
a ey River Floodway Protection 


Education of the Deaf Act of 1986 

Federal Employees’ Retirement 
System Act of 1986 

Federal Housing Administration and 
Government National Mortgage 
Association, additional loans and 
security commitments 

Fish and Seafood Promotion Act of 


ween Trading Act of 1986 
Governance of insular areas of the 
US., interest on individual Indian 


Public utility holding companies, 
cogeneration facilities 

Saginaw Chippewa Indian Tribe of 
Michigan Distribution of 
Judgment Funds Act 

Securities and Exchange Commission, 
clarification of exemptive 
authority 

Small Business Administration pilot 
programs, bond waivers 

Superfund Amendments and 
Reauthorization Act of 1986 

Susquehanna River Basin Compact 
Amendments, consent of 
Congress 


Tohono O’odham Tat Momolikot Dam 
Settlement Act 
Securities Exchange Act of 1934, 
amendments...3208, 3214, 3216, 3218 
3220 
Securities and Exchange Commission, 
exemptive authority clarification 
Sentencing Guidelines Act of 1986 
Sequestration Order, ratification 
Sequoia National Park, hydroelectric 


SUBJECT INDEX 


=: 


Page 
Ships and Shipping. See Maritime 
Affairs. 

Sikes Act, amendments..................... 3149-3151 
Silvio James Mollo Federal Building, 

NY, designation 
Single-Employer Pension Plan 

Amendments Act of 1986 
Single-Employer Pension Plan 

Amendments Act of 1986, 


Skiing, National Forest Ski Area 
Permit Act of 1986. 
Small Business: 
National Defense Authorization Act 
for Fiscal Year 1987 
Superfund Amendments and 
Reauthorization Act of 1986. 
Small Business Act, amendments...361-363, 
366, 368-371, 1120, 1783-132, 1783-147— 
1783-152, 3188, 3841-132, 3341-147—3341- 
152, 3926, 3927-3930, 3932 
Small Business Administration: 
Pilot programs, extension 
Small innovative firms, program 
authority 
Small Business Investment Act of 
1958, amendments. 364-368, 370 
Small Reclamation Projects Act of 
1956, amendments. 
Smithsonian Institution: 
Board of Regents, reappointments...407, 408, 
2079, 3494 
Charles McC. Mathias, Jr. Laboratory 
for Environmental Research, 


3053-3055 


Children’s Challenge Center for Space 
Science, congressional support. 
Science activities, construction of 


Social Security Act, amendments...153-162, 
164-175, 177-180, 182-216, 217-220, 285-290, 
292-297, 317, 328, 606, 749, 1783-352, 1969- 
1978, 1981-1985, 1988-1991, 1995-2003, 2005- 
2026, 2028-2048, 2050-2058, 2060-2062, 2066, 
2068-2071, 2073, 2788, 2784, 2915-2919, 2931- 
2936, 2957, 3207-169, 3265, 3341-355, 3390, 
3391, 3408, 3422, 3431, 3574-3579 
Social Security Amendments of 1983, 
163, 191, 1993 
Social Security Disability 
Amendments of 1980, 


Social Security Disability Benefits 
Reform Act of 1984, amendments 
Social Workers. See Health Care 
Professionals. 
1} Soil Conservation and Domestic 
Allotment Act, amendments...36, 1783- 
36, 3341-36, 3563 
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Page 
Solid Waste Disposal Act, State Dependent Care Development 
amendments...654, 1696, 1697, 1698, 1702, 
1703 | State and Local Governments: 
Solomon Blatt, Sr., Post Office Acadia National Park, Federal 
Building, SC, designation 
South Africa: Age Discrimination in Employment 
Coast Guard Authorization Act of Amendments of 1986 
Alzheimer’s Disease and Related 
Dementias Services Research Act 


108 
Chseeieeiinag Anti-Apartheid Act of 


1986, technical corrections 515| Army and Navy Union of the United 
Intelligence Authorization Act for States of America, charter 
i Asbestos Hazard Em Response 

South Carolina: f Act of 1986 es ls 
Bankruptcy Judges, United States Bankruptcy Judges, United States 

Trustees, and Family Farmer Trustees, and Family Farmer 

Bankruptcy Act of 1986 Bankruptcy Act of 1986 
Fort Sumter National Monument Bicentennial Commission on the 

Tour Boat Facility, acquisition Constitution, commemorations 


and development : : : 
Goldwater-Nichols Department of Maden pioneer pends 


Defense Reorganization Act of 


Judicial Housekeeping Act of 1986 
Omnibus Budget Reconciliation Act of 


1986 
Solomon Blatt, Sr., Post Office 


Building, designation 
Water Resources Development Act of =a hensive Anti-Apartheid Act of 108 
* Comprehensive Smokeless Tobacco 
"ekceee haan United States Health Education Act of 1986 
Trustees, and Family Farmer Computer Fraud and Abuse Act of 


Bankre 1986. 
Garrison Ae 0 Conservation Service Reform Act of 
Reformulation Act of 1986 1986 
Consolidated Omnibus Budget 
Water Resources Development Act of neiliation Act of 1985 
Southern Pacific Transportation Criminal Law and Procedure 
Company, property conveyance Technical Amendments Act of 
Soviet Uni U f Soviet : 
Boctalie Sipebiies ier ages Cuyahoga Valley National Recreation 
Space: Area, boundary adjustment. 
Children’s Challenge Center for Space Daylight a time, zone 
Science, co: ional support. exemption : 
Sitinon S. Gadi, gastinenens Als District of Columbia Judicial 
Force promotion Efficiency and Improvement Act 
National Defense Authorization Act 
for Fiscal Year 1987 
Spain, Drug Export Amendments Act 
" a Domestic Volunteer Service Act 
Amendments of 1986. 
Drug Export Amendments Act of 
Sports. See specific sport. 
State Comprehensive Mental Health F 
Services Plan Act of 1986. Education of the Handicapped Act 
State Department Basic Authorities Amendments of 1986 
Act of 1956, amendments...869-871, 3070,| Electric Consumers Protection Act of 
3204 
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State and Local Governments— 
Continued 
Electronic Communications Privacy 
Act of 1986 


Employment Opportunity for 
Disabled Americans Act 
Farmington Wild and Scenic River 


Federal Employees Benefits 
Improvement Act of 1986 

Federal Lands Cleanup Act of 1985. 

Federal Technology Transfer Act of 


Firearms Owners’ Protection Act. 

Firearms transportation 

Food Security Improvements Act of 
1986 


Gila Bend Indian Reservation Lands 
Replacement Act 
Great Basin National Park Act of 


Handicapped Children’s Protection 
Act of 1986 

Health Care Quality Improvement 
Act of 1986 

Health Maintenance Organizations 
Amendments of 1986 

Health Services Amendments Act of 


Injury Prevention Act of 1986 

Intelligence Authorization Act for 
Fiscal Year 1987 

a Fisheries Act of 
1986 

Job Training Partnership Act 
Amendments of 1986 


Klamath River Basin, CA, fishery 
resources restoration 

Military reservations, fish and wildlife 
and natural resources 
management programs 

National Childhood Vaccine Injury 
Act of 1986. 

National Commission to Prevent 
Infant Mortality Act of 1986 

National Defense Authorization Act 
for Fiscal Year 1987 

National Science Foundation 
Authorization Act for Fiscal Year 

8 


Page 


SUBJECT INDEX 


Natural gas and hazardous liquid 
pipelines, safety reporting 
requirements 

New Mexico, trust lands. 

Older Americans Act Amendments of 


Pine aa National Recreation Area, 
NE, designation 

Protection and Advocacy for Mentally 
Ill Individuals Act of 1986 

Refugee Assistance Extension Act of 


Safe Drinking Water Act 
Amendments of 1986 

Superfund Amendments and 
Reauthorization Act of 1986 

Surface Freight Forwarder 
Deregulation Act of 1986. 

Tax Reform Act of 1986 

Truth in Mileage Act of 1986 

Uniformed and Overseas Citizens 
Absentee Voting Act. 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


White Earth Reservation Land 
Settlement Act of 1985 
State and Local Law Enforcement 
Assistance Act of 1986 
Steamtown National Historic Site Act 
1783-248, 3341-248 
Stevenson-Wydler Technology 
Innovation Act of 1980, 
amendments...811, 1785, 1787, 1789-1792, 
1794-1797 
Strategic and Critical Materials. See 
Defense and National Security. 
Strategic and Critical Materials Stock 
Piling Act, amendments 4067, 4069 
Strategic Defense Initiative. See 
Defense and National Security. 
Student Financial Assistance 
Amendments of 1985. 
Student Financial Assistance 
Technical Corrections Act of 


Students. See Education; Schools and 
Colleges. 
Submerged Lands Act, amendments 
Sugar. See Agriculture and 
Agricultural Commodities. 
Superfund Amendments and 
Reauthorization Act of 1986 
Superfund Revenue Act of 1986 
Supplemental Appropriations Act, 
1973, amendments 
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Supplemental Appropriations Act, 
1985, amendments 

Supreme Court, Justices and Court 
personnel, police protective 
services extension 

Surface Freight Forwarder 
Deregulation Act of 1986. 

Surface Mining Control and 
Reclamation Act of 1977, 

1783-267, 3341-267 

Survivor Benefit Plan Amendments of 
1985, amendments 

Susquehanna River Basin Compact, 
amendments, consent of Congress 

Synthetic Fuels Corporation Act of 
1985 

S.W. Taylor Memorial Park, AL, 
designation 

Sweden, Drug Export Amendments Act 


Switzerland, Drug Export Amendments 
Act of 1986. 


“Taney”, Coast Guard cutter, maritime 
museum and display. 
Tariff Act of 1930, amendments...305, 2921, 
2922, 2924, 2925, 3207-12, 3207-54, 3207-80— 
3207-84, 3207-86—3207-89, 3207-93 
Tariff Schedules of the United States, 


Tax Equity and Fiscal Responsibility 
Act of 1982, amendments...168, 180, 311- 
317 
Tax Reform Act of 1984, 
amendments...1779, 1780, 1951, 1964, 
1965, 1995, 2512, 2670, 2785, 2786, 2788, 2790- 
2802, 2809, 2805, 2811, 2813, 2814, 2817, 2822, 
2829, 2832, 2836, 2844, 2845, 2846, 2848-2852, 
2856, 2857, 2862, 2867, 2868, 2871, 2882, 2888, 
2890-2892, 2895, 2901-2905, 2962 
Tax Reform Act of 1986 
Taxes: 
Alien farmworkers, unemployment 
tax exemption. 
Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 
Coast Guard Authorization Act of 


Columbia River Gorge National 
Scenic Area Act 
Compact of Free Association, 


Comprehensive Anti-Apartheid Act of 
1986 
Consolidated Federal Funds Report 
Amendments of 1985 
Emergency Wetlands Resources Act of 
6 


Fort Sumter National Monument 
Tour Boat Facility, SC, 
acquisition and development. 
Gila Bend Indian Reservation Lands 
Replacement Act. 
Governance of insular areas of the 
TE asiissdieai Re aa nteccntincaicsess 837 
Higher Education Amendments of 
1986. 


Houlton Band of Maliseet Indians 
Supplementary Claims 
Settlement Act of 1986 

Job Training Partnership Act 
Amendments of 1986 

Klamath Indian Tribe Restoration 


National Defense Authorization Act 
for Fiscal Year 1987 
New Mexico, trust lands 
Omnibus Budget Reconciliation Act of 
6. 


Saginaw Chippewa Indian Tribe of 
Michigan Distribution of 
Judgment Funds Act. 

Superfund Amendments and 
Reauthorization Act of 1986 

Uniformed and Overseas Citizens 
Absentee Voting Act. 

Water Resources Development Act of 


White Earth Reservation Land 
Settlement Act of 1985 


Teachers. See Education; Schools and 


Colleges. 


Tehran American School Claim Act of 


Telecommunications. See 
Communications and 
Telecommunications. 

Television. See Communications and 
Telecommunications. 

Temporary Child Care for 
Handicapped Children and Crisis 
Nurseries Act of 1986. 

Tennessee: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

National Defense Authorization Act 
for Fiscal Year 1987 

Water Resources Development Act of 


Terrorism: 
Comprehensive Anti-Apartheid Act of 
86. 1086 


National Defense Authorization Act 
for Fiscal Year 1987 
Omnibus Budget Reconciliation Act of 
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Page 
Terrorism—Continued 

Omnibus Diplomatic Security and 

Antiterrorism Act of 1986 
Texas: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Debra Sue Schatz Post Office 
Building, designation 

Juanita Craft Post Office of South 
Dallas, designation 

National Defense Authorization Act 
for Fiscal Year 1987 

Superfund Amendments and 
Reauthorization Act of 1986 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Textiles. See Commerce and Trade; 
Business and Industry. 

Thaddeus J. Dulski Federal Building, 
NY, designati 

“The March”, film distribution 

Therapists. See Health Care 
Professionals. 

Timber. See Forests and Forest 


Tinian, governance of insular areas of 
the U.S., distribution of project 


Titanic. See Maritime Affairs. 
Tobacco Inspection Act, amendments 
Tobacco and Tobacco Products: 
Comprehensive Smokeless Tobacco 
Health Education Act of 1986 
Food ag Improvements Act of 
1 
National marketing quotas, delay in 
referendum and proclamation 
— Budget Reconciliation Act of 


Tohono O’odham Tat Momolikot Dam 
Settlement Act 

Tonkawa Indians, trust lands 

Toxic Susbstances Control Act, 


Trade Act of 1974, amendments.. .300-305, 
307, 2923, 2924 
Trade Adjustment Assistance Reform 
and Extension Act of 1986. 
Trade and Tariff Act of 1984, 
308, 310, 2922, 2925, 2926 
Trademarks. See Patents and 
Trademarks. 
Training. See Education; Schools and 
Colleges. 


Nore: Page references are to the beginning 
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Transportation: 
Anti-Drug Abuse Act of 1986 
Child Sexual Abuse and Pornography 
Act of 1986 
Consolidated Omnibus Budget 
Reconciliation Act of 1985 


Firearms 

Firearms Owners’ Protection Act. 

Generai Services Administration, 
audit responsibility 

National Defense Authorization Act 
for Fiscal Year 1987 

Omnibus Budget Reconciliation Act of 


1986 
eaahin Freight Forwarder 
Deregulation Act of 1986 
United States Coast Guard, changes in 


Trapping. See Hunting. 
Treaties. See International 
Agreements. 
Trees. See Forests and Forest Products. 
Tribally Controlled Community 
College Assistance Act of 1978, 


Tribally Controlled Community 
College Assistance Amendments of 


Tropical Forests. See Forests and 
Forest Products. 

Trust Territory of the Pacific Islands: 
Compact of Free Association, 


US 
Higher Education Amendments of 
1986 


Protection and Advocacy for Mentally 
Ill Individuals Act of 1986 
Trusts. See Securities. 
Truth in Mileage Act of 1986 


U 
Uniform Time Act of 1966, 


Uniformed Services: 
See also Armed Forces. 
Anti-Drug Abuse Act of 1986 
Apostle Islands National Lakeshore, 


Consolidated Federal Funds Report 
Amendments of 1985. 

Fort Sumter National Monument 
Tour Boat Facility, SC 
acquisition and development. 


page of each law, with the exception of acts being amended or repealed, which 
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Page 
National Defense Authorization Act United States Marshals. See Law 
for Fiscal Year 1987 Enforcement and Crime. 
National Guard and Reserve, _ | United States Trustee System, 
ae of national defense temporary repeal delay. 


United States Warehouse - 


Cuca Diplomatic Security and 
Antiterrorism Act of 1986 
Recreational Boating Safety Act of 

1986 posers 
“Taney”, Coest Guard cutter, Uranium. See Chemicals; Minerals and 
maritime museum and display Mining 


Uniformed and Overseas Citizens Urban Areas: 


; Anti-Drug Abuse Act of 1986. 
Absentee Voting Act. ted ; 
United States Coast Guard, changes in Columbia River Gorge National 

444 


laws affecting. 3 7 
Uniformed and Overseas Citizens Consolidated Omnibus Budget 
Absentee Voting Act Reconciliation Act of 1985 
Union of Soviet Socialist Republics: Education of the Handicapped Act 
Comprehensive Anti-Apartheid Act of _ Amendments of 1986 
1986 Higher Education Amendments of 
Comprehensive Anti-Apartheid Act of 1986 
1986, technical correction................ 3515 
Emergency Wetlands Resources Act of 


Goldwater-Nichols Department of 
Defense Reorganization Act of 
1986. 
Utah: 
Land conveyance. 
National Defense Authorization Act Superfund Amendments and 
for Fiscal Year 1987 Reauthorization Act of 1986. 
United Kingdom: Utilities: 
AngloIrish Agreement Support Act of Conservation Service Reform Act of 
1986. 
Electric Consumers Protection Act of 
1986. 


R.M. s. Tisai Maritime Memorial 
Act of 1986. 
United Nations: : 
Immigration and Nationality Act Securities and Exchange Commission, 
Amendments of 1986 clarification of exemptive 
Intelligence Authorization Act for 
Fiscal Year 1987 
United States Committee for the Battle 
of Normandy Memorial, U.S. 
encouragement and support 
United States Court of International a 
Trade, judicial conference ee See Immunization. 
ited Grain Standards A . 
agp ee ” Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 
Higher Education Amendments of 
1986. 


United States Insular Areas oe 
Abuse Act of 1986 


Nore: Page references are to the beginning page of each law, with Gncqnesienetasabigamantaniewigatien wale 
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Veterans: 
Black Revolutionary War Patriots 
Memorial, Washington, DC 


Consolidated Omnibus Budget 
Reconciliation Act of 1985. 

Higher Education Amendments of 
1986. 

Job Training Partnership Act 
Amendments of 1986 

Korean War Veterans Memorial, 
Washington, DC, establishment. 

Military Reform Act of 1986 

Sequestration of guarantee 
commitments. 

Vietnam Veterans of America, Inc., 
charte 

Women in the Armed Forces 
Memorial, Washington, DC 
establishment. 

Veterans’ Administration Health-Care 
Amendments of 1985, 


Veterans’ Benefits Improvement Act 
of 1984, amendments 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Victims of Crime Act of 1984 


amendments......904, 905, 3605, 3617, 3619 


Victims of Terrorism Compensation 


charte 
Virgin Islands: 

Anti-Drug Abuse Act of 1986. 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Consolidated Omnibus Budget 
Reconciliation Act of 1985. 

Criminal Justice Act Revision of 


Education of the Handicapped Act 
Amendments of 1986 

Federal Employees’ Retirement 
System Act of 1986 

Governance of insular areas of the 


MIM aka labepservissscbas none sexstaateigeosetasen sett 837 


Higher Education Amendments of 
1986 


Program allotment. 
Protection and Advocacy for Mentally 
Ill Individuals Act of 1986 


Virginia: 


Albert V. Bryan United States 
Courthouse, designation 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Cape Henry Memorial Cross, land 


National Defense Authorization Act 
for Fiscal Year 1987 

Peninsula Airport Commission, 
property restrictions. 

Red Hill Patrick Henry National 
Memorial, designation 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Voluntarism: 


Anti-Drug Abuse Act of 1986 
Columbia River Gorge National 


Executive Exchange Program 
Voluntary Services Act of 1986 


Federal Employees’ Retirement 
System Act of 1986 

Federal Lands Cleanup Act of 1985 

Higher Education Amendments of 


Klamath River Basin, CA, fishery 
resources restoration 

National Defense Authorization Act 
for Fiscal Year 1987 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Alien farmworkers, unemployment 
tax exemption 
American Samoa, employee minimum 


Asbestos Hazard Emergency Response 
Act of 1986. 

Criminal Law and Procedure 
Technical Amendments Act of 


District of Columbia Judicial 
Efficiency and Improvement Act 
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Federal employees, furlough 
compensation. 
Federal Employees’ Retirement 
System Act of 1986 
ee Technology Transfer Act of 
1986. 


Goldwater-Nichols Department of 
Defense Reorganization Act of 


Handicapped workers, requirements. 
Immigration Reform and Control Act 


Veteran’s Benefits Improvement and 
Health-Care Authorization Act of 


Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Columbia River Gorge National 


National Defense Authorization Act 
for Fiscal Year 1987 

Olympic National Park and Forest, 
boundary revision 

Superfund Amendments and 
Reauthorization Act of 1986 

Veterans’ Benefits Improvement and 
Health-Care Authorization Act of 


Washington, DC. See District of 
Columbia. 
Washington State Wilderness Act of 
1984, amendments 
Waste Disposal: 
Governance of insular areas of the 
US., grant eligibility waiver 
Superfund Amendments and 
Reauthorization Act of 1986 
Water Resources Development Act of 


Berlin National Fish Hatchery, 
property conveyance 

Cache La Poudre, CO, boundary 
designations 

California water projects 

Conveyance systems, permanent 


Federal Lands Cleanup Act of 1985 
Garrison Diversion Unit 
Reformulation Act of 1986 


Gila Bend Indian Reservation Lands 


Governance of insular areas of the 
US., grant eligibility waiver. 
Indiana Dunes National Lakeshore, 


New Mexico, trust lands. 
Olympic National Park and Forest, 


Safe Drinking Water Act 
Amendments of 1986 
Superfund Amendments and 
Reauthorization Act of 1986 
Water Island, governance of insular 
areas of the U.S., future use and 


Water Pollution. See Pollution. 
Water Resources Development Act of 
1974, amendments 
Water Resources Development Act of 
1976, amendments.....4158, 4193, 4197, 
4231, 4235, 4246 
Water Resources Development Act of 


amendm 
Watershed Protection and Flood 
Protection Act, amendments. 
Weapons. See Arms and Munitions. 
Wehrspann Lake, NE, designation 
West Bank. See Middle East. 
West Germany, Comprehensive Anti- 
Apartheid Act of 1986 
West Indies, humpback whales, wildlife 


West Virginia: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Water Resources Development Act of 


Wheat. See Agriculture and 
Agricultural Commodities. 
White Earth Reservation Land 
Settlement Act of 1985. 
White House Conference for a Drug 


Wild and Scenic Rivers Act, 
amendments...3021, 3330, 


Wild and Scenic Rivers System: 
Cache La Poudre, CO, boundary 
designations. 
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Page 
Wild and Scenic Rivers System— National Defense Authorization Act 
Continued for Fiscal Year 1987 
Horsepasture River, NC, designation.....3021| Racine Harbor, project 
Wilderness Areas. See National deauthorization 
— Preservation System. Water Resources Development Act of 
i e: 
California water projects 
Columbia River Gorge National 
Scenic Area Act. 
Electric Consumers Protection Act of 
1986. 
Be erent. Galea Defense Authorization Act 
USS., safety programs for Fiscal Year 1987 
Great Basin National Park Act of National Science Foundation 
1986. Authorization Act for Fiscal Year 
Humpback whales, wildlife 
sanctuary 
Military Lands Withdrawal Act of 
1986 Omnibus Diplomatic Security and 
Military reservations, fish and Antiterrorism Act of 1986 
eee resources management Women in the Armed Forces 
Memorial, Washington, DC. 
establishment. 
. 4082 | Wyoming: 
Wildlife Refuges. See National Wildlife Superfund Amendments and 


age thorization Act of 1986 
Wind Energy Systems Act of 1980, Reauthorization Act o 


Winthrop Rockefeller Lake, AR, 


designation 
Wisconsin: 

Bankruptcy Judges, United States 
Trustees, and Family Farmer 
Bankruptcy Act of 1986 

Consolidated Omnibus Budget 
Reconciliation Act of 1985 
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Mandela, Nelson 
Marlboro County General Hospital 


Bouilliant-Linet, Elga 
Bowen, William G 


Meiman, Inna Kitrosskaya 
Meiman, Naum. 


Nicholson, Arthur D., Jr 
Norman, Milanie C. Escobal 


0 
Onizuka, Ellison S 


Pritchett, Dianna 
Earle, Mishleen Pritchett, Ernest. 
Eney, Christopher. 


G 


Gambie, Leonard Leslie. 
Gell-Mann, Murray 


H 


Harris, Patricia Roberts 
Hendley, Gerald M 
Henry, Patrick 


Vv 
Jang, Sueng Ho 


Jang, Sueng II Vereen, Emerson B 
Javits, Jacob K 


WwW 


Wagner, Robert F., Sr. 
King, Martin Luther, Jr Waldheim, Kurt 
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